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Profits are not made by differential cleverness, but by differential stupidity.
—Attributed to David Ricardo, Economist, by Peter Drucker
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W HAT is the most common criticism that entrepreneurs hear about their busi-
ness ideas and new venture strategies? It is, If that’s such a good  idea, why
hasn’t someone else already done it? The answer, implied by David Ricardo

in the introductory quote, is that most people never have a good idea, and many who
do lack the faintest clue about  what to do next. Human intelligence and energy are the
scarce resources. There are countless business ideas for creating and operating profitable
enterprises, but most of them have not yet been conceived or implemented.  The
resource-based view of  the firm values creativity and intelligence. The strategy and
resource configurations can be sources of SCA.

A business idea is not a business. The design, development, and implementation of
a business require that the entrepreneur make certain strategic decisions about  the ven-
ture’s configuration. These decisions form the initial vision and objectives for the busi-
ness. Although it is possible to alter the decisions in the future, it is very difficult to
change the fundamental economics  and structure of the firm. In this chapter, we will
develop the embryonic venture idea into a fully workable business model with a sustain-
able strategy.

Our view is that there is an interaction between the resources, capabilities, experience,
and vision of the entrepreneurs (internal factors) and the remote and operating environ-
ment of the industry  (external factors) in the formation of new venture strategy. The
entrepreneur must know how to integrate  these elements into a cohesive and coherent
business plan.

We will also examine some of the strategic choices available to new ventures. We will
begin by looking at how strategy, resources, and entrepreneurship intersect. We will then
present the concept of the business model followed by a discussion of the strategy choic-
es available to entrepreneurs. Next, we will introduce the industry life cycle and see how
the different  stages influence new venture strategy. We will also look at the effects of
fragmented environments. Then we will introduce two approaches that  help entrepre-
neurs to craft their strategy. At the end of the chapter, we will present a model for assess-
ing entrepreneurial opportunities and evaluating the strategies chosen.

ENTREPRENEURSHIP AND STRATEGY

How are entrepreneurship and business strategy related? Some of the concepts present-
ed in this chapter are borrowed and adapted from the strategic management literature.1

In this literature, strategy is defined as “the patterns of decisions that shape the venture’s
internal resource configuration and deployment and guide alignment with the environ-
ment.”2 This definition has two major implications. The first is that  “patterns of deci-
sions” means both strategy formulation and strategy implementation. Formulation
includes planning and analysis. Implementation is the execution and evaluation  of the
activities that make up the strategy. The second implication is that the entrepreneur has
to consider both internal factors such as the firm’s resources and capabilities, and ex-
ternal factors such as the market environment. That is what we did in Chapters 2 and 3.

One of the core assumptions of strategic management is that strategy exists on dif-
ferent levels within the firm. In descending order, these are the enterprise, corporate,
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business, functional, and subfunctional levels. Part of the environment for each level is
the level above it; lower and higher levels must be aligned, with the higher levels lead-
ing the way. One result of this hierarchy is a cascading effect. Strategy formulation
starts at the top of the hierarchy and flows down to each level. As it does, strategy
formulation is increasingly replaced by implementation. The cascade effect contributes
to consistency and helps hold together organizations that are sometimes large and
far-flung.

Enterprise-level strategy is at the top of the hierarchy. It is concerned with the rela-
tionships between the firm and society at large. The context for analyzing this strategy
was presented in Chapter 3. Corporate strategy focuses on the problems of diversi-
fication and the management of a portfolio of business. Because the new venture is most
often a single business, corporate strategy is not discussed in this book. Business-level
strategy is oriented toward competing within a single industry. It deals with the acqui-
sition, organization, and employment of resources. Industry analysis was examined in
Chapter 3. The strategies that correspond to industry  conditions are the subject of this
chapter. In other words, this chapter is about business-level strategy. Functional and
subfunctional   strategies involve marketing, finance and accounting, and human re-
source policies, which will be examined in Chapters 6 through 9.

BUSINESS MODELS AND STRATEGY

A business model goes beyond the business idea and adds significant detail. A business
model is not a strategy, but it is the basis of strategy. It is the story of the business.3 This
model tells the story by answering the following questions.

• Who are the customers?
• What do the customers value?
• How does our business make money?
• What is the underlying economic logic of the venture?

There are two parts to the story. The first part describes how we obtain the resources,
people, money, materials, and inputs that we use to produce our product and services.
The second part of the story tells who we produce the product for, the conditions of sale
and delivery, the marketing process, and the flow of cash back to the business.

We must also include the notion of the revenue model.  The revenue model tells the
story of how the flows of sales and cash revenue will be accumulated. The spreadsheet
details the financial narrative of the story. Through the spreadsheet,  we are able to do
sensitivity analysis that tells us how  the story might turn out, given different assump-
tions, endowments, and starting conditions. This is the financial picture of the story
and we will return to it in Chapter 7.

Hambrick and Fredrickson put these pieces together into a framework they called the
strategy diamond.4 While their  business-model framework has five dimensions, it is
similar to the questions raised above. The key difference is that the strategy diamond
asks us explicitly to lay out the staging and sequencing of our strategy. Figure 4.1 sum-
marizes the strategy diamond model.5
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The first question to answer is: In which arenas will the venture compete? This is the
initial part of the story of the business model. The next question is: What vehicles will
we employ? At this point in the text, we have primarily been focused on internal devel-
opment as the prime  vehicle. The other collaborative and cooperative formats will be
covered in Chapter 9.  Here we note that creating the organization involves a set of
strategic decisions.

The third question is: How will we be different? This is where our RBV theory and
strategy come into play. We will be looking for resources that have the VRIN character-
istics. The fourth question requires the firm to specify the staging of the decisions. In
what order will the venture do things and how fast? All of these decisions converge on
the center square. This is the revenue model described above.

Another way of looking at a business model  was offered by Amit and Zott.6 They
emphasize the  transactions and exchange themes of the  story. These authors define a
business model as “the content, structure and governance of transactions designed so as
to create value through the exploitation of business opportunities.”

Transaction content refers to the actual goods, services, and information that are
being exchanged by the parties, and the resources and capabilities employed to facilitate
the exchange. It represents the “what” of the story.
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Transaction  structure refers to the people or organizations involved in the transac-
tions and how they participate—what their roles are (customer, vendor, and consultant).
This represents the “who” of the story.

Governance  of transactions refers to the rules, protocols, customs, and methods of
exchange used. It is the way in which these transactions are controlled, and may include
the legal forms of the businesses and the transactions. It describes the “how” of the story.

Table 4.1 below summarizes a number of e-commerce business models. Some of
these were very popular during the boom of the late 1990s; others have been around for
many years and can easily be applied to nontraditional businesses.

For example,  the mash-up combines the content of other Web-based models and
attempts to integrate and add value based on these other sites. One such mash-up, Platial
(http://www.platial.com/splash), is a mapping service for people, videos, and stories. All
of the content comes from other places, but Platial has the software to integrate the con-
tent into a story. The revenue model is aimed at online advertising. But many investors
feel that a mash-up like Platial is not strategically defensible because it cannot protect the
resources  it doesn’t own or control. Others are not so sure. Platial received financial
commitments from both  Kleiner Perkins and Omidyar Networks.7

Street Story 4.1 offers us the example of an affiliate business model called Brad’s
Deals.
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ENTRY WEDGES

Entry wedges are momentum factors.8 They are part of the  business model story. A
wedge is not really a full-blown strategy, but is rather the methods the founders use to
get their initial foothold in a business. Because the entry wedge becomes an important
part of the firm’s unique history, it may, from an RBV perspective, influence later strate-
gic decisions. Unique historical conditions are impossible to copy. Therefore,  the entry
wedge can be part of the firm’s sustainable competitive advantage.

Major Wedges
All new ventures employ one or more of three major entry wedges: new product or ser-
vice, parallel competition, and franchising.
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New Product or Service. A new product or service is one of the most potent entry
wedges. Truly new products and services are relatively rare. If they include a new tech-
nology as well, they may be hard to imitate. Typically, new products have a lower failure
rate than new services, primarily  because most service organizations face lower entry
barriers. Firms that do use the new-service wedge are likely to offer or introduce a relat-
ed product if they gain a foothold in the industry. Ventures that initially offer a new
product sometimes follow up with a related service, but this is less common.9

The new product or new service wedge is what Drucker called the “being first with
10the most” strategy. This strategy is used to achieve a permanent leadership position

either within an existing industry  or by creating a new industry. Success with this strat-
egy requires a concentrated effort at being comprehensive and innovative. “Being first,”
like  the first-mover advantage, gives the firm a head start and possibly an insur-
mountable   lead in  market share, in  low-cost manufacture and supply, and in public
awareness  and recognition. “With the most” requires that the product or service be
comprehensive. If it is missing something (for example, service, warranty,  delivery, or
functional components that customers require), the door is left open  for competitors.
This is the high-risk, high-reward entry wedge. Table 4.2 below illustrates some of the
types of new products that have been introduced in recent times  and are considered
award winners. (Students might  want to research these companies to see what particu-
lar uniqueness they have brought to market.)

Parallel Competition. Parallel competition is a “me too” strategy that introduces com-
petitive  duplications into the market. These duplications are parallel, not identical, to
existing products or services. They represent an attempt to fill a niche, a small hole in
the market. This can be done with a small innovation or a variation in an already well-
accepted and well-understood product line or service system. An entrepreneur who
notes that a firm’s current customers are unhappy and who  conceives of a strategy to
make  them happy would be entering with a parallel wedge strategy. Marginal firms
always risk being replaced by others that do basically the same things but do them bet-
ter.

