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Abstract

Purpose — The purpose of this paper is to investigate the relative contribution of tangible resource (TR) and
intangible resource (IR), and capabilities on firm performance based on the measures of market share, sales
turnover and profitability.

Design/methodology/approach — A cross-sectional survey research design was used in the study.
The modified version of Galbreath and Galvin’s (2008) resource-performance questionnaire which included a
total number of 45 questions was applied on 243 Turkish firms operating in different industries. The data
collected were analysed by hierarchical regression analysis.

Findings — The findings revealed that IRs and capabilities contributed more greatly to firm performance
compared to TRs. However, in contrast to the proposition of resource-based theory that views capabilities as
the most important skills that underpin the development and deployment of both TR and IR, capabilities
offered rather limited additional explanatory power to the prediction of firm performance only with respect to
profitability against the combined effects of TR and IR.

Originality/value — The vast majority of the empirical resource-based view (RBV) research concentrates on
developed countries and very little is known about results outside of this domain. This study employs
Turkish business databases to assess the relative importance of TR and IR and capabilities on performance
differences among firms in Turkey which was the 17th largest economy in the world trade in 2016. Second, in
the RBV literature, limited research tests the contribution of capabilities to firm success after simultaneously
accounting for the effects of other resources (namely, TR and IR) available to the firm. Finally, this research
offers practical contributions to executives and managers who have to make adequate decisions for firm
survival and growth in the competitive business arena.

Keywords Firm performance, Emerging markets, Capabilities, Resource-based view,
Tangible and intangible resources
Paper type Research paper

1. Introduction

Strategy researchers (Ambrosini and Bowman, 2009; Kor and Mesko, 2013; Molloy and Barney,
2015) have suggested that intangible resources (IRs) were considered as the most likely sources
of firm success because they are not easily acquired and replicated in factor markets. However,
since firms are bundles of IR and tangible resource (TR), it is very unlikely for a firm to compete
on the basis of a single IR, important as it may be (Sirmon et al, 2011; Kor and Mesko, 2013).
Moreover, since TR and IR are static in nature (Teece, 2007; Helfat and Peteraf, 2015),
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organisations must use some other mechanisms that can integrate and reconfigure resources, Contribution
and renew or alter their resource mix to be able to cope with environmental changes. Several  of TR and IR
researchers (Weigelt, 2013; Wang ef al, 2015) suggest that only the capabilities can turn these

static resources into dynamic nature and transform them to create a new configuration of

resources that can sustain competitive advantage. Therefore, over the last quarter century,

a large body of strategic management research which includes theoretical and empirical studies

has worked on the understanding of how firms’ different sets of resources and capabilities lead 253
to performance variations among firms (Molloy and Barney, 2015; Mortis ef al, 2017).

Nevertheless, against the main prescription of resource-based view (henceforth known as
the RBV) which points IRs as the most likely sources of competitive advantage and theorises
that TRs offer no or very limited contribution to overall firm performance, little empirical
evidence within the RBV stream exists to falsify the claim (Galbreath and Galvin, 2008;
Renzi and Simone, 2011; Schriber, 2015). To be able to test the truthiness of this claim, TR and
IR should be used together in the same analysis. Moreover, resources are not productive on
their own and it is the capabilities that assemble, integrate and manage the bundles of
resources (Teece, 2007; Maritan and Peteraf, 2011).

Huselid (1995) states that “one-dimensional studies are likely to underestimate the biases
associated with examining an individual resource as such studies do not simultaneously
account for the effects of other factors” (p. 642). Similarly, Galbreath and Galvin (2006, p. 151)
highlight that “studying an individual IR (e.g. reputation, brand) apart from other factors
might offer misleading results”. Hence, any research that aims to test the effects of resources
on firm performance should include capabilities as well as TR and IR in the analysis. However,
only a few RBV studies (e.g. Fahy, 2002; Galbreath and Galvin, 2008; Schriber, 2015) have
examined the relative effects of TR and IR on firm success in the same study and the
justification of these studies is compelling particularly for validation of the main prescription
of the RBV (Makhija, 2003; Galbreath and Galvin, 2008; Schriber, 2015).

