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Competence-based Growth Strategy and Risk-Return Relationship:
Theory and Empirical Evidence

3 e
FHiTH R

SR DU

NSC 89-2416-H-002-091
:88&8%" 1p 2

89& 77 31p

TR FRELEET falxz

e-mail; jiren@ccms.ntu.edu.tw

— PNREE

oL Freh £ e 0 - £ AR P
TR b P RAD 0 B2 T ] S F ot
A& Fadk B R EESHIEL o B2
RoASVFDERFHAFL P PR
R R A RS HEROT IR S
WEFEFERF R EREERDLLN

ARG B iR dp Penrose(1959) s £ 12
W MR TR ARG R F R

L RF AT TR B 0 F R
ﬁﬁrﬁ4ﬁﬁgﬁrﬁ4{%gﬁﬁ&%’

—

Hoogid el Gip g KRR+ L TE

B R~ R TR, gl 0 @
i A L ATRIdp A A NI B Y @

E’uéﬁﬁi%%ﬁﬁﬁ*
AR S U T et R AR
sy A AR ADT RG4S Kok e

F W ’fﬁq\l ESE #é-:%mq\ Kk e p
HZ o A FTWRE D R enF iR 4 Rod o

$EE PR G EFPRE R FOBE 0
SEVE R I R € SR
E R RE o R G £ I AT R

BT eiEit 4 AT P RS

L fakd a

Ra oo oan 4 L FTRE d T F_F PO L3S ATy
FOphdE o R EH e 4 0K g R

(&

R HPARA T FEF R ORI ER
AW B (AT 0 T R R
B KRGSy Aok fEAE o

siB- HHEN - LB AL R
pB e 160 M %;fua 1996
T 1999 & eh By iE ko G sen
WA OF i 4 Lvd s 2 H B R GIRRY2
Mk TEEFTE DL AT o 3 zﬂzhmwﬁﬁ
Hoo APy ARR A AF AR I TR R - B
FREVHEHWEESE KRG £ H A %#?\l
BRE O Rk o
Make t a4 (AT i S Bl R e M
ho RS L E R

B Y& k=2

How to pursue an effective growth strategy
has been one of the central inquiriesin the field of
Most of the
previous insights concerning growth strategy

strategic management research.

focuson afirm’ sstrategic choices among products
and/or markets. While such a conceptualization
provides convenience for researchers to conduct
empirical investigations, it may underestimate the
influence of competence profiles of the company
that support its development of products and
penetration of markets. The emergence of

resource-based view of the firm in the 1980s and



that of competence-based management in the
1990s constitute a fruitful opportunity to explore
the causes and effects of different growth
strategies based on the heterogeneity of a firm's
competence profile. Along thislineof inquiry, the
purpose of the current research initiative is to
explore the linkages between growth strategy and
risk-return relationships from the perspective of
competence-based management.

We
competence management for afirmin pursuing its

identify two criticall elements of
growth. One is competence-leveraging effort
made by the company, which refers to stretch the
existing stock of competence for further
The other one is

made by the

company, which indicates the exploration of

value-creating applications.
competence-upgrading effort

qualitatively new assets or capabilities for the
organization.  Since  competence-leveraging
efforts do not qualitatively change the existing
competence profile but just replicate or reuse the
existing stock of competence, they should resultin
arelatively lower level of business risk. On the
other hand, competence-upgrading initiatives
should result in ahigher level of businessrisk, but
may lead to ahigher level of businessreturn dueto
its investments in the exploration of qualitatively
new set of competence. We further argue that, to
achieve dynamic corporate coherence, a
successful firm has to establish a business model
containing both processes.

Based on this conceptualization, the present
research project provides an investigation on the
linkages between competence-based strategy and
a firm's profitability and business risk. Our
empirical setting is constructed by a panel data set
containing operating and financial information of

160 Taiwanese contract manufacturers over

1996-1999, our analytical results show that the
constant upgrading of afirm’s product design and
manufacturing process competencies proves to be
addition,
establishing effective inventory control while
able to deiver
manufacturing services is vital to their surviva

essential  for value-creation. In

being time-to-market
and economic success. Moreover, depending upon
the types of products they offer, managing a
balanced supply structure to support the needs of
competence leveraging constitutes an important
piece in the jig-saw puzzle of the formation of
dynamic capabilities. On the risk side, firms
engaging in both competence-upgrading and
competence-leveraging activities experienced a
higher level of average profitability and a lower
risk.
emphasizing on competence-upgrading activities,

level of business For those firms
ahigher level of businessrisk isfound. For those
firms emphasizing on competence-leveraging
activities, a lower level of profitability is found.
Overall, our results suggest that by combining the
efforts of upgrading competence with activities
for leveraging existing competence a firm can
pursue its optima growth. Implications for
formulating growth strategy based on competence
framework are discussed.

Key Words: Competence-upgrading,
Competence-leveraging, Risk-Return
Relationship, Electronics Contract

Manufacturing.
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Firm heterogeneity based on inventory turnover and process investment:
144 publicly trade electronics companies in Taiwan, 1996-1999.

RISK Level
(Variance of ROIC)

HIGH Inventory Turnover &
HIGH Process Investment*
(N=44)

HIGH Inventory Turnover &
LOW Process Investment
(N=28)

LOW Inventory Turnover &
High Process Investment
(N=28)

LOW Inventory Turnover &

LOW Process Investment
(N=44)

* net investment in production equipments
as % of total fixed assets.

Dl A 4

Profitability Level
(Average ROIC)

Sector Average = 1
© Ji-Ren Lee (2001)
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Firm heterogeneity based on inventory turnover and product investment:
144 publicly trade electronics companies in Taiwan, 1996-1999.

RISK Level
(Variance of ROIC)

HIGH Inventory Turnover &
HIGH R&D Intensity*

(N=32)

HIGH Inventory Turnover &
LOW R&D Intensity

(N=40)

LOW Inventory Turnover &
High R&D Intensity

(N=40)

LOW Inventory Turnover &
LOW R&D Intensity

(N=32)

Profitability Level
(Average ROIC)

Sector Average =1

* R&D investments as % of total revenue.
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Firm heterogeneity based on inventory turnover and customer structure:
144 publicly trade electronics companies in Taiwan, 1996-1999.

RISK Level
(Variance of ROIC)

HIGH Inventory Turnover &
HIGH Major Buyer Concentration*
(N=41)

HIGH Inventory Turnover &
LOW Major Buyer Concentration
(N=30)

LOW Inventory Turnover &
High Major Buyer Concentration

LOW Inventory Turnover &
LOW Major Buyer Concentration
(N=41)

*: sales concentration ratio of over-10%
customers
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Profitability Level
(Average ROIC)

Segment Average = 1
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