Most retailing start-ups, for example, enter with the parallel competition wedge. The
difference between one retail operation and another might only be location  or minor
variations in merchandising and marketing.  The typical retail store carries the same or
similar products from the same suppliers and charges approximately the same markups
as its competitors. This type of entry is fairly easy, because entry barriers are low. Firms
of this type can produce stable income and profits over a long time if they possess some
distinctive competence. More likely, though, these firms are low-sales, low-profit opera-
tions. For the entrepreneur, they are alternatives to other jobs and replace income from
other employment. Without a  distinctive competence,   these small retailers quickly
become marginal and risk being replaced by another firm using the parallel wedge strat-
egy.

However, if used with creativity and vision, the parallel wedge strategy can lead to
superior payoffs. Drucker calls this form of the parallel strategy creative imitation.11

Creative imitation combines the common business configuration of the competition
(the imitation part) with a new twist or variation (the creative part). Two types of com-
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petitors are susceptible to a new venture’s creative imitation: those with weak spots and
those with blind spots. Firms with weak spots may have the same resources as others but
not employ them well. The new venture, without different assets but knowing how to
use the assets it does have, has an advantage. Some entrepreneurs also have blind spots—
things they do not see about the market, the competition, or themselves—that make
them vulnerable to creative imitation. Examples include:

• The “not invented here” syndrome. Firms are sometimes slow to adapt innovations or
are reluctant to change because they did not  initiate an idea themselves. This syn-
drome makes the firms easy to target for the new venture that is quick to
adopt the new standard. For example, the Polaroid corporation and Kodak waited
much too long to adopt digital photography as their  core technology. Polaroid is
gone and Kodak is much diminished as a result.

• The “skim-the-market” blind spot. Here,  firms that charge high prices and attempt to
capture only the most profitable business are vulnerable. Other firms can
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operate under their price umbrella, gain market   share, and become   close to
their customers. The creative imitators learn how to add value  by serving the
tougher customers.  Hertz Corporation and its rental car business is the high-priced
provider. There are literally  dozens of car rental companies that operate under
Hertz’s price umbrella. These companies owe their very existence to Hertz’s reluc-
tance to discount.

• Technologcial tunnel vision. Firms that emphasize product- and manufacturing-based
quality to the exclusion of user-based quality have technological tunnel
vision. They are vulnerable because they fail to notice minor changes in customer
needs and perceptions that are obvious to the imitator. The makers of cell phones
have been guilty of this. For many segments of the market, they offer too many fea-
tures and the phones become more complex with each generation. Apple
Corporation is offering the iPhone as a simpler and more integrated product.

• The maximizer complex. Firms that try to do too much, that serve  all types of
customers with all types of products and services, are vulnerable because they may
not serve any customers particularly well. A parallel competitor who carves a niche
to serve a specialized customer base can succeed here.

Franchising. The third major wedge is franchising. It is a twist on both the new prod-
uct and me-too wedges. Franchising takes a proven formula for success and expands it.
The franchisor is the seller of franchises. The franchisor is attempting to create some-
thing new and offer  it to the market. For the franchisor, franchising is a means of
expanding by using other people’s money, time, and energy to sell the product or serv-
ice. These other people are the franchisees.  In return for a franchise fee and royalties
(usually based on sales), they gain the expertise, knowledge, support (training, market-
ing, operations), and experience of the franchisor, which reduces their risk of failure. The
franchisee is pursuing a me-too strategy as one of a potentially large group of franchis-
es. For example, Subway sandwich shops offer the same products through thousands of
outlets. For franchising details, see http://www.subway.com.

The key to franchising power is for the franchise system to expand geographically
under a license agreement. Geographic expansion enables the franchise system to satu-
rate  markets. Saturation gives the franchise the benefits of visibility and recognition,
logistical cost savings, volume buying power, lower employment and training costs, and
the ability to use the mass media for efficient advertising. The license agreement gives
the franchise system a mechanism for standardizing its products or services, incentives
for growth, and barriers to entry. All three parties to the franchise system (franchisor,
franchisee, and customer) benefit, which explains why franchising has become the most
prevalent form of new business start-up. We will return to franchising in Chapter 10.

Minor Wedges
A number of other entry wedges are designated as minor because they can be classified
under the three major categories. Four categories of minor wedges, each with several
variations, include exploiting partial momentum, customer sponsorship, parent-
company sponsorship, and government sponsorship. They can be seen as a way to
obtain resources that the new venture can use to compete. Table 4.3 cross-references



120 ENTREPRENEURSHIP Entrepreneurial Strategies 120

the major entry wedges with the minor ones. For example, we see that “tapping under-
utilized resources” can be part of either a new product/service wedge or a parallel
wedge strategy.

Exploiting Partial Momentum. Sometimes the entrepreneur already has sufficient
market and product information to indicate that the new venture will be successful. This
information acts as the impetus for the launch. The entrepreneur can exploit this exist-
ing momentum in three ways: by geographic transfer, by filling a supply shortage, or by
putting an underutilized resource to work. A geographic transfer occurs when a busi-
ness that works in one area is started in another. For example, Miho Inagi has opened a
bagel bakery and store in Tokyo. She first learned about bagels as a student in New York.
She took a job at Ess-a-Bagel (translation: Eat a Bagel) where she learned the business
from the floor (sweeping)   up (baking). But would Japanese eat hard bread? Most
Japanese bakeries focus on soft-bread items and quasi-bread and cake concoctions. Inagi
has made few concessions to Japanese tastes, offering mostly traditional,  New York-style
bagels. Her father (who later helped finance the business) lamented that, “We must have

TABLE 4.3 Major and Minor Entry Wedges

Minor Entry Wedges Major Entry Wedges

New Product/ Parallel Franchising
Service Competition System

Exploiting partial momentum
1. Geographic transfer X
2. Supply shortages X
3. Tapping underutilized resources X X
4. Creating or modifying existing

channels X X

Customer sponsorship
5. Customer contract X
6. Second sourcing X

Parent-company sponsorship
7. Joint venture X
8. Licensing X
9. Market relinquishment X

10. Spin-off X

Government sponsorship
11. Favored purchasing X
12. Rule change X
13. Direct assistance X X

SOURCE: Adapted from K. Vesper, New Venture Strategies (Upper Saddle River, NJ: Prentice-Hall, 1980).
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done a bad job raising you.”  But  Inagi persisted and opened her business, Maruichi
Bagel, in August 2004. After a slow start, the store now draws crowds and Inagi makes
a modest profit.12

Entrepreneurs can launch new ventures by filling market gaps such as supply short-
ages. Sometimes the product or service in short supply must  be physically transferred
from one area to another. In this case, filling the supply shortage resembles geographic
transfer in that the entrepreneur organizes resources to fill a shortage within an area. For
example, recent trends indicate that for various tasks at varying times of the year, many
firms prefer to hire temporary workers rather than full-time employees. However, there
is a shortage  of people available for temporary positions because most people prefer to
work full time if they can. New ventures have been developed that specialize in person-
nel services for temporaries. These firms, like Professional Employer Organizations (see
www.peo.com), organize the resource that is in short supply (temps) to meet market
demand. They also meet the demands of the temporary personnel by scheduling addi-
tional work after each  temporary assignment expires. For the firm, the shortage is
relieved; for the personnel, there is full-time work (in various temporary assignments).

An underutilized resource is one with an economic value that is not recognized or
one that is not being used to its best advantage. Often people are the most underutilized
resource. Hence, entrepreneurs who can  more fully realize other people’s economic
value are considered  leaders. The underutilized resource can also be physical, financial,
reputational, technological, or organizational. For example, entrepreneurs in the finan-
cial sector find ways to better use nonperforming financial assets, such as cash or bonds.
Entrepreneurs have helped large  organizations with strong positive reputations (for
example, Disney and Coca-Cola) gain additional income by licensing their brand names,
trademarks, and copyrights. Underutilized physical resources are often somebody’s junk,
waste, by-product, or worn-out product. These resources constitute the core of the recy-
cling and remanufacturing industries. For example, entrepreneurs are building business-
es by finding new uses for the mountains of worn-out tires dumped across the United
States. Others are building vending machines that take in aluminum cans for recycling
and dispense store and manufacturers’ coupons.

Creating or modifying existing distribution channels enables the new venture to
take advantage of the momentum that already exists in the value chain. For example, if
strong production or inbound logistical areas already exist, finding new channels helps
the entrepreneur to reach new markets. Many longtime successful catalog sellers, such as
Lands’ End, now use their Web sites as surrogate catalogs. They still do most  of their
business by mail order, but the Web is a new channel for them.

Customer Sponsorship. A new venture’s launch may depend  on the momentum sup-
plied by the firm’s first customers. A customer can encourage an entrepreneur in either
of two ways. A customer contract can guarantee the new firm sales, and help it obtain
its initial financing. Because the customer  is not assumed to have altruistic motives, the
entrepreneur should seek to expand the customer base once the venture is up and run-
ning. Sometimes, customers encourage entrepreneurs to become a second source. If the
customer has previously had difficulty working  with a single supplier, good purchasing
practice would suggest that the customer rebid the contract. However, a good alterna-
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tive for obtaining the product or service is not always available. When this is the case,
the  customer can encourage and even provide assistance (managerial, technical, and
financial) to the entrepreneur who can satisfy the customer’s needs. Both customer con-
tract and second-source sponsorships generally lead the firm to use parallel competition
as its major wedge.

Parent Company Sponsorship. A parent company can help launch a new venture in
four ways. Two of these methods require ongoing parent-company relationships: licens-
ing and joint venturing. The other two methods may continue  the parent–new venture
relationship, but are optional: market relinquishment and the spin-off.

Under a licensing agreement, the entrepreneur contracts with the parent company to
produce a product or service or to employ a system  or technology. The connection
between the entrepreneur and the parent provides momentum for the new venture, be-
cause the founders have previous organizational experience with  the parent as well as
technical experience with the product or technology.  The joint venture differs from the
licensing format in two significant ways: (1) Resources are commingled  when the joint
venture is formed, and  (2) Ownership rights in a joint venture require negotiation.
These differences make the joint venture  more difficult to manage, but  the benefits of
having two (or more) organizational parents can outweigh the cost.

