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Abstract

Drawing upon the resource-based view (RBV) of the firm and Porter’s five forces, this study examines CEOs’ perceptions of the
drivers of competitive advantage in Finnish and Norwegian small- and medium-sized (SME) sawmills. Using qualitative data from
CEO interviews and secondary data sources, the results show differences in relevant resources among SME sawmills. In some cases,
high-quality raw material is a driver of above-average industry performance, while certain organizational resources, together with
correct positioning within an industry, are a way to compensate for a lack of other sources of competitive advantage. Resources such
as advanced production technology or a flat organizational structure are essential to diluting the weaknesses of the case companies.
Our cases also clarify the important role of intangible resources (e.g., personnel being willing to change).
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Introduction

The competitive landscape of the sawmill industry is chang-
ing rapidly. Increasing global competition, accelerating techno-
logical change, substitutes, and expanding customer expectations
are creating a turbulent environment for small- and medium-sized
(SME) sawmills. Managers are thus forced to look for new
sources of competitive advantage and formulate business strate-
gies that utilize their core advantages.

Management strategists and industrial economists have long
been interested in the determinants of firm performance
(McGahan 1999). There are two dominant but conflicting per-
spectives on this issue: the industrial organization perspective
(e.g., Porter 1980, 1991) and the resource-based perspective (e.g.,
Barney 1991, Wernerfelt 1984). As a consequence, a large num-
ber of empirical studies have focused on the details of perform-
ance drivers, including in the context of the forest industry (Bonsi
et al. 2008, Bull and Ferguson 2006, Korhonen and Niemela
2004, Lahtinen 2007, 2009, Stendahl et al. 2007, Tokarczyk and
Hansen 2006).

The aim of this paper is to evaluate resources and capabilities
in the sawmill industry and to connect such metrics with external
factors. Does the CEO’s focus on internal or external factors ex-
plain differences in performance? How are CEOs in wood-
industry companies reacting to changes in the industry? Do firms
with different resources react differently to environmental
change?

In this article, we combine two major perspectives: the in-
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dustrial organization (I0) and resource-based view (RBV) of
the firm. By 10, we mean Porter’s framework of competitive
strategy (Porter 1980). With his five forces, Porter adopts an
outside-in perspective regarding market structure and its effect
on the firm. Porter (1980) argues that competitive advantage
is related to a firm’s ability to implement broad generic strate-
gies within an industry. The RBV of the firm was introduced
by Penrose (1959). In contrast to 10, this perspective views
the issues of strategy, resources, and competitive advantage
from a different angle. The RBV is an inside-out perspective
that ties competitive advantage to economic performance
(Barney 1986, 1991, Cooner 1991, Dierickx and Cool 1989,
Peteraf 1993, Wernerfelt 1984). A firm has competitive ad-
vantage if its economic performance is above the industry
average (Peteraf 1993).

The appropriate use of these two perspectives has been
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frequently discussed (e.g., Barney 2001, Priem and Butler 2001a,
2001b). Is the RBV a useful perspective for strategic manage-
ment research, or is the outside-in perspective preferable? In this
article, we have chosen to combine the two. In 1959, Penrose
argued that both internal and external factors are important and
that a dynamic time-specific component also exists. Wernerfelt
(1984) points out that Porter’s framework and the RBV constitute
two sides of the same coin. The question of whether performance
is driven by firm- or industry-specific factors has been crucial to
the field of strategy. Grant (1991) and Spanos and Lioukas (2003)
argue that both are important. In the case of the sawmill industry,
economic cycles have strongly influenced the economic perform-
ance of the whole industry, which indicates the importance of
industry-level factors. However, within the industry, some firms
have been able to consistently record higher profits. To under-
stand firms holistically, we need an analysis of both external fac-
tors (Porter’s five forces) and internal factors (RBV).

This article begins with a theoretical discussion of the em-
pirical drivers of performance, IO (Porter’s five forces), and the
RBV and how they can be complementary. This perspective is
also the framework for the present study. The second part of our
article explains the choice of method and provides an overview of
the material used. Next, quotations and results from interviews
are separated into internal and external factors. Finally, results are
discussed and conclusions are provided.

Theoretical Background and Frame-
work

Industry-level factors — Porter’s five forces

Industrial organization economics is one of the most popular
frameworks for evaluating environmental factors that may impact
a firm’s performance (Hoskisson et al. 1999). The main justifica-
tion for using industrial organization economics is that industry
structure is the most important factor influencing firm profitabil-
ity (Kay 1991, Porter 1981). In competitive strategy (Porter
1980), the central analytical framework focuses on the five forces
that drive industry competition: 1) the threat of new entrants, 2)
the bargaining power of buyers, 3) the bargaining power of sup-
pliers, 4) the threat of substitute products or services, and 5) ri-
valry among existing firms.

Michael Porter’s five-forces framework uses an outside-in
perspective. A firm’s ability to gain competitive advantage de-
pends on how well it positions and differentiates itself in an in-
dustry (Porter 1979). This industry structure framework can be
applied at the industry level by groups of firms with similar
strategies (strategic group) or even at the level of the individual
firm (Porter 1991). Industry structure is influenced partly by
firms and partly by exogenous factors. Successful firms will oc-
cupy an attractive position within the industry. According to Por-
ter (1991), an attractive position arises from competitive advan-
tage, which can be divided into two basic types: 1) lower costs
than its rivals and 2) the firm’s ability to differentiate products
and/or services so that it can charge a premium that exceeds the
extra costs of differentiating. Firms that occupy a similar position
within an industry form a strategic group (Porter 1980).
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Resource-based view — a framework for
firm-level analysis

The resource-based view examines the resources and ca-
pabilities that allow firms to achieve a sustainable competitive
advantage (Amit and Schoemaker 1993, Barney 1986,
Dierickx and Cool 1989, Mahoney and Pandian 1992, Oliver
1997, Wernerfelt 1984). The view can be traced from the
seminal work of Penrose (1959), who analyzes the firm as a
collection of productive resources. Since the publication of
Wernerfelt’s (1984) article on the RBV, it has become one of
the standard theories in the strategic management literature. It
tries to answer the following question: “Why do firms in the
same industry vary systematically in terms of competitive-
ness?” The RBV’s explanation for this is that the intra-
industry variation in competitiveness is based on each firm’s
unique bundle of resources and capabilities (Barney 1991,
Peteraf 1993, Wernerfelt 1984).

Various definitions and classifications of resources have
been proposed. Grant (1991) divides resources into homoge-
nous classes such as financial resources, physical resources,
human resources, technological resources, reputation, and
organizational resources. Zahra and Das (1993) and Collins
and Montgomery (1995) classify resources into tangible re-
sources, such as human, physical, and financial, and intangi-
ble resources, such as reputation, organization, and patents.