Although the main prescription of the RBV points to firm-level factors as the most
important determinants of firm performance, it does not omit the industry effects completely
(McGahan and Porter, 1997; Short et al., 2009). According to Porter (1980), having analysed
an industry in terms of its structural attractiveness, firms must choose a strategy in order to
create a unique, defendable position in their industry. Then, the firm should acquire or
otherwise obtain the necessary resources (tangible and intangible) to implement its stated
strategy. This interaction between resources and industry structure variables should be
considered in RBV studies to account simultaneously for the effects of every factor in
explaining performance differences (Huselid, 1995; Morgan et al., 2009).

In the context of the main prescription of the RBV and its theoretical framework,
the question of relative effects of TR and IR along with the capabilities on firm success has
always remained an important issue to be answered. Thus, the ultimate research question
of this study is: what are the relative effects of TR and IR, and capabilities in explaining
firm performance?

This study aims to make potential contributions to RBV in three main areas: first, the
vast majority of the empirical RBV research concentrates on developed countries and very
little is known about results outside of this domain (Cavusgil ef al, 2013). Kamal (2011, p. 21)
states that “specific research into emerging markets is necessary since the unique
characteristics of emerging economies may prove many of the findings in developed
economy settings invalid in an emerging economy setting”. In this context, this study
employs Turkish business databases to assess the relative importance of TR and IR and
capabilities on performance differences among firms in Turkey which was the 17th largest
economy in the world trade in 2016 (IMF World Economic Outlook, 2017).

Second, in the RBV literature, limited research tests the contribution of capabilities to firm
success after simultaneously accounting for the effects of other resources (namely, TR and IR)

Downloaded from http://www.emerald.com/ejmbe/article-pdf/26/2/252/151099/ejmbe-07-2017-015.pdf by University of Reading user on 24 July 2025



EJMBE available to the firm (Galbreath and Galvin, 2006, 2008; Molina-Azorin, 2012). The exclusion of
26,2 other potentially important resources and the use of only a single resource (or a capability) or a
few resources to measure the resource — firm performance relationship, may lead to
overestimating results and undermine the complexities of competitive advantage
(Galbreath, 2004). Moreover, the RBV does not repudiate the influence of industry structure
factors on firm performance completely (Porter, 1991; Peteraf and Barney, 2003). Hence,
254 testing the significance of the IRs and capabilities against the effects of other resources and
even industry structure factors with a different empirical approach cannot only offer a more
stringent test of intangibles’ contribution to firm performance than previous studies but it
may also contribute to the verification of the RBV’s main prescription.

Finally, management research should offer practical contributions to executives and
managers who have to make adequate decisions for firm survival and growth in the
competitive business arena. It should be noted that decisions about where investments should
be placed have important implications for management practice. For example, if capabilities
(e.g. human capital, networking capabilities and business processes) are the most important
determinants of performance, then the firms need to focus and invest on their dynamic skills,
if the situation is in favour of IRs (e.g. brand, corporate image and organisational culture),
then attention should be paid to unique resource stocks. As such, this study seeks to help
managers with respect to resource investment decisions by revealing the key determinants of
firm success and their relative importance on performance.

This research thus focusses on testing the contribution of different resources on firm
performance. In the first section, previous literature in relation to resource-based theory which
investigates firm-level resource and capability effects on performance was examined and
accordingly, a number of hypotheses were developed to be tested. Afterwards, the methods
that were employed in the study for empirical testing purposes were explained and the results
were presented. In the final section, within the context of Turkish business environment and
sample data, the findings were discussed, managerial implications were provided and the
limitations of research along with future research directions were highlighted.