For example, if we wanted to create an Internet business that used Java software, we
would license the software from Sun Microsystems, Inc.13 There would be no need for
a joint venture with Sun because all the details of the relationship between the venture
and Sun could be handled in the legal document. However, when the major automobile
companies wanted to create a common application, using Java, for credit for a car loan,
they formed a new company, RouteOne LLC. This company was formed as a joint ven-
ture.14

Market relinquishment means that the parent company decides to stop serving a mar-
ket or producing a product. Although  its motivation can vary, the parent usually makes
such a decision because the firm is not cost-efficient. This is especially likely to be true
if the product volume or market niche is small, for a large company’s overhead  can be
high enough to make a small niche unprofitable. However, such a niche may be prof-
itable for a small firm. The most likely candidates to start that small firm are the large
firm’s former managers of that product/market niche. Therefore, when the larger corpo-
ration relinquishes  the market, the former managers may have the opportunity to pur-
chase the larger  firm’s specialized assets and continue in their jobs, but this  time as
owner/managers instead of  simply managers, thus providing the new venture with
strong momentum. The change may not be visible to customers and suppliers, but the
new firm can be much more profitable (and perhaps strategically more flexible) when it
does not have to support the corporate bureaucracy.

One of the most common starting points for new venture creation (based on previ-
ously acquired knowledge) is the spin-off. A spin-off is a new firm created by a person
or persons leaving an existing firm and starting a new firm in the same industry. The
most frequent examples of spin-offs today are in high-tech businesses—biotechnology
and  life sciences, semiconductors and computers, consulting, law, and  medicine (and
medical devices). What do these diverse industries have in common? Both emerging and
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growing industries are prime breeding grounds for spin-offs. In these industries, pock-
ets of information possessed by employees can be disseminated throughout the market.
This information is mobile; it is embodied not in a machine or particular location but
in individuals, a process, or a technique.  Both the knowledge and the individuals can be
transferred at very low cost to just about any place on earth.

Government Sponsorship. In Chapter 3, we  discussed the impediments and con-
straints that government often imposes on new ventures. However, the government can
also act as a sponsor for new ventures and provide entrepreneurs with launch momen-
tum in the following ways.

1. Direct assistance. “They’re from the government, how can they help you?” A num-
ber of local, state, and federally supported programs can aid the entrepreneur in starting
or managing a new business. Most provide managerial or technical assistance; a few, like
the Small Business Administration, may also on occasion provide financial assistance.
One  of the less well-known sources of technical assistance is the federal research labo-
ratory system. At these labs, such as the Oak Ridge National Laboratory in Oak Ridge,
Tennessee, scientists  and engineers help businesses solve difficult technical problems.
Other federal agencies have started programs to  help small- and  medium-sized busi-
nesses. NASA offers free consulting  advice in cooperation with state agencies in Ten-
nessee, Mississippi, and Louisiana. The  Sandia National Laboratory in Albuquerque,
New Mexico, also has a program.15

2. Favored purchasing. Favored-purchasing rules enable some firms to enter the
marketplace with an edge.  The federal government’s own procurement policies often
mandate set-asides and quotas for small businesses, minority and woman-owned firms,
and firms started and managed by physically disabled people and veterans of the armed
services. Many of these favored-purchasing rules have also been incorporated into pro-
curement policies and practices at other government levels and throughout corporate
America.

3. Rule changes. As government regulatory practices change and as new laws are
implemented, opportunities for new firms arise. One of the most significant  areas in
terms of changes in government policy in the last decade has been privatization. Over
the years, governments frequently found themselves in the business of providing goods
and services to people. These have ranged from the provision of rail service to the run-
ning of hotels on government-protected lands. Of course, in former communist coun-
tries where the government owned all the means of production, privatization has been
the way in which these assets have shifted to the hands of entrepreneurs. Even as we
begin the  twenty-first century, privatization opportunities abound for the sharp-eyed
and quick-moving entrepreneur.16

RESOURCE-BASED STRATEGIES

How can our resource-based  theory help us to create entrepreneurial strategy? We have
already discussed  the fundamentals of competitive strategy in terms of our resource-
based theory. Briefly, resource-based theory says that for firms to have a sustainable com-
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petitive advantage, they must possess resources and capabilities that are rare, valuable,
hard to copy, and nonsubstitutable (with resources that are neither rare nor valuable).
One way of thinking about this issue is from the payments perspective. Each resource
employed by the firm in the design, manufacture, and delivery of every product must
earn a return or a payment. These payments are the rents on the resources. The total pay-
ments earned by the firm’s resources are equal to its total revenue. The enemies of value
and scarcity are imitation and substitution. Therefore, the critical strategy is the coupling
of entrepreneurship and isolating mechanisms (see below).17

Rent-Seeking Strategies
Strategy in the resource-based framework is rent seeking.18 There are five types of rents,
and the strategies available to obtain them are different. Firms can attempt to capture
more than one type of rent simultaneously. The five types of rents are as follows:

• Ricardian rent: These are rents derived from acquiring, owning,  and controlling a
scarce and valuable resource. They are most often  derived from ownership of land or
natural resources or from a preferred location. These types of rent can be collected as
long as ownership and control exist, possibly in perpetuity.

• Monopoly rent: These are rents collected from government protection, collusive
agreements, or structural entry barriers. Examples of government  protection include
patents and copyrights, restrictive  licenses, and government-granted franchises. Many
collusive practices such as price fixing and conspiracies in restraint of trade are illegal in
the United States, but enforcement varies by time and place.

• Entrepreneurial   rent: These are rents accrued from risk-taking behavior or
insights into  complex and uncertain environments. This type of rent is also known as
“Schumpeterian rent,” and is the type most closely associated with new venture creation.
Schumpeterian rents are not as long-lasting as Ricardian and monopoly rents because of
the eventual diffusion of knowledge and competing firms’ entry into the market.

• Quasi-rent: These are rents earned by using firm-specific assets in a manner that
other firms cannot copy. These rents are often based on idiosyncratic capital
and dedicated assets. They are derived from a distinctive competence in how
to use the resource as opposed to mere control of that resource. These rents can be col-
lected by discovering or estimating  the value of combinations of resources. The combi-
nations are more difficult to price than stand-alone resources and therefore add value.
The most important implication here is that it is possible to capture value in a tradable,
scarce but not unique resource due to complementarities, asymmetrical information, or
simply high levels of bargaining skill.19

• Relational rents: These are rents earned by cooperative-type strategies and interor-
ganizational relationships.20 They are somewhat similar to quasi-rents but they require
that the venture work with another company. These rents may be a result of (1) relation-
ship-specific assets, such as site specificity (co-location); (2) knowledge-sharing rou-
tines, such as technology-transfer agreements; (3) complementary resources that are not
available or are priced in factor markets;  or (4) effective governance, which minimizes
transaction costs among organizations.

Resource-based strategies are geared toward rent-seeking behavior. The most preva-
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lent of the five rent-seeking behaviors is the entrepreneurial strategy. Here a firm enters
with a new resource configuration or implementation strategy and makes above-average
profits until, through technological  diffusion and increased knowledge, competitors are
able to enter and compete away those  profits. This describes the cycle of “destructive
capitalism” that constantly redeploys capital to its most economic use.

Ventures with the four attributes required  for sustainable competitive advantage are
positioned to use strategy to collect one or more of the five types of rents. The more
types of rent the firm can accumulate, the better its overall long-term performance will
be. Any of the five types of rent described above require that the firm be able to protect
its advantage. These protective devices are called isolating mechanisms. The absence of
isolating mechanisms means that others (workers, investors, customers, competitors,
governments) can work out strategies to claim the rents for themselves.

ISOLATING MECHANISMS AND FIRST-MOVER AVANTAGES

An entrepreneur who is fortunate enough to create a new venture must expect that com-
petitors  will attempt to retaliate, and protect his or her own positions.21 Therefore, it is
important that the entrepreneur find ways to increase these benefits and cash flows for
either future  investment or personal incentives. The methods the entrepreneur uses to
prevent the rents generated from the new venture  leaking out are known as isolating
mechanisms.

Types of Isolating Mechanisms
Isolating  mechanisms can take a number of forms. Most obvious are property rights,
which consist of patents,   trademarks, and copyrights. Any secrets, proprietary in-
formation, or proprietary technology  also help isolate the firm from competitive attack.
These mechanisms, though, will not last indefinitely; therefore, the entrepreneur must
be prepared to move quickly and establish a strong  position. Some firms establish their
position, and work to protect it right  from the beginning of the new venture. This is
known as first-mover advantage (FMA). First-mover advantage can also be a power-
ful isolating mechanism when combined with a government rule change that encourages
privatization or industry deregulation.22

Sources of First-Mover Advantage
First-mover advantages prevent the erosion of the new  venture’s competitive advan-
tage.23i A firm’s resources and capabilities  are frequently enhanced by its early entry.
Examples include:

• Having prime physical locations
• Having technological space
• Having customer perceptual space
• Having an industry  with standard setting
• Developing switching costs
• Generating lead time and learning

The first use of a technology, known as technological leadership, can provide first-
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mover advantages. The first mover in a particular technology  can, of course, obtain the
initial patents, but these are seldom decisive.24 More important, the first mover builds up
a research and development base that can lead to further innovations and improvements,
thus keeping the venture ahead of the pack. As production (either through the new tech-
nology or of the new technology) increases, the learning curve is pushed ahead of that
of competitors, often conferring cost advantages and economies of scale that  can pre-
empt or  delay competition. Being the first mover may mean obtaining valuable and
scarce resources ahead of others. It may mean getting rights to natural resources, secur-
ing the best locations, or crowding distribution channels (distribution space is a valu-
able and rare resource).25

The final source of first-mover advantage is the imposition of switching costs on buy-
ers.26i Switching costs can be developed through marketing  or contractual obligations.
When a new  venture creates brand loyalty through effective advertising, high buyer
learning and evaluation costs, or complementary products, the firm makes it difficult for
others to compete away its profit.

