
















































































advantage. That advantage can be sustained over longer time periods to the extent that the
firm is able to protect against resource imitation, transfer, or substitution. In general,
empirical studies using the theory have strongly supported the resource-based view
(http://www.istheory.yorku.ca/rbv.htm).

The RBYV is an economic tool used to determine the strategic resources available
to a firm. The fundamental principle of the RBV is that the basis for a competitive
advantage of a firm lies primarily in the application of the bundle of valuable resources at
the firm’s disposal (Wermerfelt, 1984; Rumelt, 1984). To transform a short-run
competitive advantage into a sustained competitive advantage requires that these
resources are heterogeneous in nature and not perfectly mobile (Bamey, 1991; Peteraf,
1993). Effectively, this translates into valuable resources that are neither perfectly
imitable nor substitutable without great effort (Hoopes, 2003; Barney, 1991). If these
conditions hold, the firm’s bundle of resources can assist the firm sustaining above

average returns.
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2.2.1.1 Resource

Jay Barney (1991) refem'ng.to Daft (1983) "citation needed" says: "...firm
resources include ail assets, capabilities, organizational processes, firm attributes,
information, knowledge, etc; controlled by a firm that enable the firm to conceive of and
implement strategies that improve its efficiency and effectiveness (Daft,1983)." A

subsequent distinction made by Amit & Schoemaker (1993) is that the encompassing
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construct previously called resources can be split up into resources and capabilities. In
this respect resources are tradable and non-specific to the firm, while capabilities are
firm-specific and used to utilize the resources within the firm, such as implicit processes
to transfer knowledge within the firm (Makadok, 2001; Hoopes, Madsen and Walker,
2003). This distinction has been widely adopted throughout the resource-based view
literature (Conner and Prahalad, 1996; Makadok, 2001; Bamney, Wright and Ketchen,
2001). In Focus Fine Engineering Sdn Bhd, the resources are the employee skills,

knowledge, technical know how and tangible resources such as machines and tooling.
2.2.1.2 Competitive Advantage

Competitive Advantage can be attained if the current strategy is value-creating,
and not currently being implemented by present or possible future competitors (Barney,
1991). Although a competitive advantage has the ability to become sustained, this is not
necessarily the case. A competing firm can enter the market with a resource that has the
ability to invalidate the prior firm's competitive advantage, which results in reduced
(read: normal) rents (Barney, 1986b). Sustainability in the context of a sustainable
competitive advantage is independent with regards to the time-frame. Rather, a
competitive advantage is sustainable when the efforts by competitors to render the
competitive advantage redundant have ceased (Barney, 1991; Rumelt, 1984). When the
imitative actions have come to an end without disrupting the firm’s competitive
advantage, the firm’s strategy can be called sustainable. This is contrary to other views
(e.g. Porter) that a competitive advantage is sustained when it provides above-average

returns in the long run. (1985).
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One key requirement for corporate success in this competitive environment is
recognizing how to sustain competitive advantage. According to Porter (1999), we can
create competitive advantage as we make tough choices about what we will do and not
do. Competitive advantage is normally defined as the ability to earn returns on
investment consistently above the average for the industry (Porter, 1985). Barney (1991)
indicates that a firm is said to have a competitive advantage when it implements a value
creating strategy not simultaneously being implemented by any current or potential
competitors. Sustained competitive advantage is recognized as the level of exceptional
performance that a firm attains when it devises and implements a value-enhancing
strategy that is not concurrently being followed by any existing or possible competitors
and when these firms are either incapable or reluctant to reproduce the benefits of this
strategy (Barney, 1991; Lado and Zhang, 1998). Sustainable competitive advantage
results only from strategic assets (Meso and Smith, 2000). According to Mahoney and
Pandian (1992), competitive advantage is a function of industry analysis, organizational
governance and firm effects in the form of resource advantages and strategies.

The resource-based view of the firm dominates the strategic management
literature and has also found use in the management information systems (MIS) literature
(Priem and Butler, 2001). It was developed to explain how organizations achieve
sustainable competitive advantages. Advocates of the resource-based view have tried to
explain why firms differ and how it matters (Barney, 1991; Wernerfelt, 1984, Hoopes,
Madsen and Walker, 2003).