Hall (1992) emphasizes the role of intangible resources
such as assets and competencies and divides assets into legal
assets, such as contracts, patents and trademarks, and non-
legal assets, such as reputation and supplier networks. Other
relevant intangible resources are expertise (not only as related
to employees and managers but also the expertise of other
stakeholders) and organizational culture. Perhaps the most
frequently used classification of RBV divides concepts into
resources (technology, personnel, management, and geo-
graphical location) and capabilities. The latter category fo-
cuses on a firm’s ability to utilize existing resources available
in the market and to further develop those resources (e.g.,
Amit and Schoemaker 1993, Prahalad and Hamel 1989, 1994,
Teece et al. 1997).

The resource-based view of the firm does not consider all
firm resources. It focuses only on strategic resources, which
are sources of competitive advantage. One widely used test
was proposed by Barney (1991, 2001): to be a source of sus-
tained competitive advantage, resources and capabilities must
be: 1) Valuable. A valuable resource enables a firm to im-
prove its market position relative to competitors; 2) Rare. To
be of value in sustaining competitive advantage, resources
must be in short supply relative to demand; 3) Isolated from
imitation or substitution; and 4) Immobile and costly to imi-
tate or to replicate.

The RBV is an inside-out perspective whereby firm re-
sources are sources of competitive advantage. A firm’s re-
sources include all the assets, capabilities, processes, etc. that
are controlled by the firm. Financial resources include inter-
nal capital and debt-capital sources. Physical resources in-
clude a firm’s equipment and plant, its geographic location,
and its access to raw materials. Human resources and capa-
bilities include the experience, training, relationships, insight,
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judgment, etc. of individual employees and managers in a firm.
Organizational resources and capabilities include a firm’s ad-
ministrative framework (management, planning and control sys-
tems), a firm’s reputation, and its working atmosphere.

The definitions of resources and capabilities are typically all-
inclusive and not always ideal for discriminating between re-
sources or capabilities that are manipulated by management and
those that are not (Priem and Butler 2001a). Priem and Butler
(2001b) describe the processes by which valuable resources are
built and generate competitive advantage as taking place inside a
“black box.” As Johnson et al. (2003) state, “the value of a re-
source depends not on its existence but on its utilization.” In the
case of SMEs, RBV is problematic because SMEs often lack the
resources and capabilities to develop their own markets
(Nooteboom 1993). In addition, in many cases, their small size
makes it difficult for them to reap the benefits that would arise
from economies of scale, scope, and the experience curve
(Nooteboom 1993).

Framework for the present study — indus-
trial organization economics and RBV as two
complementary perspectives

Competitive advantages lead to profits that exceed the indus-
try average. For more than 50 years, there has been debate be-
tween researchers in industrial organization economics and the
field of strategic management about the source of profits. The
debate continues even today (Roquebert et al. 1996). In the late
1930s, Ed Mason argued that there was a rather deterministic
association between market structure and profitability (Roquebert
et al. 1996). However, at the same time, researchers such as
Nourse and Drury (1938) claimed that management largely deter-
mined firm advantages and firms were not simply at the mercy of
industry factors (Roquebert et al. 1996).

New Entrants

L83

In the field of business strategy, it has also been recog-
nized that the industrial organization economics and RBV
perspectives complement each other in explaining firm per-
formance (Amit and Schoemaker 1993, McKiernan 1997,
Peteraf 1993, Spanos and Lioukas 2001). Eriksen and Knud-
sen (2003) point to the possibility of integrating internal and
external perspectives of competitive strategy. They also em-
phasize that industry context and firm strategies are not inde-
pendent constructs. In fact, Penrose (1959) notes that an envi-
ronmental change within an industry “may change the signifi-
cance of resources to the firm.” In other words, Penrose
(1959) suggests that both internal and external factors are im-
portant for management and that there is a dynamic, time-
specific component. Wernerfelt (1984) agrees that Michael
Porter’s framework and the RBV constitute two different as-
pects of the same matter. These two drivers of firm perform-
ance can be applied in the same analysis because both views
have the same unit of analysis and explain the same phenome-
non: intra-industry differences in profitability.

As stated previously, the strategic management literature
offers two ways to identify sources of competitive advantage:
the outside-in perspective and the inside-out perspective. In
our synthesis, we combine an internal firm analysis and an
external industry analysis (Figure 1).

Data and Methods

Barney (2002) emphasizes four characteristic dimensions
of any resource or capability as a source of competitive ad-
vantage: It has to be valuable, rare, costly to imitate, and ex-
ploited by the firm (VRIO framework). Rarity, which is one
factor in Barney’s (e.g., 1995) VRIO framework, also sup-
ports the methodological choice made in this study. We can
assume that resources and capabilities behind competitive
advantages are firm-specific and that the identification of
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these resources would be difficult if we were to use a quantitative
methodology. Accordingly, we have chosen a qualitative ap-
proach because the primary objective is to obtain a holistic, in-
depth view of resources and capabilities as a source of competi-
tive advantage and to increase our understanding of links between
industry-level factors. According to Eisenhardt (1989), case study
research is appropriate for exploratory research with a focus on:
1) documenting a phenomenon within its real-life context, 2) ex-
ploring the boundaries of a phenomenon and 3) integrating data
from multiple sources. Qualitative methods are traditionally used
for gaining an overview of a topic or phenomenon of interest.

The research process started with a discussion with academic
and industry experts and the identification of suitable case firms
from the sawmill industry. It became evident that a qualitative
methodology was most appropriate to capture the diversity of
operating environments and firm-specific resources and capabili-
ties, and thus would provide more insight than quantitative meth-
ods.

To increase reliability, we designed a semi-structured inter-
view protocol. We left a considerable amount of flexibility for
follow-up and exploring manager insights. Questions in the inter-
view included the following:

1.  Which core resources and/or capabilities (core compe-
tencies) have contributed to the above-average perform-
ance of your firm?

2. How have these resources been helpful in responding to
opportunities and threats in the operating environment?

3. Have decisions concerning strategy been a reaction to
changes in the operating environment and positioning
within the industry, or have they been a consequence of
utilizing and developing the resources and capabilities of
your firm? Have they been both?

4. To be a source of sustainable competitive advantage,

resources and capabilities should be the following: valuable

(importance of right strategy), rare, inimitable, and lacking

substitutes. Are these the kinds of resources or capabilities

that are characteristic of your firm?

Sample

We used a multiple-case design that included eight cases —
four in Norway and four in Finland. An intensity sampling strat-
egy was used to select the cases. An intensity sample consists of
information-rich cases that intensely manifest the phenomenon of
interest (Patton 1990). Several criteria were used to select cases.
We invited eight experts, including managers from the wood in-
dustry and researchers, to identify high-performing small- or me-
dium-sized sawmills that are well known within the industry. To
validate the responses provided by the experts, we obtained sec-
ondary information about the chosen firms, including newspaper
articles, annual reports, and financial statements.