To be first, ventures  need to be organized for speed and develop the capability to
innovate and get to market quickly. Street Story 4.2 provides some examples of these
fast-moving companies and some rules for organizing.

First-mover advantages can also be a disadvantage in certain situations. In some cases,
the first mover must reveal the underlying business concept, and others may copy this
by using different resource combinations. The first mover invests in resolving the tech-
nological and production problems that accompany any new venture. Other firms can
then benefit from these investments. Also, being first once does not guarantee that the
firm will always be first. Indeed, inertia can  make the successful first mover resist
abandoning a strategy when it is no longer effective. There are no simple prescriptions
about first-mover advantages and disadvantages. The magnitude of  the first-mover
effect varies greatly  and will dissipate over time. Later entrants sometimes catch up
through advertising and pricing strategies.27

Growth Strategies
So far, we have seen how new ventures enter using their wedges, and how they seek to
collect rents based on their capabilities and resources. We can also use our resource-based
model to account for the rate and direction of a venture’s growth strategies. Firms grow
in the direction of underutilized resources and toward their areas of expertise. The rate
of growth is a step function, not a smooth path, because resources are usually em-
ployable only in bulky, discrete increments.28 Basically, a firm’s growth is limited to its
resources. Resources determine the industry the firm will enter and the levels of profit
it can attain. For example, labor shortages, insufficient access to capital, and technolog-
ical barriers all limit growth.

In the long run, however, the most important limit of all may be the scarcity of man-
agement capacity. There are two demands on managerial capacity: (1) to run the firm at
its current size, and (2) to expand and grow. Current managers recruit new managers to
increase the growth potential  of the venture. However, these new managers need to be
trained and integrated into the  firm’s current activities, which  takes time away from
existing managers. While incorporating these new managers, the firm’s growth slows.
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Once these managers  have learned the venture’s structure and systems, growth begins
again. This implies that “management is both  the accelerator and brake for the growth
process.”29 This rubber-band process, called the Penrose effect after the theorist who first
proposed it, suggests that fast growth in one period will be followed by slow growth in
the next period (that is, there is a negative correlation between period growth rates).30

Quality as a Strategy
In Chapter 1, we introduced the concepts of quality. Considerable thought, energy, and
money have been devoted to making quality a source of sustainable competitive advan-
tage. Hundreds of articles and books have been written on the subject.  A prestigious
national contest, the Malcolm Baldridge National Quality Award
(http://www.quality.nist.gov/), is held  each year. Many states  now have programs to
help companies develop and improve their  products’ quality. Although the concept of
total quality management (TQM) is not new, there are still many programs that empha-
size customer satisfaction (user-based quality discussed in Chapter 1). To some, TQM is
the number-one priority for the firm, and it has entered the language and curriculum of
top-rated business schools.31 Companies  that promote TQM programs are themselves a
fast-growing industry. Consultants sell “off-the-shelf ” TQM programs based on some
simple ideas that can be understood by using the analogy with playing golf:

• Continuous improvement. This is the process of setting higher standards for per-
formance with each iteration of the   quality cycle. In   golf terms, yesterday
someone shot a score of 112, so today he or she will try to shoot 111.32

• Benchmarking. This means identifying and imitating the best in the world at
specific tasks and functions. If one believes that Tiger Woods has the best swing,
he or she tries to swing like Tiger.

• Quality circle. This is a loop of activities that includes planning, doing, checking,
and acting. Keep one’s head down, keep one’s eye on the ball, and don’t press. Now,
where did it go?

• Outsourcing. This means procuring top quality from outside the organization if
the firm cannot produce it from within. If she can’t hit this shot, can somebody else
hit it for her?

The resource-based approach calls into question the efficacy of these quality programs
for long-term competitive  advantage. If any firm can buy the principles of TQM off the
street (so to speak), then it is not rare. Benchmarking, which is neither more nor less
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than copying, is by definition able to be copied. Outsourcing products from the best-
quality vendors is both substitutable by producing in-house, or  sourcing from other
best-quality vendors. Can TQM be  an  effective strategy for sustainable competitive
advantage? Research indicates that  TQM programs are not magic formulas.33 At best,
they were termed a “partial success.” The following were among reseachers’ general con-
clusions regarding TQM:

• Copying other firms may mean expending time and money on the wrong things.
• Adopting a TQM program, under certain conditions, can actually make

things worse because the program is so disruptive.
• Failing to link the TQM program with bottom-line results may ensue.
• Benchmarking is not effective unless the company already has a comprehensive

quality program.
• Lower-performing firms should adopt TQM programs gradually; middle per-

formers are better able to begin full-scale adoption; and high performers benefit the
most from TQM.

INFORMATION RULES STRATEGIES

With the advent and popularity of e-commerce, many pundits  claimed that the old ways
of doing business had ended and the laws of economics should be rewritten. But two
economists from the University of California at Berkeley did not see it that way. Carl
Shapiro and Hal Varian believed that the same principles of economics that applied to
the real world of business also apply to the virtual world of business. To establish their
point, they  wrote a book called Information Rules: A  Strategic Guide to the Network
Economy.34 This discussion draws heavily on their ideas. We can see what their empha-
sis and focus are by  going to their Web site: http://www.inforules.com/. The site
demonstrates that these authors  practice what they preach when it comes to offering a
digital information product.

The electronic entrepreneur deals with information. Information is anything that
can be put into a digital format, for example, photographs, text, catalogs, data, movies,
stock quotes,  and online MBA classes. Information is intellectual property and can be
protected using copyrights,  trademarks, or business-method patents. Finally, informa-
tion must be experienced for people to determine its quality and benefits. People usual-
ly require a peek or preview before they purchase. Information can be very expensive to
generate, but it is almost costless to reproduce. Therefore, selling information provides
great margins—unless it is reproduced and re-sold by others. Information also has dif-
ferent uses for different people. Different versions of information can be offered to dif-
ferent customer  segments. By segmenting the market, an entrepreneur can extract max-
imum  value—the most profit from his or her property. E-businesses have many value
drivers or ways of creating value through their operations and strategies (see Table 4.1
above).  All of these facts about information are embodied in the strategies of e-entre-
preneurs.

There are a number of key strategic options that e-entrepreneurs need to consider as
they form their businesses and marshal resources and capabilities for their firms.
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Value Pricing. Value-pricing strategy is based on  the  fact that different people value
information to different degrees. What pricing strategy should we employ? If we are
able to differentiate our product, we can attempt to sell information to each customer
for a different price, depending on what the customer can bear. If we cannot differen-
tiate and our information has become a commodity, we can be aggressive but not greedy,
as the customer can likely get the same information elsewhere at a better price. We
must remember that the information is almost costless to duplicate, and results in large
economies of scale. We should also consider offering group sales, as the cost of selling
data or information to a group is probably  the same as the cost of selling it to a single
individual. This strategy is the basis for site licenses for software products.

Versioning. This  strategy means producing information in many forms for the cus-
tomer. Some possibilities are:

• Delay. Sell some information to customers who need it in a hurry and want fresh,
up-to-the minute reports (like stock quotes). Sell another version in another format
(e.g., a digest of monthly stock movements). Charge the most for the latest data.

• Convenience. This is related to delay. Make it easier for some customers to use
the data, and charge them for this privilege.

• Speed of operation. This is also related to delay. Make some information accessi-
ble quickly and charge for this service. Make some customers wait for their ver-
sions and give them a discount for doing so.

• Image resolution. Some data can be displayed to ultimate effect through enhanced
graphics. Charge extra for an enhanced graphics version and offer a version with-
out enhanced graphics (like text only) at a discount.

• Features and functions. Make some versions of the product available with search
capability, cross-referencing,  and a full line of features and functions. Make other
versions with certain functions  disabled, and charge less for these versions. Many
users will trade up for full functionality. Note that it costs the same to produce the
two versions; the  firm simply offers less information to the  price-conscious con-
sumer. For example, many students may purchase student versions of software such
as Windows Office Suite or Bizplan. The student versions are actually the same as
the full-feature versions, but with some functionality turned off.

Intellectual Property.  Intellectual property strategy is intended to maximize the value
of the intellectual property. Many businesspeople think this strategy is the same as one
that maximizes the protection for the property. But this is not true. Indeed, carried to
its extreme, the maximum protection for the property is not to sell it at all! As we can
see from  the controversial maximum-protection positions once taken by the film and
music industries, we can offend our customers  with too much protection. Customers
sense that information wants to be free and shared, so we need a strategy that maximizes
value, not protection. Because digital technology lowers production and distribution
costs, we must be willing to pass these savings on to the consumer. How?

• Give away free samples.
• Offer low-cost versions purchased one at a time.
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• Give away indexes, tables of contents, and some graphic images.
• Give away lower-quality product and information.
• Be willing to license use, and employ group sales.

There will always be customers who want the highest quality, the timeliest data, and
the product with the fullest functionality, and the one that is easiest to use. These very
demanding customers tell us what is most important to them. They help us locate the
true value of the property. They are the core of successful intellectual property manage-
ment.

Lock-in. This strategy keeps the customer loyal to the venture. It is essentially the same
concept  we discussed earlier under the heading of switching  costs. A lock-in strategy
raises switching costs for the customer. The entrepreneur who can design a lock-in strat-
egy and engender brand loyalty has the ability to maintain a relatively high price for the
product. Further, this strategy reduces the cost of keeping current customers. Table 4.4
offers lock-in strategies and switching cost models.