Resource-based theory treats enterprises as potential creators of value-added

capabilities, and the underlying organizational competences involve viewing the assets
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and resources of the firm from a knowledge-based perspective (Prahalad and Hamel,
1990; Conner and Prahalad, 1996). It focuses on the idea of costly-to-copy attributes of
the firm as sources of business returns and the means to achieve superior performance
and competitive advantage (Barney, 1991; Rumelt, 1987; Conner, 1991, Prahalad and
Hamel, 1990).

A firm’s resources consist of all assets both tangible and intangible, human and
nonhuman that are possessed or controlled by the firm and that permit it to devise and
apply value-enhancing strategies (Barney,1991; Wernerfelt,1984). Unique resources and
capabilities are discussed under a variety of names, e.g. distinctive competences, core
competences, invisible assets, core capabilities, internal capabilities, embedded
knowledge, corporate culture, and unique combinations of business experience (von
Krogh and Roos, 1995). Resources and capabilities that are valuable, uncommon, poorly
imitable and nonsubstitutable (Barney, 1991) comprise the firm’s unique or core
competencies (Prahalad and Hamel, 1990) and therefore present a lasting competitive
advantage. Intangible resources ar¢ more likely than tangible resources to generate
competitive advantage (Hitt, Bierman, Shimizu and Kochhar, 2001). Specificaliy,
intangible firm-specific resources such as knowledge permit firms to add up value to
incoming factors of production (Hitt et al., 2001). It represents competitive advantage for
a firm (Prahalad and Hamel, 1990; Collis and Monigomery,1995; Post,1997;
Markides,1997; Bogner,Thomas and McGee,1999). Such advantage is developed over
time and cannot easily be imitated. Barney (1991) regards resources as those controlled
by a firm that allow the firm to formulate and implement strategies that expand its

efficiency and effectiveness. He developed the VRIO framework for assessing what kinds

22



of resources would present sustainable competitive advantage. It also constitutes a part of
RBYV.

The key points of the theory are:

1. Identify the firm’s potential key resources.
2. Evaluate whether these resources fulfill the following (VRIN) criteria:

o Valuable - A resource must enable a firm to employ a value-creating
strategy, by either outperforming its competitors or reduce its own
weaknesses (Barney, 1991). Relevant in this perspective is that the
transaction costs associated with the investment in the resource cannot be
higher than the discounted future rents that flow out of the value-creating
strategy (Mahoney and Prahalad, 1992; Conner, 1992).

o Rare - To be of value, a resource must be by definition rare. In a perfectly
competitive strategic factor market for a resource, the price of the resource
will be a reflection of the expected discounted future above-average
returns (Barney, 1986; Dierickx and Cool, 1989; Barney, 1691).

o In-imitable - If a valuable resource is controlled by only one firm it could
be a source of a competitive advantage (Barney, 1991). This advantage
could be sustainable if competitors are not able to duplicate this strategic
asset perfectly (Peteraf, 1993; Barney, 1986). The term isolating
mechanism was introduced by Rumelt (1984) to explain why tirms might
not be able to imitate a resource to the degree that they are able to compete
with the firm having the valuable resource (Peteraf, 1993; Mahoney and

Pandian, 1992). An important underlying factor of inimitability is causal
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ambiguity, which occurs if the source from which a firm’s competitive
advantage stems is unknown (Peteraf, 1993; Lippman and Rumelt, 1982).
If the resource in question is knowledge-based or socially complex, causal
ambiguity is more likely to occur as these types of resources are more
likely to be idiosyncratic to the firm in which it resides (Peteraf, 1993;
Mahoney and Pandian, 1992; Barney, 1991).

o Non-substitutable - Even if a resource is rare, potentially value-creating
and imperfectly imitable, an equally important aspect is lack of
substitutability (Dierickx and Cool, 1989; Barney, 1991). If competitors
are able to counter the firm’s value-creating strategy with a substitute,
prices are driven down to the point that the price equals the discounted
future rents (Barney, 1986; Conner, p137), resulting in zero economic
profits.

3. Care for and protect resources that possess these evaluations because doing so can

improve organizational performance (Crook, Ketchen, Combs, and Todd, 2008).

2.2.1.3 Resource-Based View History

Some aspects of theories are thought of long before they are formally adopted and
brought together into the strict framework of an academic theory. The same could be said
with regards to the resource-based view. While this influential body of research within
the field of Strategic Management was named by Birger Wemerfelt in his article A
Resource-Based View of the Firm (1984), the origins of the resource-based view can be

traced back to earlier research. Examples, elements can be found in works by Coase