Data Collection

In the first phase of the study, we contacted the CEOs of
well-known, high-performing firms within the sawmill industry
and invited them to participate in an interview. One Finnish CEO
refused because they would not give away information about
their competitive advantages. Interviews were conducted with the
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CEOs at their offices.

Individual case studies were undertaken at eight Norwe-
gian and Finnish SME sawmill firms (Table 1). The method
of interviewing CEOs was considered ideal for the collection
of primary data because it did not require us to determine in
advance the questions that would be discussed. Informal con-
versation with other managers, publicly available published
CEO interviews, newspaper articles about our chosen firms,
annual reports, financial statements, and archival documents
were used as secondary data (Table 1 — see next page).

The interviews lasted between 45 and 90 minutes, and all
audio was recorded. The resource-based (inside-out) view of
the firm and Porter’s (1980) five forces (outside-in) model
framed and guided our interview protocol. The value-chain
concept was used as a model for various firm activities. The
interview protocol did not dictate which resources, capabili-
ties, or external factors would be discussed. Priority was al-
ways given to topics raised by the interviewee. If necessary,
researchers raised firm-specific issues based on secondary
data to clarify different aspects of the framework.

Analysis

One challenge of case studies can be the large amounts of
highly variable data (Yin 1994). In the present study, our
qualitative-analysis protocol utilizes both within-case analyses
and cross-comparisons between cases (Miles and Huberman
1994, Yin 1994). The use of firm memos, tables, and categori-
cal schema based on the study model helped us to manage the
data and generate insights. Iterative rotations between inter-
view data, secondary data, study frameworks, and the re-
searcher’s knowledge of the prior literature (cited earlier in
this paper) were employed in our analyses. These types of
techniques and procedures allow for the gradual refinement of
conclusions and are commonly believed to be necessary for
case-study research (Glaser and Strauss 1967, Yin 1994)

The aim of the theory-based interview protocol was to
provide a ‘roadmap’ for an interview, not to dictate what the
most relevant themes are — i.e., sources of competitive advan-
tage — for each firm. In all interviews, CEOs were encouraged
to express their own views. The interview transcripts were
categorized into sub-themes, which are shown in Table 2 (see
page 4). The sub-themes were described in our interview pro-
tocol, which was given to the CEOs at the beginning of each
interview. As a final step, we created a complete record of
each of the sub-themes, some of which were new and unan-
ticipated.

The transcripts were sent to each of the respondents for
comment. Issues related to firm competitiveness are often
sensitive. Interviewed CEOs were offered an opportunity to
review quotations used in this study and were given the option
to redact any sensitive data that might have influenced them-
selves or their firms negatively. This is also a mechanism for
increasing reliability (Miles and Huberman 1994). Certain
firm-specific issues related to marketing strategy and negotia-
tion strategies with buyers were redacted at the request of in-
terviewees.

Phone calls and e-mail were used to generate feedback
following our preliminary analyses. This feedback was used
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Table 1. — Introduction of selected cases and overview of collected primary and secondary data.

Case Description of sawmill Type of data collected
Case | e  Small sawmill in area of high log prices - Semi-structured interview with CEO
e Operations cover whole value chain despite the - Financial statements and balance sheets (past five
small size years); analysis of financial statements (EBITDA
e Annual turnover (million €): 5 margin, equity ratio, gross profit/loss ratio)
e Total assets (million €): 3.7 - Newspaper and business journal clippings
e  Main product: sawn lumber — spruce
Case II e  Declining raw material supply - Semi-structured interview with CEO
e Intensive investment program - Financial statements and balance sheets (past five
e Annual turnover (million €): 45 years); analysis of financial statements (EBITDA
e Total assets (million €): 30 margin, equity ratio, gross profit/loss ratio)
e  Main product: sawn lumber — pine and spruce Newspaper and business journal clippings
(pine dominates)
Case I e Located in the “middle of pulp and paper cluster” | - Semi-structured interview with CEO
e Outsourced log procurement - Financial statements and balance sheets (past five
e Annual turnover (million €): 5 years); analysis of financial statements (EBITDA
e Total assets (million € ): 2.3 margin, equity ratio, gross profit/loss ratio)
e  Main product: sawn lumber — spruce and pine - Newspaper and business journal clippings
(spruce dominates)
Case IV e  Modest investments - Semi-structured interview with CEO
e  Networked (joint ventures) - Financial statements and balance sheets (past five
e  High-quality raw material years); analysis of financial statements (EBITDA
e Annual turnover (million €): 20 margin, equity ratio, gross profit/loss ratio)
e  Total assets (million €): 8 - Newspaper and business journal clippings
e  Main product: sawn lumber — spruce
Case V e  Export-oriented - Semi-structured interview with CEO and conversa-
e  Surrounded by large-scale competitors tion with production manager and marketing man-
e  Annual turnover (million €): 14 ager.
e  Total assets (million €): 8 - Financial statements and balance sheets (past five
e Main product: sawn lumber — spruce years); analysis of financial statements (EBITDA
margin, equity ratio, gross profit/loss ratio)
- Newspaper, research rapport, presentations given by
CEO and business journal clippings
Case VI e  Sawmill with heavy investments - Semi-structured interview with CEO and conversa-
e Annual turnover (million €): 12 tion with production manager
e Total assets (million €): 8 - Financial statements and balance sheets (past five
e Main product: sawn lumber— spruce years); analysis of financial statements (EBITDA
margin, equity ratio, gross profit/loss ratio).
- Newspaper, research rapport, homepage and busi-
ness journal clippings
Case VII e New Greenfield investments (*) - Semi-structured interview with CEO
e Good logistical location - Financial statements and balance sheets (past five
e Annual turnover (million €): 11 years); analysis of financial statements (EBITDA
e  Total assets (million €): 8 margin, equity ratio, gross profit/loss ratio)
e Main product: sawn lumber — spruce - Newspaper, homepage, and business journal clip-
pings
Case VIII e  Well-known overperformer of the industry - Semi-structured interview with CEO
e Small-scale consolidator and conversation with production manager
e Annual turnover (million €): 16 - Financial statements and balance sheets (past five
e Total assets (million €): 7 years); analysis of financial statements (Earnings
e Main product: sawn lumber — spruce and pine before interest, taxes, depreciation and amortization,

(pine dominates)

equity ratio, gross profit/loss ratio)
- Newspaper, homepage, and business journal clip-

pings

(*) Greenfield investment: investments into new facilities in new place without past manufacturing tradition of specific industry.