Network Strategy. This strategy is based on the principle that one telephone is useless,
but a million are very useful. The first fax machine was just a toy, but with two such
machines, there is communication. A network with a great  many users is significant
because the more users there are, the more valuable it becomes for any single individual
to be a part of that network. We see these principles applied in such successful busi-
nesses as eBay (http://ebay.com), Amazon (www.amazon.com), and the Japanese cellu-
lar phone company, DoCoMo (http://www.nttdocomo.com). If we find ourselves in a
network of this type, it is vital that we recognize this fact. If we are in a network, we
must take advantage of the positive feedback that exists within that network. If we do
not do so, we will incur a large opportunity cost. If competitors take advantage of the
positive effects and we do not, we might not survive.

A good example of pure network effects is instant messaging. The more people that
are in a particular instant message network,  the better it is for all the members. They can
have extended buddy lists and contacts. The instant messaging firms compete to have
the largest networks.

Cooperation and Compatibility Strategy.    Many times entrepreneurs try to steer their
firms’ strategy in an adversarial “win-lose” fashion. But in the digital  economy, this
strategy is frequently wrong. The entrepreneurial team needs to determine which other
firms may be part of its network, actual or potential. Then the team needs to cooper-
ate with these firms to build the size and strength of the network. Often  this means
making  products and technology compatible with each other. The goal is to have the
network’s standards become the industry standard. Doing so will create a “winner-take-
all” situation, and if the network becomes the industry  standard, that network wins.

A related way of thinking about how e-businesses create value is to look again at the
drivers within this type of business. Four drivers emerge: efficiency, novelty, comple-
mentarities and (the now-familiar) lock-in.35

Some of the value that is created by an e-business results from the use of efficiencies—
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reducing the costs of searching, transacting, monitoring, and decision making. These are
real costs to the consumer and the consumer will pay to have them reduced or eliminat-
ed. In theory, as each consumer might have a different set of costs, a new version of the
product or e-business Web site can be created for each consumer.

Novelty is created by bundling the features and benefits of the e-businesses’ products
and services. Each product or service can have an element of difference or novelty, but
even if the product or service lacks such novelty, the bundle can be novel or unique in
some way. Because every customer (in theory) will want a different bundle,  this type of
customization is a value driver.

The value driver, complementarity, is a function of the bundles, but may go further.
It may refer to the complementarities of partners  or technologies, and include the net-
work effects of complementarity of customers and vendors.

Last, Amit and Zott include the concept of lock-in, which is similar  to previous
descriptions including brand loyalty, loyalty programs, and dominant technology.

STRATEGY AND INDUSTRY ENVIRONMENTS

Not all ventures enter the same industry. How much difference does the industry  itself
make in determining strategy? The answer is, “quite a lot.” Entrepreneurs can sig-
nificantly add to the success of their strategies by understanding the industry environ-
ment they are entering. A static description of industry structure was  presented in
Chapter 3. However, industry environments are static only in the short term; over a
longer period  of time they evolve. This evolution is called the industry life cycle. The
industry life cycle progresses through four stages: emerging,  transitional, maturing, and
declining.

The industry life-cycle progression is not the same for all industries. The length of
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each stage and the timing of the stages are highly variable and difficult to predict. The
same is true for product and organizational life cycles. Entry and competition take on
different forms, depending on the stage of the life cycle.36 Figure 4.2 presents a diagram
of the industry life cycle. It follows the familiar s-curve of many economic phenome-
na.37 The shape of the curve shows that emerging industries are characterized by
increasing rates of growth. Transition occurs as growth continues at decreasing rates.
In the mature stage, growth rates approach zero. A declining industry is characterized
by no growth or negative growth rates, whether measured in total units of production
or in dollars.

Emerging Industries
Emerging industries are the newly created networks of firms launched to exploit a new
technology, a new market configuration or set of customer needs, or other changes in
the macroenvironment.38 Emerging industries experience high levels of uncertainty,
rapid change, and  a growing number of organizations (high rates of births). Recent
examples of emerging industries  are biotechnology and life sciences, the electric auto-
mobile  industry, products for use on cellular telephones, and the interactive television
industry.

Individual firms and entrepreneurs can create or reconfigure entire industries through
vision, creativity, and innovation. An innovation strategy can create a customer where
none previously existed.39 How can this be done?

• By creating utility. The entrepreneur can change something that is  hard for
people to do into something that is easy for people to do. For example, there
had been “mail”  since Roman times, but the mail industry arose with the creation
of a postal service in Great Britain, making it easier for people to pay for and
send a letter.

• By creating value. The entrepreneur can change something that was expensive
into something that is inexpensive, and thereby create value through creative
pricing. King Gillette did so when he unbundled the razor from the razor
blade. Xerox did so when it realized it did not have to sell copiers, just the
use of the copiers. It changed a relatively large capital-investment decision
into a small operating expense to gain acceptance.

• By  changing the customer’s reality. The entrepreneur can help customers buy
products through creative distribution and financing, and help customers use
products by simplifying operation and providing training. Entrepreneurs help
customers solve problems by selling systems instead of products.

Structural Uncertainty. Even for ventures on the verge of revolutionizing the market,
however, entry into emerging industries  imposes certain structural conditions and con-
straints. The most imposing  structural condition is uncertainty. There are no traditional
ways of doing things, rules of thumb, standard  operating procedures, or usual and cus-
tomary  practices. There is only the unknown future and the entrepreneur’s will to suc-
ceed. Technological uncertainty means that the final configuration of resources, especial-
ly technological resources, is still unsettled. Firms, like laboratories, are trying new com-
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FIGURE 4.2 The Industry Life-Cycle Curve
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binations  of technology, human resources, and organizational systems to discover what
works. Successful combinations are adopted by other firms as fundamental, and further
experiments are conducted to refine the concepts and practices. Usually a single standard
emerges for all firms. Occasionally,  two competing standards reach the  public  at the
same time as, for example, video technologies like Beta and VHS. But only one survives.

Strategic Uncertainty. Emerging firms also face a great deal of strategic uncertainty.
New ventures in emerging industries are often unaware of who the competition is (or
will be), what types of products and processes the competition is working on, and what
posture  the government will take toward  the new industry.  Because birth rates are high,
new firms are springing up all the time, making it difficult to keep track of who and
what they are. Government regulatory agencies at all levels are slow and bureaucratic.
They are unlikely to have existing rules to help guide the new ventures.

Resource Uncertainty. Additional uncertainty looms in the firm’s input  markets. It is
often difficult for the new venture to raise capital, because financial sources are unfa-
miliar with the new industry’s risk/reward  profile. Although some venture capital firms
specialize in supporting investments  in emerging industries, most financial institutions
shy away from them. Labor is another input that is difficult to procure, especially man-
agerial talent. Managers and executives face a great deal of career risk and economic un-
certainty when joining firms in emerging industries. Turnover may be high in an unsta-
ble and turbulent industry. Managers and executives may need to be as entrepreneurial
as the founders in order to meet the challenge of a new venture in a new industry.

The procurement of raw materials, supplies, and parts may also be difficult during the
industry’s emergence. If these inputs are also employed  by other industries, there may
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be shortages until the vendors can adjust their capacity. If the inputs are newly created,
developed, or engineered, they may be of uneven quality and in short supply. In either
event, input costs are likely to be at their highest during the emergence stage.

Customer Uncertainty. Uncertainty also plagues the output (customer) market. To a
large extent, the customer  market is only vaguely understood: buyer needs and wants,
income levels, demographic characteristics, psychographic profiles, and buyer behavior
characteristics. Prices and the points at which customers will resist high prices are uncer-
tain. There may be quite a bit of instability as firms, producing widely diverse and non-
standard products, come to market with different and nonstandard prices. The customer
is also confused by the variety of product offerings, the lack of standardization, the per-
ception of rapid obsolescence, and the erratic quality of some competitors.

Controlling Uncertainty. In the face of difficult structural conditions and constraints,
what must the new venture in an emerging industry  do to be successful?

Look toward developing, generating, acquiring, and controlling resources that have the four attrib-
utes (rare, valuable, hard to copy, nonsubstitutable) needed for sustainable competitive advantage.

The priority in  an  emerging industry is to acquire resources. Ventures that acquire
resources early are more likely to set the rules and standards for industry competition,
technological configuration, and product quality. Speeding up decision making, product
development and introduction, and organizational systems and processes all have posi-
tive effects on firm survival and performance.40 One industry that is attempting to speed
itself up  and  that represents a typical emerging industry in its early stages is super-
conductive materials.

The next priority is to employ resources to gain a defendable foothold in the indus-
try on which to build. The early acquisition of a core group of loyal customers is a major
accomplishment. It enables the firm to develop experience in production and marketing,
evaluate new products and alternative  pricing schemes, and provide steady cash flow.
From  this base, expansion is possible.

Last, because knowledge and information can possess the four attributes of SCA, the
new venture must move as quickly as possible to develop an intelligence network to fore-
cast future environmental trends, competitive moves, and technological developments.41

The initial turbulence and change that made the formation of a new industry possible
are not likely to subside once a handful of early new entrants has formed. The turbu-
lence may continue unabated, often for years. While the new entrants  sort out the stan-
dards, later entrants make their appearance and attempt to capitalize on the efforts of the
first movers. Older and larger firms attempt to invigorate their operations by entering
new markets or forming joint ventures. Regulators, organized labor, and the gov-
ernment conspire to appropriate and tax the “profits” of new ventures. These so-called
profits are in reality the early excess returns, which the founders may need for reinvest-
ment to recoup the firm’s up-front investment, encourage future investment, and main-
tain its technological or marketing advantages. Taxes and other appropriations leave the
firm and, in aggregate, the industry underinvested and therefore smaller than it other-
wise might have been. The result, of course, is diminished output, innovation, and em-
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ployment.  When this problem is recognized by policy makers, protection can be author-
ized,  such  as patent rights, tax abatements and credits, and accelerated depreciation
schedules. An intelligence system may not be able to stop these trends, but a forewarned
firm is in a good position to protect its assets.

