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Penroseôs Core Insight

üA firm is:

ña collection of productive resourcesò

Penrose, 1959
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Key Implication

üThe power of a resource-based 

perspective:

Looking at firms in terms of resources, 

rather than products, leads to new 

insights
Wernerfelt, 1984
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Some Well Known Examples

üStrategic Factor Markets

¸ Look at competition in factor markets rather than 

product marketsto explain long term profitability

üInsights:

¸ Long run profits may depend on luck and 

expectations (Barney, 1986)

¸ Long run profits may depend on factor market 

imperfections, such as path dependency, or lack of 

a market (Dierickx & Cool, 1989)
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Diversification

üExcess resource capacity drives diversification 
(Penrose, 1959)

¸ ČMulti -product firms have a common resource base

üInsights:

¸ Direction & extent of diversification depends on 

specificity of resources (Montgomery & Wernerfelt , 1988)

¸ Related diversification improves profitability when it 

is based on resource relatedness not product 

relatedness(Robins & Wiersema, 1995)

ÅExplains prior mixed results of studies of relatedness effects
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Resource-based Theory

üRival firms compete on the basis of resources (not 

just products)

üInsights:

¸ Isolating mechanisms prevent the imitation of 

resources ïa counterpart to entry barriers (Rumelt, 1984) 

¸ Firm performance can be explained by rentsto scarce 

resources (Rumelt, 1987)

¸ Resource characteristics can be used to predict 

sustainable competitive advantage (Barney, 1991)

¸ Competitive advantage comes from differential value 

creationby resources (Peteraf & Barney, 2003) 6