Theme 1: External factors — opportunities and threats from the operating environment

1.1 Threat of new entrants

1.2 The bargaining power of buyers and suppliers
1.3 The threat of substitute products

1.4 Competition between existing firms

Theme 2: Internal factors — resources and capabilities

2.1 Physical resources

2.2 Human resources and capabilities Table 2. —
Themes from

2.3 Organizational resources and capabilities the interviews.

2.4 Financial resources

to provide additional insights and deepen our analyses. Discus-
sions with a qualitative-research specialist and a finance-sector
specialist helped to ensure the objectivity of the analyses. The
Finnish interviews and two of the Norwegian interviews were
conducted in Finnish and Norwegian, respectively. Two of the
Norwegian interviews were conducted in English. To ensure opti-
mal translations, all transcripts were carefully reviewed by re-
searchers with Norwegian and Finnish as a first language and by
a researcher with English as a first language.

Results

The results are presented in two main sections. The first sec-
tion looks at external factors affecting competitive advantage. It
focuses on opportunities and threats within the operating environ-
ment. The second section looks at internal factor effects on com-
petitive advantage and focuses on resources and capabilities.

External factors — opportunities and
threats within the operating

environment

Nordic sawmills have faced competition from lower-cost
commodity producers like Russia, the Baltic countries, and other
countries in Central and Eastern Europe during the past decade
(Spelter et al. 2004). Many investments that have boosted produc-
tion in those countries have been made by companies from EU
countries and even from more distant geographies, e.g., North
America (Spelter et al. 2004). To address this challenge, Nordic
sawmills have been forced to adopt value-added and niche strate-
gies, increasing their investments to boost productivity and
thereby achieve economies of scale, and to aggressively seek new
market opportunities (Virtanen 2005). Naturally, currency ex-
change rates have shaped the import and export patterns of sawn
softwood products (e.g., Spelter et al. 2004). A typical comment
from CEOs was:

“These external factors [the threat of new entrants,
the bargaining power of buyers, the bargaining power of
suppliers, the threat of substitute products or services, and
rivalry among existing firms] place us in a tough competi-
tive situation. We have to try to survive while [our com-
petitors] try to push us out of business.” (Case I)
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In this section, according to the identified sub-themes, we
divide external factors into four groups: 1) the threat of new
entrants, 2) the bargaining power of buyers and suppliers, 3)
the threat of substitute products and 4) competition among
existing firms.

Threat of new entrants

The threat of new entrants derives mainly from lower-
cost countries, e.g., in Eastern Europe. Many transitional na-
tions entered Western European markets during the 1990s.
Today, domestic forest resources, e.g., in the Baltic States, are
fully utilized and many input prices, including raw materials,
are approaching the rates of the Nordic countries. New EU
member states, some of which have substantial forest re-
sources, have received significant greenfield investments.
Also, the immediate advantages of EU membership have
tended to improve their competitiveness via: 1) savings in
transport time due to border deregulation; 2) the facilitation of
value-added tax procedures; 3) the removal of possible anti-
dumping duties; 4) access to EU structural development funds
for industrial development; 5) consistent quality and trade
regulations and 6) increased market information (Spelter
2004). One CEO analyzed the threat from new entrants as
follows:

“But the largest threat is from these new EU mem-
ber states, not because they have joined the EU but
because they are receiving subsidies to build up their
sawmills.” (Case 1)

Other CEOs emphasized how the utilization rate in some
new EU member states is now approaching levels that dis-
courage any further production expansion. Despite this fact,
subsidies are supporting investments in the latest technology;
consequently, their competitiveness may outpace that of states
from the “old” EU.

The sawmill industry has been seen as a valuable industry
for rural development policy programs because it is relatively
labor-intensive and mainly uses inputs from rural areas
(Indufor 2002). On the other hand, public subsidies have led
to unfair competition. According to Indufor (2002), subsi-
dized mills are achieving cost advantages of 10 to 17 percent,
which can encourage aggressive pricing. One CEO said:
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“These subsidies have been heavily criticized [...] it is
[because of them] that competition has intensified.” (Case

1)

The bargaining power of buyers and suppliers

The bargaining power of buyers influences profits in the
sawmilling industry. High visual quality has been considered a
competitive advantage for Nordic producers. Although the furni-
ture industry has used relatively small volumes compared to the
total production of Nordic sawn lumber, decreasing margins in
the furniture industry together with the increasing bargaining
power of large retail furniture chains have led to price erosion.
One CEO discussed market change as follows:

“But then this ‘IKEA phenomenon’ arrived. Today
their products (wooden furniture from pine) are made from
raw material of the lowest possible quality and with the
cheapest available labor.” (Case II)

Production of medium-density fiberboard has been rising
during the past 10 years, with an average annual growth rate of
more than 15 percent in the EU/EFTA sub-region (Spelter et al.
2004). This increasing demand in many countries is primarily due
to the so-called “laminate flooring effect”: European laminate
flooring has become increasingly popular in recent years (Spelter
et al. 2004).

In Finland, three of the largest sawmills also operate a joint
venture pulp company. For independent sawmills, pulp produc-
tion is not viable because of overwhelming capital requirements.
The sawmilling industry uses a divergent production process.
When mills produce a single product, they will also derive side
products that can be hard to sell (undesirable sawn lumber dimen-
sions/quality grades and by-products). One such product is pulp
chips, but for independent sawmills, revenues from these chips
can be substantial.

These facts strengthen the bargaining positions of large inte-
grated companies, which in the Finnish case are also competitors
in the log and sawn lumber markets. When an independent saw-
mill has its own log purchasing organization, it is not only a ques-
tion of chips but also one of pulpwood, which is an unwanted raw
material for independent sawmills and must be sold to pulp com-
panies. When the number of buyers is limited, these pulp compa-
nies use their bargaining power. A Finnish CEO stated:

“Even though these negotiations can last for many
days, 1 have never managed to change the price
points.” (Case 1)

In Norway, the sawmilling and pulp industries are not inte-
grated. Norske Skog, the largest pulp producer, with four pulp
mills, dominates the chip market.

“It is a monopoly. They tell us the prices, and there is
no further discussion.” (Case V)

In a mature industry like sawmilling, where growth is low,
true product prices are declining and the main input prices often
fail to follow the sawn lumber price trends. This has led to low
profitability and a scarcity of investment, which in turn has re-
sulted in low productivity.
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SME sawmills must match their resources and capabili-
ties with the right business strategy consistent with the struc-
ture of their industry. As Porter (1980) states, strategy can be
viewed as a positioning within an industry in such a way that
the damaging forces are weakest. One of the Norwegian
CEOs (case company VII) emphasized the company’s strategy
of concentrating on the Norwegian market, where it had more
impact on prices and was able to increase profits due to the
high quality of local timber.