Transitional Industries
Transitional industries—those moving  from emergence to stability—have certain rec-
ognizable features. At some point, they will experience scarce resources, changes in cus-
tomer tastes and values, and, finally, a shakeout. The shakeout period is crucial, for many
firms go out of business at this time. The new venture can anticipate these develop-
ments, although their precise timing is always problematic.

Scarcity of Resources. As new firms enter the industry with an often dazzling array of
products, strategies, and configurations, two powerful forces are at work. First, these firms
bid up the prices of the resources they need to get started. Physical resources increase in
price as they become scarcer. Scientific and managerial expertise costs more as people are
lured away from current jobs with higher salaries and perquisites. Financial resources
become more expensive as venture capitalists and investors demand higher yields from the
later entrants. Overall industry costs rise as demand for industry inputs rises.

Customer Changes. The second force is the  changing nature of the output market.
Customers become more sophisticated and sure of what they want in terms  of value,
quality, and product characteristics. They become more powerful  as they become more
knowledgeable; they have more choices than they had earlier in the industry life cycle;
and they are more likely to shop on price. The uncertainty of not knowing who the cus-
tomer is and how large the market may be starts to fade as experience tells businesses
who will buy and who will not. Competition for the existing customer  base intensifies.
Growth slows at the same time that shoppers become more price sensitive.

Survival Strategies in the Shakeout. What is the result of increasing production costs
and decreasing selling prices? Smaller margins for everyone. Only the efficient survive.
This is the transition phase, also known as the shakeout. Firms whose costs are too high
will be forced out of business.42 Firms that survive will be those that have resources with
the four attributes of sustainable competitive  advantage. When assets that are rare, valu-
able, hard to copy, and nonsubstitutable are deployed, the venture will be able to with-
stand price pressure and/or maintain lower costs than competitors.

The first priority in surviving the shakeout  is to rationalize  the resource base. This
means pruning resources (of all six types) and the products or markets they serve if these
resources are not earning rents and profits. During the emerging stage, firms often ac-
quire excess resources, or slack. They do this for two reasons: (1) Because they are un-
certain which resources will be the most important, they seek to gain control over as
many as possible; and (2) Growth is difficult to absorb, and as resources build, it is not
easy to reinvest or deploy them quickly enough. During the shakeout period, as growth
slows and margins are squeezed, slack must be wrung from the venture to restore it to
agile, lean, and flexible conditions.



137 ENTREPRENEURSHIP Entrepreneurial Strategies 137

The next priority is to get the most out of reputational and organizational resources.
These are often the last to develop for the new venture. Reputation is slow to develop
because it takes time for the market and other stakeholders to gain experience with the
firm. The organization, with its systems, processes, and routines, is also often a late-
developing resource; it tends to evolve as the business grows, experimenting along the
way. The interaction among the people, work flow, and policies that constitute the
organization also tends to evolve as the business grows. This interaction is complex. It
takes time for all these components to come together. Even after the components have
coalesced, it takes practice and therefore time before that system can be perfected.

Reputation and organization are two of the most difficult resources to copy. As tech-
nology becomes more diffuse, as financing becomes more available to entrants, and as
physical resources evolve toward commodity-type inputs, reputation and organization
(and, by implication, human resources) are  the best defense against increased com-
petition and rivalry.

Another potent strategy during the shakeout period is for the firm to buy cheap assets
from the losers in the competitive game. As firms go out of business and their investors
try to recoup  whatever they can by selling the company or liquidating its assets, these
assets often come to market at prices below their rent-earning capacity. The surviving
firms, with superior human resources and organizational skills, can employ the liquidat-
ed physical resources, patent rights, licenses, and newly unemployed  workers, managers,
and staffers more effectively than their previous owners could. This firm-specific talent
enables the survivor to collect a quasi-rent on the loser’s former assets.

The strategy of expanding  within the same business line by acquiring (by whatever
method) other  businesses is also known as horizontal integration. For example, hori-
zontal integration and resource rationalization are the hallmarks of the shakeout  in the
biotechnology industry.

Shakeout Pitfalls. Firms must avoid pitfalls to survive this dangerous  period. The most
important of these is the “uniqueness paradox.”43 The paradox refers to a blind spot that
many companies have, especially those  that are still relatively young. The uniqueness
paradox occurs when people attribute unique  characteristics to their own organization,
characteristics that are, paradoxically, possessed by many other organizations. Although
internal cohesion may strengthen when organizational  members differentiate themselves
from their competitors by believing they are unique, this practice is bad for strategy. It
is bad because it fools the firm into believing that some or all of its resources have the
four attributes of SCA when, in fact, they do not. It makes the firm complacent and
gives it a false sense of security. The firm is forced to react to outside pressures instead
of generating its own proactive activities. The uniqueness  paradox spells doom for the
firm.

A second pitfall has already been mentioned—keeping slack and excess capacity. The
only thing worse than holding onto unused resources and facilities with too much capac-
ity is acquiring  new capacity that provides no rent-collecting possibilities. But firms do
make the mistake of trying to corner the market on physical capacity even as growth
slows.

A final pitfall is simply failing to recognize that the industry environment has



138 ENTREPRENEURSHIP Entrepreneurial Strategies 138

changed. Sometimes the founders have difficulty adjusting to these new realities, and the
entrepreneur is forced out and succeeded by a less creative but more managerially effi-
cient executive. This scenario is more probable when outside investors control the firm
and fear that failure to act will cost them their investments.

Maturing Industries
It seems more appropriate to  think of entrepreneurial strategies in the  emerging and
transitional environments because the most visible and publicized entrepreneurial activ-
ity takes place here. Entrepreneurs, though, are not limited by law, economics,  or cus-
tomers to these two phases of the industry life cycle. Entry  can take a place in mature
industries as well. Some flatly reject the idea that there is such a thing as a mature indus-
try—there are only mature (and poorly run) firms. The argument is over the direction
of causation. Does a maturing industry  lower firm profitability, or does low firm prof-
itability bring on the mature condition?44

Mature industries are characterized by slower growth, little pure  innovation, more
product and process improvements, more sophisticated customers, and an increasing
concentration of producers.45 The last characteristic means that a few firms may produce
40 percent to 80 percent of the goods and services in the industry. This increased con-
centration also means that one or two industry leaders have emerged. An industry leader
is the  one the  others look to for price changes and strategic movements. Sometimes
mature industries appear to be friendly “clubs” with minimum competition and a gen-
eral understanding of how to compete. The U.S. auto industry, the beef packers, the tel-
evision networks, and the beer brewers spend as much time cooperating with each other
to fend off attacks from outsiders (the  Japanese automakers, the pork lobby, cable TV
operators, temperance societies) as they do competing against each other. Street Story
4.3 demonstrates that success in a mature industry can sometimes come from a new-
product innovation or twist. It is a gut-wrenching tale.

However, entry is possible in mature industries,  although the barriers are high. The
computer hardware business is an example.46 Start-up and entry in this industry  are in-
creasingly rare. The business is saturated. Ben Rosen,   the venture capitalist who
bankrolled Compaq Computer in 1982, says, “In terms of main-line, hard-core comput-
er companies, it’s very hard to define an area where you can get to a critical mass of $50
million to $100 million” in sales. Short of that size, the chances of an entrepreneur mak-
ing big returns and  taking the company public are slim. Veterans of the industry are
sadly concluding that the heyday is over. “It may not be possible to start a new comput-
er manufacturing company,” laments Richard Shaffer, publisher of Technologic Computer
Newsletter. There are other problems as well:

• Capital costs have soared. “It costs $50 million just to find out if anybody cares.”
• Limits on technological innovation are being reached. Firms promising break-

throughs are often disappointed.
• Customers are ordering replacements slowly. Much computer machinery just does-

n’t wear out.
• The industry’s move to standardized parts and operating systems limits the innova-

tion small companies can provide.47
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Attacking the Leader. One possible strategy  is to attack the industry leader (an im-
posing task, but not impossible).48 Industry leaders may become vulnerable  when the
business cycle is on the upswing and things look good; they may become complacent.
Past performance success leads to strategic persistence (inflexibility) even when the envi-
ronment changes radically.49 Those industries with unhappy customers can also be
attacked; they have grown arrogant  and are no longer providing value. When leaders are
under antitrust investigation, they are certainly less likely to retaliate, but even here it is
never wise to attack an industry leader with an imitative, me-too product or service. The
challenger who does so has nothing to defend.

Three conditions  must be present for the attacker. First, it must have some basis for
sustainable competitive  advantage. Some resources must possess the four-attribute qual-
ities that would provide the entrant either a cost advantage or a sustainable difference.
Second, the new entrant must neutralize the leader’s advantage by at least matching the
perceived quality of the leader’s product. Third, there must be an impediment (more
than one is even better) that prevents retaliation. These impediments are:

• Antitrust problems
• A cash crunch caused by overextension
• A blind spot such as the uniqueness paradox
• An overdiversified portfolio, causing neglect of key areas
• A strategic bind (retaliation would jeopardize another business strategy)

If these three conditions are met, the new entrant has a chance. One tactic for success
is to reconfigure the ways of doing business, that is, do something startlingly different.
For example, the makers of Grey Poupon   mustard reconfigured their marketing by
spending more on  advertising than the  mustard business had ever done in the past.
French’s, Heinz, and others were forced to give up market share to this upstart.