2. Literature review

In the last 30 years, RBV have paid considerable attention to internal firm-level factors to
explore unexplained variance in firm performance. Wernerfelt (1984) emphasised the
internal workings of a firm but did not entirely dismiss industry structure effects, and
further linked firm performance to the idiosyncratic and heterogeneous resources of the
organisations and proposed that acquisition of these resources are critical for earning above
normal returns. Wernerfelt (1984) described the firm as bundles of resources and argued
that “resources and products are two sides of the same coin” (p. 171). Afterwards, Barney
(1991) suggested that competitive advantage can only be generated and sustained by firm-
level resources that are valuable (1), rare (R), inimitable (/) and non-substitutable (V) — the
so-called VRIN criteria framework and claimed that only resources that are intangible
in nature possess these criteria. Therefore, in considering the heterogeneity among firms in
resources as fundamental in explaining why some firms outperform others, the RBV posits
such a position (Barney, 1991).

2.1 IRs as the focal point of the RBV

The RBV scholars (Barney, 1991; Kor and Mesko, 2013) claim that IRs cannot be readily
obtained in the factor markets and copied by competitors easily. Along with several
researchers (Dierickx and Cool, 1989; Peteraf and Barney, 2003), Barney (1991) proposed
that the sources of inimitability can be explained by three isolating mechanisms: historical
uniqueness, causal ambiguity and social complexity. In addition to these mechanisms, time
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compression diseconomies and interconnectedness have been widely discussed in strategic Contribution
management literature (Dierickx and Cool, 1989; Bharadwaj, 2000). of TR and IR

Historical uniqueness refers to “unique historical events such as a firm’'s founding, being
taken over by a firm sometime in the past by legendary managers or owners, emergence of the
unique, valuable organisational culture in the early stages of a firm’s history, choice of facility
location decisions which created distinctive location advantages in the following years and
choice of market entrance decisions as a first mover, that determined the long-term 255
performance of the firm” (Barney, 1991, p. 108). These unique historical conditions endowed
firms with resources that cannot be controlled by rivals and that cannot be imitated.

Causal ambiguity refers to “the ambiguity surrounding the connection between a firm’s
resource portfolio and its performance” (Bharadwaj, 2000, p. 171). Barney (1991) suggests
that causal ambiguity exists when the link between its resources and sustained
competitive advantage is not understood by competing firms. In this situation, it is very
difficult for imitating firms to duplicate a successful firm’s strategies since they do not
understand exactly what makes a firm successful. Social complexity can be found where
resources are based on complex social phenomena (Barney, 1991, Eesley ef al, 2014) and it
significantly constraints the ability of other firms to imitate these resources. Socially
complex resources such as interpersonal relations among managers, corporate reputation
of a firm among customers and suppliers and organisational culture are imperfectly
imitable because, although it may be possible for competitors to specify and replicate
(or engineer) these resources, there is no guarantee that they can achieve similar valuable
benefits since socially complex resources are not subject to direct and standard
management (Barney, 1991). In a similar line, the elements of intellectual property assets
such as copyrights, patents, registered designs and trademarks that provide legal
protection to firms preserve the economic benefits of the firms from being eroded and
cannot be duplicated by competitors (Chari and David, 2012; Grimpe and Hussinger, 2014).
Unique organisational culture can be a great source of competitive advantage since it has
strong roots with being different, more creative and innovative (Gupta et al, 2017).
Through possession of complex and inimitable organisational culture which always
supported its employees use their skills freely, Sony, Virgin and Apple became among the
most innovative firms in global markets. Moreover, as an example of presenting how
value creation ability has shifted from TR to IR, Apple has changed its business from
selling hardware to selling design and emotions with its aesthetically pleasing
products such as the candy-coloured iMac, the diminutive iPod Nano and the legendary
iPhone and iPad.