“Sweden is seven times larger than Norway, and
Finland is five times larger than Norway. The result is
that, in Europe, we cannot do anything to alter the
prices of end products or the quality require-
ments.” (Case VIII)

For one Finnish company, changes in the operating envi-
ronment have required a substantial investment program. En-
vironmental conservation programs have reduced harvesting
opportunities by 30 percent. One CEO explained the problems
as follows:

“First, it led to problems with raw material costs —
the shortage led to price increases, and consequently
competition in the sawn lumber markets increased. So
now [firms are reporting major losses].” (Case II)

The threat from substitute products

Nordic countries have a long history in the woodworking
industry. Because of the climate, trees grow slowly, and the
lumber quality is high. This has given Nordic lumber a good
reputation. In recent years, competitors of Nordic sawmills
have copied the Nordic brand:

“For example, in Germany this so-called Nordic
Holz is its own brand, and when our competitors, such
as those in Germany, source logs from Sweden, the
Baltic states, or Russia, they still sell under the same
brand. But, of course, they cannot sell their entire
product line under this brand.” (Case I)

Burrows and Sanness (1999) point out that concrete,
steel, etc. have historically been substitutes for solid wood as
a material. Even in downstream woodworking industries,
there are some engineered wood products (EWP) that can
easily be substituted for sawn lumber as a raw material. The
competitiveness of some EWP products is linked with the low
cost of raw materials, large-scale production technologies that
offer economies of scale, and the use of more advanced adhe-
sives (Pihlajaméki and Hytonen 2005).

“One of our customers has been talking about sub-
stitutes for the last five years. When I discussed this
with them, they said that if the price of sawn lumber
rises too far, substitutes will become an option. This
customer can use medium-density fiberboard on the
same machinery as spruce with only minor modifica-
tions. The price of medium-density fiberboard has de-
creased substantially [...] So solid wood still has its
advantages.” (Case 1)
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Competition among existing firms

Consolidation within the sawmill industry has led to a shift
toward fewer and larger competitors. Especially in Finland, these
are often integrated with the pulp and paper industry. The three
biggest producers are responsible for approximately 50 percent of
all sawn lumber in Finland (Virtanen 2005). All are directly
owned by or linked to the pulp and paper industry. Two Finnish
CEOs contrasted the pricing policies of integrated large-scale
sawmills with their own pricing policies:

“I have noticed in the sawn lumber markets that inte-
grated sawmills will lower their prices during springtime,
when the consumption of sawn lumber rises. The reason is
a mystery to me [...] And then last summer, they dropped
the prices for no reason. In principle, the demand was very
strong. I imagine they reduce their prices to grow market
share. Of course, from their perspective, they are under
significant pressure to sell their entire production run,
which amounts to millions of cubic meters [...] " (Case I)

This type of industrial evolution is strategically important
because it impacts the sources of competitive advantages for Nor-
dic sawmills. Each component of Porter’s five-force model has
changed during the past two decades. The changes have been
mainly at the industry level, but some changes have been firm
specific.

Internal factors — resources
and capabilities

In this section, we divide internal factors into four groups of
resources and capabilities: 1) physical, 2) human, 3) organiza-
tional, and 4) financial.

Physical resources

The woodworking industry is raw material-intensive. The
cost of raw materials is normally around 60-70 percent of total
costs, and the quality of the timber can determine the quality of
the end product. There is a global market for sawn timber, but
location is important for timber supply operations. High transpor-
tation costs and the strong relationship between forest owners’
associations and local sawmills result in sawmills mainly accept-
ing timber harvested from the local area. As one Norwegian CEO
(Case VIII) stated, the high quality of the local timber was one of
the company’s largest competitive advantages.

Transportation cost is the main factor that confers upon local
sawmills a competitive advantage in terms of acquiring local tim-
ber. The location and quality of local timber are therefore impor-
tant for strategic decisions made by SME sawmills, and this also
affects how they react to environmental change. One CEO said:

“We are situated in an area with a high density of
whitewood. It is very strong, [...] but the glulam business
has not increased, it has decreased. Accordingly, we had
to find other customer groups who needed high-density
wood. We are now serving the roof truss business [...] We
have tried to use high-strength timber, that has been a key
part of our strategy [...] We are now a pure whitewood
sawmill. It was the right decision to concentrate in the
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whitewood industry.” (Case VI)

In one case, geographical location has also influenced in-
and out-bound logistics and even the maintenance of sawmill
machines. Geographical location supports strategic decisions.

“Our location is great. We are near the Russian
border. These days that is favorable. We can import
logs more easily than sawmills located in the western
part of the country. We are close to the Helsinki region,
and today, half of our production gets sold to Helsinki;
large construction-material chains are important cus-
tomers [...] One interesting thing related to this loca-
tion is that we have many spare-parts companies that
are very close by -- one very important firm is just 100
meters from our facility. If equipment malfunctions at
the mill, we can get replacement parts immedi-
ately.” (Case III)

Focusing on just one species is a common theme among
our case companies. Indeed, only two produce both pine and
spruce products. However, this kind of decision is often
linked to multiple resources, such as geographical location
and external factors like competition for raw material. One
CEO said:

“[...] we decided to concentrate on small-diameter
logs with a maximum diameter of 23 centimeters. We
made a decision to concentrate only on spruce, so now
we have a very simple system: only small-diameter
spruce.” (Case IV).

Most Norwegian and Finnish sawmills and seven out of
the eight companies we interviewed have operated at the same
site for a long time. They have incorporated new technologies
over time, but production has been constrained because of
their sites and facilities. One company was forced to move
because of an external factor. This allowed them to create a
completely new manufacturing facility with an optimized lay-
out.

“We already had the machines, and we just moved
them over here. Then we designed a new and totally
different layout than what is normal at other sawmills,
which have often had machinery progressively added,
piecemeal, over time. Now we have an efficient lay-
out.” (Case VII)

Small-timber dimensions are problematic for many saw-
mills because they can lead to low yield and weak production
metrics. One Finnish sawmill has invested in a small-timber
(small-diameter) saw line and has specialized in small-
dimension material because of environmental conservation
restrictions on log supply. This technology and related capa-
bilities make small-diameter timber more valuable for them
than for competitors.

For this specific case, expertise in unique products and
their production process confers a competitive advantage over
rivals.