A second tactic is to redefine the scope of service. A new entrant can focus on a par-
ticular niche, serve that customer exceedingly well, and gain  a foothold in a mature
industry. For example, La Quinta motels concentrated on the frequent business traveler
on  a small budget. There was little retaliation, lest entrenched competitors ruin their
own  pricing structure and demean the reputation of their core brands. Last, the chal-
lenger can attempt to spend its way to success. It can try to buy market share by offer-
ing exceptionally low prices and conducting heavy promotion and advertising. This is
risky business and out of the reach of all but the best-financed entrepreneurs.

Specializing. One additional entrepreneurial strategy can be used to enter a mature mar-
ket. This strategy requires that the new venture do something for a mature business bet-
ter than the business can do for itself. New firms and small firms can thrive in a mature

50market if they can take over  some specialized activities for a big concern. It is not

unusual for a highly  specialized small firm to have lower operating costs than large
firms. The larger, more mature firms carry more overhead, have older technology, and
do not focus on the cost drivers the way a smaller firm can. For example, Ameriscribe
operates mailrooms for National Steel; it does so better and more  inexpensively than
National Steel could. The Wyatt  Company, a consulting firm, conducted a survey and
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found that 86 percent of the nation’s largest corporations had cut back on operations
and had contracted services to outsiders.

Declining Industries
Declining industries are characterized   by end-of-unit sales growth and by flat,
constant dollar sales (i.e., sales adjusted for inflation). Ultimately, both of these indica-
tors decrease.51 Current examples of consumer industries in decline in the United States
are tobacco, dial-up services, and hard liquor. Industrial sectors in decline include man-
ufacturers of carburetors for automobiles and  producers of bias-ply tires for original
equipment manufacturers (OEM). The primary  causes of industry decline are techno-
logical substitution, shifts in the tastes and preferences of consumers,  and demographic
factors.

Technological Substitution. When an older technology is replaced by a newer one, the
older technology goes into decline. However, it does not immediately disappear. Even
after the invention and adoption   of the transistor, which replaced vacuum tubes in
radios, televisions, and other devices in the late 1950s and 1960s,  producers of vacuum
tubes continued to  exist. They supplied replacement parts for existing sets and made
products for the hobby and collector markets.  Similarly, producers of vinyl, long-play-
ing records still exist, although these have been rapidly and overwhelmingly overtaken
by producers of compact discs and digital downloads.

A recent, but unsuccessful, attempt at entry in the declining newspaper industry illus-
trates  technological substitution pitfalls. Dan Gilmour tried  to reinvent journalism by
creating Bayosphere. Bayosphere was a start-up  that focused on local news. Gilmour’s
vision was to have armies of local people write their own news stories and blogs to pro-
duce coverage that no print newspaper could match. Print news has been in decline for
many years and continues  to lose advertising to the Web as well as circulation to other
media. The Bayosphere venture failed because local newspapers also used the Web for
local reporters, Web advertising didn’t emerge, and the blog had low participation. The
venture lasted only eight months.52

Changes in Tastes and Preferences. Changes in tastes and preferences result in demand
shifting to alternative industries, but do not cause immediate extinction of the declining
industry. The declining consumer industries noted previously reflect changing tastes. For
example, the underlying trend today is toward healthier lifestyles. However, millions of
Americans each year have a steak for dinner,  accompanied by a whiskey and a cigarette
after dessert. While the volume of these three products continues  to be high, sales are
decreasing a little each year.

Rhonda Kallman has entered  two declining niches and done so successfully. She is a
veteran of the beer wars and helped co-found Boston Beer (Sam Adams). More recent-
ly, she founded the  New Century Brewing Company, which introduced the Edison
brand. Edison is the only patented light beer and is sold at Trader Joe’s grocery stores.
Kallman also recently launched Moonshot—a beer with caffeine. Note  how she found
twists on consumer tastes to reinvigorate her products’ images.53
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Changes  in Demographics. Changes in demographics are reflected in overall product
demand (see Chapter 3). As the baby-boom generation made its way through the pop-
ulation  cycle, its members first created a boom in children’s clothing and furnishings,
followed by a decline in these industries. They then bought automobiles and residential
real estate, which mushroomed; now each of these industries is in decline. The boomers
are aging, as are their parents, which makes health care the fastest-growing segment of
the gross national product (GNP). Guess what will occur when the boomers start to die?
Health care will decline, and the mortuary business will boom.

Achieving Success. Under certain conditions, new entrants can  establish successful
niches in declining industries.  The key for the new entrant is to find ways to help the
incumbents leave the industry and then purchase their  assets at low prices. This is an
imposing  task, however, because a number of factors increase the height of the exit bar-
riers for firms in declining industries. These factors are:

• the low liquidation value of specialized assets
• the interrelationship of the business in decline with other businesses not in decline
• the potentially negative effects of exiting on financial markets
• the emotional and managerial effects of calling it quits

From the  viewpoint of the entrepreneur, an opportunity exists if an industry is still
attractive and the entrepreneur has or is able to acquire resources with the attributes of
sustainable competitive advantage.

Fragmented Industries
Figure 4.2 shows the life-cycle curve for an industry that has, over time, consolidated.
Consolidation means that the number of firms decreases, the birth rate of new firms
diminishes considerably, and larger firms have advantages of scale and scope. However,
not all industries are dominated by large firms with megamarket shares. In other words,
not all industries go through the life cycle depicted in Figure 4.2. Industries that do not
are called fragmented  industries. Examples include professional services, retailing, dis-
tribution services, wood and metal  fabrication, and personal care businesses,  such as
hairdressers and barbers.

The causes for fragmentation are diverse. Low-entry barriers can cause fragmentation
because firms will always be faced with new challengers and therefore be unable to grow.
An industry may not be able to generate economies of scale, because being larger brings
no cost advantages. In these cases, firms do not get larger, and consolidation never takes
place. Indeed,  there may be diseconomies of scale; costs go up (on a per-unit basis) as
firms grow. High transportation and  inventory costs may keep firms small and geo-
graphically limited.54

The effect of firm size on buyers and sellers also can keep an industry fragmented. If
neither buyers nor sellers see advantages in dealing with larger firms, they will avoid
such firms and negotiate with smaller, less powerful firms. Sometimes market niches are
too small to support larger firms because market needs are so diverse. Any or all of these
conditions can keep an industry from the path described in Figure 4.1 and hence keep
the firms in the industry  small and relatively powerless.
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Most of what we understand to be the small business sector of the economy is actu-
ally the set of fragmented industries and the ventures within it. Businesses in fragment-
ed industries can be profitable, and they can grow to be relatively large. But by defini-
tion, if they are large enough to have a market share that can influence conditions, the
industry  is no longer fragmented.

Overcoming Fragmentation. New ventures in fragmented industries sometimes have
the potential to introduce strategic, technological, or managerial innovations that may
help the industry overcome fragmentation. If the new venture enters with technologies
that introduce economies of scale, the venture will grow larger. For example, the brew-
ery industry used to be fragmented, with thousands of local brewers. The technological
breakthrough that  overcame this fragmentation was the refrigerated freight car, which
enabled brewers to ship their beer long distances without danger of it spoiling.

Fragmentation may also be overcome by strategies that reconstruct the  way firms
operate. The sneaker used to be a fragmented product in the sporting goods industry.
With few exceptions,  it was sold as commodity footwear for kids (Keds, Converse).
When it was reconstructed as an “athletic shoe,” developed technologically, and promot-
ed as a personal fashion statement, the result was a highly profitable industry dominat-
ed by a few very large firms (Nike, Reebok, Adidas).

Another method of reconstructing an industry is to separate the assets responsible for
fragmentation from other assets. This is known as unbundling. Two classic examples of
unbundling are campgrounds and fast food.55 These industries are characterized by thou-
sands of small owners. Both require tight local control and  supervision and  must be
located near their customers, but significant economies of scale in purchasing and mar-
keting  were achieved through franchising. Local control was maintained by the fran-
chisee, and purchasing and marketing economies  were obtained by the franchisor. The
initial beneficiaries of these economies were McDonald’s and KOA.

Investors, and especially venture capitalists, are  increasingly targeting fragmented
industries as neglected but high-potential opportunities. Why? Because a firm that over-
comes fragmentation can become the industry  leader, achieve enormous size and prof-
itability, and provide rates of return in the thousands of percent range. The Chicago firm
of Golder, Thoma & Cressy is often credited with originating this investment strategy.
So far, it has applied its strategy  to the nursing home, answering service, and bottled
water  businesses. Other industries ripe for consolidation are small-niche food proces-
sors, small-town newspapers, security alarm  companies, and (the ultimate local busi-
ness) funeral homes.

The strategy is not easy to execute. First, the investor identifies and acquires a com-
pany in a fragmented industry, one with no market leader. Then a new management
team is recruited to run the business. Together the investors and new managers identi-
fy and negotiate to buy a few additional companies in the target industry. The hardest
part is next: consolidating all the companies under a common name and set of operat-
ing practices. If this strategy works, the payoffs are huge.56

Coping with Fragmentation. Quite often the new entrant lacks the resources, means,
or imagination to overcome fragmentation. Excellent money can still be made, however,
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from high-quality implementation, and the firm that learns to cope with fragmentation
can thrive. A solid and profitable small business can be built on the following founda-
tions:

• Regimented professional management. The introduction of managerial techniques and
professionalism into small-business  operations can keep the firm profitable even
under strong price pressure.

• Formula facilities or franchising. High degrees of standardization and efficient, low-
cost operations provide protection against eroding margins.

• Specialized niches. A business that is highly specialized by product type, customer
type, order type, or geographic area can achieve minor  economies of scale and add
high value for buyers.

Warning! A firm can be so specialized that it may not have enough customers to be
viable. Do not plan to open a pen repair shop, a shoelace boutique, or a restaurant based
on  the  concept of toast (although one based on  breakfast cereal has apparently been
founded).