Another mechanism time compression diseconomies which is related to “the observed
tendency of the costs of resource accumulation to rise within a given time interval”
(Lockett et al, 2009, p. 15) has also been widely mentioned in the literature. According to
Dierickx and Cool (1989, p. 1507), time compression diseconomies refers to “the time needed
to develop resources through learning, experience, firm-specific knowledge or, trained
proficiency in a skill”. Dierickx and Cool (1989) argue that the inimitability of a resource is
linked to the characteristics of the resource accumulation process. For example,
organisational culture is such a unique IR that can be difficult for competitors to
replicate since it possesses the conditions of asset specificity and time compression
diseconomies (Dierickx and Cool, 1989; Lockett et al, 2009). Corporate reputation as an IR
involving an external overall evaluation of firms’ actions and past performance in creating
stakeholder value (Dowling, 2016) can be accrued in the minds of stakeholders over time.
Research (i.e. Wei et al, 2017; Raithel and Schwaiger, 2015) found that because of its unique
and complex nature, favourable corporate reputation was linked to firm performance and
helped firms sustain competitive advantage in the markets. Similarly, sophisticated in-secret
technology for the manufacturing firms (or service know-how for the services firms)
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EJMBE may also become a socially complex and causally ambiguous resource over time.
26,2 A similar and good example to the creation of competitive advantage through this kind of
an in-secret technology ownership is “the cross-docking system of retail giant Wal-Mart”
(Galbreath, 2004, p. 121). In the early years of Wal-Mart, whilst supply chain software of the
firm contained commodity-type of information technologies that can be obtained easily in
the factor markets, the system underwent such a complex customisation over years that
256 none of the competitors could afford to imitate it. In a more recent study, Arend et al. (2014)
who point knowledge as the most strategically important firm resource found that socially
complex embedded internal knowledge were significantly correlated on firms’ survival,
return on asset (ROA), and Tobin’s ¢ of firms.

Interconnectedness which was discussed by Dierickx and Cool (1989) refers to “the value
of a resource being inexplicably linked to the presence of another complementary or
co-specialised resource” (Bharadwaj, 2000, p. 171). Lockett et al (2009) explain resource
interconnectedness as the link between the existing stock of resources and the cost of
adding an increment of another resource to the firm’s stock. The closer and more
complicated the link, the more difficult for rivals to understand the process and to imitate
the competitive resource. A manufacturer which lowers its new product development costs
via feedback benefits derived from the same firm’s customer service department can be a
good example for value creating and imitation preventing resource interconnectedness
(Dierickx and Cool, 1989).

Consequently, given their unique nature that stems from social complexity, causal
ambiguity, path-dependency, historical uniqueness, and asset specificity, IRs that offer
economic benefits to firms which cannot be easily acquired and replicated should have a
higher impact on firm success than tangible assets. Therefore, this study offers the
following hypothesis:

HI. IRs will make a larger contribution to firm performance than that of TRs.

2.2 Capabilities as the dynamic enabling mechanisms

The dynamic capabilities (DCs) perspective posits that the organisations must integrate and
reconfigure their resources and capabilities to renew or alter their resource mix to be able to cope
with environmental changes (Teece, 2007; Helfat and Peteraf, 2015). Several empirical studies
identified specific examples of DC such as customer relationship (Chari and David, 2012), supply
chain management (SCM) (Barney, 2012), client-specific capabilities (Weigelt, 2013), managerial
ability (Helfat and Peteraf, 2015) and geographical and network ties (Ozer and Zhang, 2015).
Although different researchers identified different types of capabilities, the most common point
that can be inferred from these identifications is that DCs are managerial and organisational
processes and their basic role is “to assess the firm's extant resource base and transform it to
create a new configuration of resources that can sustain competitive advantage” (Ambrosini and
Bowman, 2009, p. 32).

Compared to TR and IR, capabilities certainly remained the most amorphous and
complicated to define among the constructs that constitute the RBV (Galbreath, 2004;
Di Stefano et al., 2014). However, despite this complexity, the RBV scholars have had a
common point that human capital (Coff and Kryscynski, 2011; Ployhart and Moliterno, 2011,
Kor and Mesko, 2013; Chatterji and Patro, 2014), networking capabilities (Acquaah, 2012;
Weigelt, 2013; Ozer and Zhang, 2015) and business processes (Ray et al, 2004, 2013;
Hult et al, 2007, Barney, 2012; Weigelt, 2013) were the most influential as well as vital
capabilities on the way of creating performance through building, coordinating, integrating
and reconfiguring organisational resource bases and competencies of firms (Teece, 2007).