As opposed to sawmills that have adopted new technol-
ogy, two sawmills reported that maintaining old machines and
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making them efficient with minimal investment was a competi-
tive advantage. They respond to industry changes only by con-
trolling costs. Another factor is timber supply. The quality of
timber in their area is only suitable for low-priced construction
products, and they would not secure any advantage from invest-
ing in new technology. In fact, one CEO described the strategic
choices made by the firm as follows:

“There are two basic things that we have in mind. One
is the technology that we have. I mean not what we can
buy but what we have bought already. That is important
because that is the basis of the company and defines our
current capacity. The other thing we know is what we can
produce from the local raw-material base. We know that
the technology is suitable for producing for construction
markets, and this matches our raw-material base, which is
mainly spruce that is used in high-quality construction
applications. (Case V)

Because these companies are located in an area that lacks
timber suitable for high-priced lumber products, they are special-
izing in efficient, low-cost production despite their relatively
small size and export-oriented marketing strategy. One CEO
stated:

“We decided to specialize by industry. We have a very
close connection to end customers that produce roof
trusses [...] and to be in that segment, you have to be very
efficient and cost effective. And that means that we have
gone through every step in the production process to
evaluate what we can do with the technology that we have
already bought to make that machine more efficient with
minimal investment, rather than buying new machines,
because the technology is more or less the same. You can
buy slightly more sophisticated hardware but you can
probably invest a very small amount of money and still
reach a high level of production efficiency.” (Case V)

One of the basic premises of the resource-based view is rar-
ity. In the mid-1990s, there was a major investment boom in the
Finnish sawmilling industry. The mainstream sawing technology
during that time was the circular saw. However, one of our case
firms pursued a very different approach. As its CEO said:

“[During the] mid-90s, everybody was investing in
the circular sawing lines. But we did the opposite.[...]
Because we invested in a band saw line, we can now pro-
duce dimensions that others cannot. For example, we can
make flimsy center-yield sawn lumber of less than 25-mm
thickness.[...] Circular sawing lines cannot -- even theo-
retically -- produce such flimsy sawn lumber. Or if they
can, they will produce more sawdust, which means that
our yield is higher.”(Case 1)

One CEO emphasized the role of the equipment supplier and
its interaction with the company during the investment process.
To get the best possible yield from investments, the case firm
pursues technology development with its supplier.

The interaction between geographical location and efficient
outbound logistics is clear. Some CEOs highlighted the benefits
of location in the context of accelerated economic activity. As
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one CEO explained:

“There are large firms around us [pulp and pa-
per], so there are of lot of trucking firms that serve
them, managing logistics. Helsinki is nearby, so we get
on-time deliveries. I have heard about firms that do not
operate as strictly as we do: their shipment delays can
be one week or longer. We always deliver on the day
agreed, and if not, the customer will receive delivery
the next day. In that sense, this location is favor-
able.” (Case I1I)

Outbound logistics has been one weakness of exporting
SME sawmills in Finland. The required volumes of shipments
have, in many cases, been so large that small sawmills are not
able to operate efficiently. Firms are forced to keep extra
quantities in inventory or produce the missing volume of sawn
lumber (needed dimensions and quality grades), lacking the
optimal yields and gradings of sawn-lumber assortments.
When firms began using trailers and Ro-Ro shipments, this
problem was solved. This led to more customer-oriented pro-
duction and the use of a lean philosophy (see Krafcik 1988).
The disadvantage was weaker cost competitiveness and re-
duced capacity to supply firms in Germany and the Nether-
lands, for example.

Human resources and capabilities

Human resources are also important. All eight of our
cases point to personnel as a critical element in gaining a com-
petitive advantage. One CEO emphasized the importance of
having open-minded and innovative employees:

“Personnel are another area where we have
changed our tactics in recent years. Today we have
more young people with better educations. On the saw
line we have a lot of older people with a lot of experi-
ence in this industry. We are doing things in a different
way (with educated young people). When you have peo-
ple with different backgrounds, you will have better
discussions, I think. If you have seen success in the
past, then that does not automatically mean that you
will enjoy it in the future, so we have to change accord-
ingly.” (Case V)

Human resources also play an essential role when it
comes to large and technically challenging investments. The
ability to finance an investment is not the whole picture. Per-
sonnel also play an important role when firms modify produc-
tion processes following new investments.

“I have been thinking about this personnel issue.
In our case, we had a strong investment phase (during
the 1980s). First, we wanted to modernize the sawmill
and increase productivity, and personnel got used to
the changes that we were continuously making, and
thanks to that, the activation barrier to change is now
lower. In fact, these days they are often asking, ‘Isn’t
something new coming soon?’” (Case II)

Manufacturing capabilities are important because in basic
commodity production with low value-added operations, effi-
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cient production can be seen as one source of competitive advan-
tage.

One CEO (case VII) emphasized the importance of internal
factors, which promotes the importance of the RBV as a theoreti-
cal framework, by saying:

“The most important thing is to be as rational as pos-
sible inside the sawmill because we cannot control the log
prices [...] What can we do? We can be as rational as
possible inside the sawmill. ”(Case VII)

Organizational resources and
capabilities
One CEO from Finland emphasized the importance of the
firm having its own timber-purchasing organization. With its own
organization, the firm has a better ability to influence what kind
of raw material it receives. He said:

“For us, it is the right operating mode and one source
of competitive advantage [...] First of all, it ends up being
very cheap for us. For us, timber costs at the mill are cer-
tainly less than for large sawmills, which do not reveal
their organizational costs, they disclose only their stump-
age price.” (Case 1)

On the other hand, with its own purchasing organization, a
SME sawmill may have to face the bargaining power of pulp and
paper companies when marketing pulpwood. This is not a prob-
lem if a firm is buying timber from forest owners. One Finnish
case had outsourced its log-procurement function to large pulp
and paper companies. A third firm had combined these two oper-
ating modes. First, it can influence the cost level of the timber,
which accounts for approximately 70 percent of the total cost of
sawmill operations. Second, it determines the quality of incoming
logs.

Marketing and sales capabilities are essential because they
allow SME sawmills to build on other sources of competitive
advantage. Two Finnish companies are using a joint-venture mar-
keting organization. This is a way to divide fixed costs of the
marketing organization over a larger volume of sawn lumber and
to offer a wider product portfolio (tree species for customers). All
of the member companies sell some portion of their production
independently, so they can benchmark the costs and benefits of
joint-venture marketing. The bylaws of the joint venture have
been written so that conflicts of interest can be avoided.

“We are all focused in different directions, we run
different types of sawmills, and we do not compete with
one another. We have common customers, but we deliver
different products” (Case IV)

Other, less formal marketing cooperation among SME saw-
mills is also a reality. In some cases, cooperation is possible with-
out a formal organization. In one case, a firm participated in a
consortium based on a “gentlemen’s agreement” between the
CEOs and a sawn-lumber middleman.