CRAFTING AND EVALUATING STRATEGY

Amar Bhide, in his important article on how entrepreneurs craft strategy, noted that the
most important elements for entrepreneurial success seem to be speed in seizing oppor-
tunities and eliminating unpromising ideas, a concentration on important issues, and the
use of realistic and spontaneous actions that include changing course if necessary.57 His
recommendations are:

• Screen out losers quickly. In the crafting of strategy, entrepreneurs frequently must
be very fast and agile because speed to market or to access resources can confer an
advantage. This means the entrepreneur has little time for long, drawn-out data
collection  and analysis. Therefore, entrepreneurs must use a few basic rules that
have worked well for them as individuals in the past.    These rules enable them to
be decisive.

• Focus on a few key issues. These issues will vary depending on the entrepreneur
and the opportunity. If the opportunity is in retail, location  will be a “go/no go”
issue. If the opportunity is the manufacture of a new pharmaceutical, regulatory
approval and licensing will be the key. The issues the entrepreneur should consid-
er will all depend on the situation.

• Do not wait until all of the analysis is complete, and all the answers to the questions
are known before getting started. The entrepreneur has to integrate action and
analysis. In fact, it is not uncommon for entrepreneurs to do their market research
by simply trying  to find customers. If customers are found, these particular cus-
tomers should be captured first. The information gathered in the action-research
stage will be used as data to revise and reconfigure  the opportunity. The data may
indicate that some or all of the opportunity is not what it appeared to be in the early
screening stage. If no customers  are found, the entrepreneur should be prepared to
change course.
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Entrepreneurs who wish to take a more systematic and deliberate approach can break
the process up into more discrete parts. Opportunity assessment has five different stages
(see Figure 4.3). Each  stage focuses on analysis and the actions that must be taken.
Analysis rests on the entrepreneur’s understanding of the nature of the business that he
or she wishes to create. Traditionally, entrepreneurs must ask the question, What is my
business? They then attempt to answer the question in terms of a target customer and
the target’s buying needs, tastes, and preferences. In a world with volatile markets and
changing  tastes and preferences, keeping up is a dicey proposition. So, in opportunity
assessment, entrepreneurs should initially assess their core, stable set of internal capabil-
ities rather than volatile external resources.

Stage 1: Identification
The first stage requires entrepreneurs to identify and classify the resources they current-
ly have and can control in their initial efforts to create a new venture. Identification and
classification should be structured using the six categories previously described: finan-
cial, physical, human, technological, reputational, and organizational assets. A resource
is currently controlled if the entrepreneur and the top-management team have immedi-
ate and unimpeded access to  it, legally and  physically. An asset is controllable to the
extent that it may be obtained  sometime in the future. For a rigorous  analysis, a proba-
bility distribution can be conducted that indicates the likelihood of obtaining the
resource. If it is extremely high or low, this probability can be factored into the next part
of the stage 1 assessment.

The second part of stage 1 entails determining the relative strengths and weaknesses
of the resource bundle and configuration. The entrepreneur should then examine how
to use these resources and explore what business opportunities exist to make the most
of them. What criteria should the entrepreneur use for this evaluation? The four attrib-
ute criteria: Is the resource under investigation rare, valuable, hard to copy, and nonsub-
stitutable?

The entrepreneur also needs to ask, to what degree. To the extent that the entrepre-
neur can answer yes to the first question and quite a bit to the second, he or she has the
basis for competitive advantage.

Stage 2: Capabilities
A firm’s capabilities are the skills, knowledge, and abilities needed to manage and con-
figure resources.58 The second stage, then, is similar to the first, except the analysis focus-
es on capabilities instead of resources. Few resources, as pure inputs, can form the basis
for a successful business. Usually these resources  must be used in some  way—a way
defined by the capabilities of the entrepreneur and those of his or her team.59 Capability
makes the resources productive.  The firm should have efficient capabilities to coordinate
resources  and foster cooperation. The hardest part of this analysis is maintaining ob-
jectivity. Entrepreneurs are tempted to overestimate their abilities and skills, or dwell on
past accomplishments from which they may not be able to generalize.

• There is no one-to-one relationship between resources and capabilities. Each firm can cre-
ate its own relationship to manage its resources. Most important, though, this relation-
ship should result in smooth coordination and cooperation among the team members
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who perform the firm’s routines. The routines themselves become intangible resources
that may have the four attributes.

• New firms have advantages over incumbents when developing routines and capabilities in
industries undergoing great changes. Older firms will have trouble changing routines to
adapt to the environment; new  firms can invent routines to fit the new realities. Of
course, once the new venture has become established and its routines have been perfect-
ed, it is just as open to assault from an even newer challenger, which highlights the trade-
off between efficiency and flexibility.

• Some  routines are widely distributed; others reside in the skills and abilities of
one person. For example, Walt Disney World is a complex amalgam of entertainment, art,
technology, traffic control,  and highly motivated employees. In contrast, the junk bond
underwriting at Drexel, Burnham, and Lambert in the 1980s was almost solely a func-
tion of Michael Milken’s abilities.

Stage 3: Competitive Advantage
Stage 3 focuses on competitive advantage. Here we try to determine whether the com-
petitive advantages(s) identified in stages 1 and 2 may be sustained and if the profits and
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rents can be protected. Sustainable competitive advantage depends on the firm’s ability
to move first and create  isolating mechanisms. First-mover advantages and isolating
mechanisms prevent other firms  from copying and crowding the firm’s profit. The
entrepreneur should ask: Do isolating mechanisms exist for the firm? Which ones should
be used to protect our resource advantages?

Any rent that the firm can collect may be eroded. Physical resources may be deplet-
ed, depreciated, or replicated,  or become obsolete. The probability of appropriation is
high, too. The environment will seek to get a share of the rents through taxation (gov-
ernment), increased wage demands (employees), rising input costs (suppliers), or litiga-
tion (competitors and lawyers). The new venture’s founders and leaders must be sensi-
tive and alert to these  pressures. It may serve the new  venture well to create hybrid
strategies that combine elements of each type of rent and use more than one kind of iso-
lating mechanism.

Stage 4: Strategy
The next stage translates the assessment of competitive advantage into strategy. The firm
requires two related strategies: one to protect and manage its resources, the  other a
product and market strategy. The first strategy  has already been discussed in terms of
isolating mechanisms and  first-mover advantages. The second set of strategies entails
dealing with the macroenvironment and the competitive environment described in
Chapter 3.

Stage 5: Feedback
In stage 5, the entrepreneur should focus on feedback, that is, evaluating and reassess-
ing the continuous process of new venture  creation. Through the first four stages, re-
source  gaps may have appeared and requirements for resources that are neither con-
trolled nor controllable may become apparent. Recycling through the process after hav-
ing identified the gaps is recommended. Gap-reducing and gap-eliminating strategies
can be the focus of the next round. Also, resource bases are inevitably  depleted and
depreciated. In the next cycle, the entrepreneur must account for these  erosions and
make plans for investments to maintain resources and replenish stocks and assets.

As we have seen throughout this chapter, no one strategy is best for all new ventures.
Because choice is crucial and many paths can lead to success, we need a way to evaluate
the strategy after it is chosen but before it is implemented. If we can do this, we can
weigh various alternatives against one another and make a better choice without having
to incur the consequences of choosing poorly. The following four criteria may be used
to evaluate proposals.60 Each can be viewed as a test; if the strategy passes the tests, it is
superior  to strategies that fail the tests.

• Goal consistency test. Does the strategy help the firm to accomplish its goals?
Are the strategy’s outcomes predicted to be consistent with those of previous strate-
gies and decisions? Will the strategy enable the firm to maintain its posture?

• Frame test. Is the firm working on the right issues? Does the strategy address
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resource issues and alignment with the environment? Does the strategy meet
the requirements of the industry stage and help acquire and control resources
possessing the four attributes of sustainable competitive advantage?

• Competence test. Does the firm have the ability to carry out the strategy? Can
the strategy be broken down into problems that have solutions? Are these solutions
that the firm can work out?

• Workability test. Will it work? Is it legal and ethical? Will it produce the de-
sired end? Will the organization be willing to marshal its resources to carry
out the strategy?

SUMMARY

In this chapter, we reviewed a combination of theory and practice from both the strate-
gic management and the entrepreneurship literature.  Every new venture requires a con-
sistent and workable business model. The business model tells the story of the business,
explaining how the business views its products, markets, and technologies. The model
also demonstrates how the business intends to make money and how this method is sus-
tainable in the long run.

Entry  wedges and momentum factors are the initial entrepreneurial strategies. The
major wedges  are innovation, parallel types of competition, and franchising. Various
forms of sponsorship compose the momentum factors. Resource-based strategies are
geared toward rent-seeking behavior. The most prevalent of the five rent-seeking behav-
iors is the entrepreneurial strategy. The resource-based model also accounts for the rate
and direction  of a venture’s growth strategies. Firms grow in the direction  of underuti-
lized resources and toward areas where they have distinctive competencies.

We discussed quality as a strategy  in the section on the resource-based framework.
The choice of a total quality management strategy does not represent a sustainable com-
petitive advantage  for the firm. However, the implementation of such a program can
provide advantages, because successful implementation requires superior market knowl-
edge, complex service behavior from  employees, and highly developed organizational
systems. The best candidates for a successful TQM strategy are firms that already pos-
sess these resources.

We then looked at how industry conditions affect entry and strategy for a new ven-
ture. Five industry types were  discussed: emerging industries, transitional industries,
maturing industries, declining industries, and fragmented  industries. Although new ven-
tures can be successful in any of these environments, the emerging and fragmented envi-
ronments provide the easiest entry and are the most typical entrepreneurial choices.

We  concluded with a brief  overview of the strategy development and evaluation
process. Specifically, we identified four criteria for testing the appropriateness of a strat-
egy before embarking on the market test itself. A strategy is appropriate if it is consis-
tent with the goals of the organization, addresses the right issues, can be executed com-
petently,  and is workable both  legally and ethically.
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