“There is a lot of wisdom behind that kind of arrange-
ment. We also have participated in that type of arrange-
ment,; we have three sawmills, and ultimately we were able
to deliver one-third of the total needs of that customer [...]
For a small firm like us, the customer ideally should be
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similarly sized. That would be a huge advantage. But it
is not easy for small customers. [...] Our deliveries
should carry some importance for the customer, ide-
ally. If large-scale customers purchase 1,000 deliveries
per month and we only supply one of them, we are not
important.” (Case I)

Among Norwegian companies, a common operating
mode is to buy supplementary products from other sawmills.
Both methods, namely 1) common marketing with comple-
mentary product varieties or 2) purchasing of missing quali-
ties and dimensions of sawn lumber, can be seen as ways to
offer better customer service. One Norwegian case company
decided to withdraw from European markets and instead con-
centrate on domestic markets.

“Our firms (before the merger) had a high share
of total exports. Most important was sawn timber, and
planed timber was second in importance. These strate-
gies have totally changed, and we are now focused on
the Norwegian market. Planed timber is 100 percent
sold to the Norwegian market. But we are exporting
certain dimensions and qualities of lumber that are
difficult to sell in Norway [...]We do not fill long con-
tracts, mainly focusing on spot contracts, and only on
orders from our customers and middlemen.” (Case
Vi)

In spot markets for sawn lumber, it is possible to sell only
standard dimensions. CEOs emphasized the advantages of that
business but noted that concentrating only on current custom-
ers may lead to situations where the firm is not utilizing all of
its market potential in the long run. One CEO (Case I) argued
that the firm had many longstanding contracts but also empha-
sized the importance of being market- and customer-oriented
and always seeking the customers that best fit the firm’s busi-
ness model. The customer-oriented operating approach has
been noted as a prominent operating mode (e.g., Hartikainen
1997). Conversely, middlemen have the best knowledge of
markets. One interviewed CEO explained:

“Of course, middlemen have better market knowl-
edge and are able to find customers who are willing to
accept slightly higher prices. So marketing doesn’t
automatically increase profits. A good middleman takes
2.5 to 3 percent, and often, when we are taking care of
marketing, the customer will bargain that same amount
(equal to a middleman’s cut) [...].Usually the middle-
man gets somewhat better prices than we do, but they
change customers all the time.” (Case 111)

The role of management is that of an essential contributor
to the bundle of firm-specific resources and capabilities that
enable firms to achieve competitive advantage (Acquaah
2003). One CEO emphasized the difference between the man-
agement of large companies and that of SMEs. According to
him, there exist many intangible factors inside SME sawmills
that differentiate them from their larger competitors. These
factors are not easily transferred to the operating cultures of
larger firms.
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“For example, [one firm] acquired many smaller
firms, profitable firms, and then it started to operate inde-
pendently. This used to be a profitable firm, but now they
are incurring losses. We are all looking at this business
from our own perspective, just like I have done all my life.
Do we know how to run this business? One thing that peo-
ple do not realize is that we do not have that bureaucracy -
- this is an important factor for us.” (Case III)

One company in our study has a large number of sharehold-
ers, which can be seen as a weakness: The lack of committed
owners may lead to the inefficient use of capital, i.e., investments
and mergers that do not increase shareholder wealth, as stated by
Jensen (1989, 1993). Diversified ownership of SMEs is not com-
mon, which, according to one CEO, may be a problem. However,
organizational resources -- in this particular case, the corporate
governance bylaws -- offer ways to eliminate this disadvantage.
As the CEO said:

“The bylaws of the company are, from my point of
view, very simple and clear. I have a lot of freedom, I can
almost manage this company like an entrepreneur.” (Case
1v)

One Norwegian CEO emphasized the role of the board of
directors and management networks. In recent years, the role of
the board of directors has been emphasized in the corporate gov-
ernance literature (e.g., Jensen and Zajac 2004, Westphal and
Fredrickson 2001). One interviewed CEO wanted to emphasize
the role of the board of directors. He said:

“I know a lot of people outside the company. I have
worked in several firms, so I have a large network, and 1
also have well-educated people on the board. The chair-
man of the board has international experience from
[company name], a sawmill manager from [company
name] is on my board and is also a previous manager of
this firm. [...] I have a very good board, and I am using
it.” (Case VI)

Consolidation of the industry has been seen as a way to re-
spond to drivers such as economies of scale, lowering inventory
levels, and increased demand for direct contacts to customers
(Nilsson 2001). Forest industry giants have participated in this
consolidation, while for SMEs, organic growth and investment
has been a more attractive option. One Finnish firm closed down
one sawmill in the 1980s and concentrated on operating a single,
larger mill. On the other hand, one Norwegian company was the
result of a merger between SMEs. The CEO explained:

“The owners were not satisfied with the results
(profitability) [...] There was a strategic decision behind
this (merger). We run most things the same way as the
firms used to before, but now we are much more coordi-
nated, first of all, with raw materials, and second, with
marketing and sales.[...] We can do things more logically.
Now we can acquire resources better, in human resources
and machinery. Because they are different in these saw-
mills [...] We see new and different opportunities than the
sawmills could serve as individual firms.” (Case VIII)
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Financial resources

Financial resources are the most liquid form of resource
because they can be used to buy other resources. In a way,
financial resources are also an outcome of competitive advan-
tage. One interviewed CEO pointed out the importance of
financial resources:

“Financial resources are important as well ... if
you have enough capital, you can make decisions with-
out delay.” (Case V)

In one other case (Case II) where the firm has made sub-
stantial investments, financial resources have been especially
important not only for investment funding but also as a re-
source that helps with risk management. The background and
interests of the owner were seen to influence some Norwegian
sawmills. Owners and the forest owners’ association do not
require high dividends from the firm. The owners want to
preserve customers for their timber in the long run. One CEO
explained:

“We are owned by the forest owners, and they are
not too interested in taking money from the business
[...] when we have a positive number on the bottom
line, they do not take that, and we can reinvest/...] So
we have opportunities to invest during bad
times.” (Case VI)

Discussion and Implications

We aimed to gain a better understanding of CEOs’ per-
ceptions of the competitive advantages of the firms they man-
age. The CEOs largely confirmed our assumption about a
changing competitive landscape for small- and medium-sized
woodworking industries. There is increasing global competi-
tion in the softwood sawmilling sector because new entrants
in Russia, the Baltic countries, and other Eastern European
mills are influencing prices in the European market. Acceler-
ating technological change in large-scale industries and ex-
panding customer expectations along with advanced substi-
tutes (e.g., engineered wood products) are creating a turbulent
environment for SMEs.

This industry environment has different effects on large
and small firms (Dean et al. 1998). Small firms have certain
resources that enable them to easily overcome certain barriers
(industry concentration, vertical integration) that are difficult
for their larger competitors to deal with (Dean et al. 1998).
Some CEOs emphasized the advantages of small size from the
viewpoint of the sawmill/customer, but they acknowledged
problems caused by the consolidation of users of sawn lum-
ber, such as wooden house manufacturers, construction firms,
and home improvement stores.

The sawmilling industry is a basic commodity industry
where differences between products are moderate. CEOs of
SME sawmills have taken these external factors as given; they
do not believe that they can influence these factors. The only
solution is to focus on internal issues and shape their firms’
resources and capabilities in a way that develops competitive
advantage.

The external factors are challenging. Price trends of sub-
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stitutes have been falling while log prices have increased. Finnish
CEOs criticized the pricing policies of their larger competitors.
This can be understood in the context of integrated pulp and pa-
per companies, where the role of sawmills can increase market
share. They want secure, steady raw material flow from suppliers
with high log prices, and they need high-quality chips for pulp
production.

For SMEs, consolidation of customer industries such as dif-
ferent branches of construction businesses and the furniture in-
dustry has created challenges. When an SME sawmill is able to
meet only limited customer needs, it has no bargaining power
with the customer. Joint-venture marketing can be seen as one
solution. There exist many ways to organize such a venture and
still avoid conflicts of interest, as our cases have shown.

The CEOs all pointed to the same external factors that im-
pact their strategic decisions. These environmental changes have
taken the sawmilling industry by surprise after decades of good
financial performance. However, sawmills can adapt to this envi-
ronmental shift in different ways. The need for new strategic de-
cisions may arise because of external factors, but strategic deci-
sions are made as a consequence of internal resources and capa-
bilities. Sawmills try to seek competitive advantage by utilizing
their resources and capabilities. Peteraf (1993) points out four
conditions underlying competitive advantage, all of which must
be met. These include superior resources (heterogeneity within an
industry), ex post limits to competition, imperfect resource mo-
bility, and ex ante limits to competition. A firm’s resources con-
sist of all of the assets, capabilities, processes, etc. that are con-
trolled by the firm. Many researchers have divided these re-
sources into different groups, for example, financial resources,
physical resources, human resources, technological resources,
reputation, and organizational resources (Grant 1991). In prac-
tice, according to the CEOs we interviewed, most of the capabili-
ties that lead to competitive advantage are cross-functional and
firm specific.

We have identified certain main resources and capabilities
that have been important for adaptation to environmental change.
The most important resource according to CEOs is the location of
the sawmill. First, it has a large impact on timber supply. A firm
can import timber from other areas, but the transportation costs
are high and will be a disadvantage. Moving a sawmill from one
location to another is expensive and takes time. Sawmills located
in an area with high-quality timber will therefore have an ex post
limit to competition. Only a few sawmills have this advantage.

Sawmills without a location advantage have made other
firm-specific adaptations to the same environmental changes. A
primary example of this is cost-control capabilities. Because raw-
material resources preclude the production of high-priced prod-
ucts, some firms are focusing on low-priced timber and cost re-
duction. Therefore, they can offer their customers lower prices.
This is a cross-functional capability that requires personnel skills
in manufacturing, high effectiveness in production, and good
management. Some firms also have input factors that increase
cost competitiveness, for example, lean administrative structures
and committed personnel and management.

A primary firm-specific adaptation to these changes in envi-
ronment is the ability to adopt modern technology. By investing
in new technology, firms can specialize in utilizing different
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types of timber. An example from the selected cases is con-
struction together with further processing. Another example
would be small-timber saw lines. By adopting new technology
and specializing in small dimensions, one firm has been able
to increase the profitability of small-diameter timber, which is
commonly thought to be less profitable, and in this way
achieve competitive advantage.

Some of the CEOs emphasized that they have a small-
scale advantage. By this, they mean that they have a lean or-
ganization and therefore low costs, but also that they can have
a closer business relationship with their customers. They are
differentiated from larger firms by their offerings of service
and customized products. One clear advantage that indirectly
came to light during the interviews involved the information/
knowledge flows between suppliers. In SMEs with a lean or-
ganizational structure, there is a face-to-face link between
suppliers, industrial workers, CEOs, and customers.

In this study, we identified three firm-specific capabilities
that are sources of competitive advantage for SME sawmills
and are important in how CEOs react to changes in the indus-
try: first, the ability to adopt the latest technology; second, the
ability to utilize price changes in the sawn lumber markets;
and third, the capability to operate lean firms with flat organ-
izational structures and/or production technologies. The abil-
ity to adapt to new technology requires sufficient capital re-
sources. The ability to change markets is based on personal
management skills, available marketing channels as a re-
source, and market knowledge with supporting informational
databases. A lean organization requires two different abilities.
The first is the ability to operate with few investments in
terms of machinery and working capital. The second is the
ability to conduct daily business with few administrative staff
compared to industrial workers and multi-talented manage-
ment.

Insights from CEOs have led us to conclude that our case
companies faced the same external factors, but they are adapt-
ing differently because of different internal resources. Loca-
tion and labor are the main resources that influence their stra-
tegic choices. In the sawmilling industry, location is important
because it affects the type and volume of raw material avail-
able. A location, in principle, can easily be imitated by invest-
ing in a new sawmill, but this will not be attractive in most
cases. The supply of timber is already limited, and investment
in a new sawmill will be irreversible. A potential new entrant
to the market knows that an established sawmill also has made
an irreversible investment and therefore will produce product
as long as its earnings more than cover its fixed costs. The
quality and average dimension of timber are important strate-
gic choices. CEOs of sawmills located in areas with low-
quality timber try to seek a competitive advantage through
efficient production and cost control. CEOs of sawmills in
areas with high-quality timber tend to address environmental
changes by utilizing each log optimally.

Management should not focus only on resources and ca-
pabilities as sources of competitive advantage. They can also
diminish the natural disadvantages of a firm and hence pro-
mote its competitiveness. Indeed, there were some firm-
specific resources that managers emphasized as being valu-
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able in this way. These types of resources, e.g., a firm’s bylaws,
are not a competitive advantage by themselves but rather are re-
sources that eliminate disadvantages. To date, these types of re-
sources and their importance have not been discussed widely in
the RBV literature. Their importance should not be underesti-
mated; they dilute resource gaps compared to a firm’s competi-
tors and thus indirectly enable competitive advantages based on
other resources.

These results can help CEOs to differentiate between re-
sources that might support a competitive advantage and other
less-valuable resources. Resources and capabilities that are used
to the advantage of one firm can remain a disadvantage for an-
other.

Geographical location as a resource is important because it
1) determines raw-material base and 2) determines outbound lo-
gistics. For example, a sawmill located in the middle of a geo-
graphical pulp and paper cluster can benefit from the availability
of logistical services that are well developed from serving pulp
and paper businesses.

This type of exploratory study with an applied qualitative
approach has a number of limitations. For instance, the sample
size is relatively small. This study’s main limitation is that only
successful firms were interviewed. To validate our findings in a
new study, it would be interesting to interview less successful
sawmill firms as well and to evaluate similarities and differences
in resources and capabilities between successful and less success-
ful firms.
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