2.2.1 Human capital. Ployhart and Moliterno (2011) define human capital as a “unit-level
capability that is created from the emergence of individuals’ knowledge, skills, abilities, and
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other characteristics” (p. 127). Human capital that comprises the skills, expertise, creativity, ~ Contribution
innovative thinking, pro-activity, collective learning, and know-how of employees and  of TR and IR
managers was considered among the most important determinants of firm success by the

RBYV scholars (Coff and Kryscynski, 2011; Chatterji and Patro, 2014). Teece (2007) suggests

that a change in the configuration of resource base can only be achieved through

market-oriented and timely strategic managerial decisions that continuously scan the

capabilities landscape and environmental changes. Hall (1992) considers skills and 257
know-how of employees as the main driver of a firm’s performance since all decisions
regarding how, where and when a firm will deploy its resources are made by employees.
Chatterji and Patro (2014) explained the role of strategic decisions of managers and talented
employees with creative and innovative skills on the way of creating firm performance
through Google and Facebook cases in the context of DC framework. In a recent study,
Sanchez et al. (2015) found that strategic human resource practices influence employee
behaviour and generate positive effects in firm performance. Therefore, human capital as a
DC is held to be among the most important sources of firm performance.

2.2.2 Networking capabilities. Networking capabilities that refer to the ability to build
and maintain relationships external to the firm was linked to the generation of firm
performance (Acquaah, 2012; Weigelt, 2013; Ozer and Zhang, 2015). Ozer and Zhang’s (2015)
research which examined the effects of multiplex network ties such as buyer-supplier
equity, network structure and industry clusters as capabilities on innovation performance
found a rigorous relationship. Similarly, Acquaah’s (2012) study found that the firms which
can use social networking relations and firm-specific managerial experience effectively
yielded much better performance compared to other firms.

Networking capabilities provide immense benefits to the firms such as transfer of
specialised knowledge (know-how), promoting customer and brand loyalty, reaching to scarce
resources and closed markets, and boosting the learning ability of the firm (Weigelt, 2013;
Ozer and Zhang, 2015). Moreover, especially in emerging markets where government,
bureaucracy and local authorities are too much involved in business, it is very difficult for
firms to reach scarce raw materials offered by local suppliers or state-owned enterprises, to
gain access to distribution and communication channels controlled by local authorities, and to
obtain licences issued by home governments without establishing good relations with
politicians (Cavusgil et al, 2013). In fact, networking relations may not be limited to
government and bureaucracy. Emerging markets are called network societies where
trust-based relations and longstanding connections are highly valued and social and business
environment is highly affected from these relationships as a consequence of the dominant
collectivist culture in these countries (Cavusgil et al, 2013).

Therefore, well-established relations with suppliers, distributors and customers can provide
superior advantages to firms. For example, the long-term and trust-based relationships
between Ulker, the Turkish confectionery manufacturer and the owner of Godiva and United
Biscuits UK, and local distributors and suppliers led to competitive advantage by enabling the
firm to penetrate the African, East European and Middle Eastern markets better than its
multi-national rivals such as Nestl¢, Kraft's Cadbury and Milka from developed countries.
As suggested by Dierickx and Cool (1989), relationships represent a capability which is built
through historical and path-dependent trajectories, different to be observed by rivals, and
cannot simply be traded on open. Hence, these idiosyncrasies create a formidable barrier for
replication and make networking capabilities essential to a firm’s success.

2.2.3 Business processes. Business processes are described as “the actions that firms
engage in to accomplish some business purpose or objective” (Ray et al, 2004, p. 24).
Business processes provide essential infrastructural support for functional integration and
maintain effective information flows that are associated directly with overall firm performance.
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EJMBE For example, sophisticated in-house developed or purchased software such as intranet or
26,2 electronic data interchange (EDI) enabled many banks to make fast and effective decisions and
increased their customer services quality substantially by combining customer intelligence,
credit, risk and funding management functions. Moreover, business processes can help firms to
reveal, share and transfer tacit and embedded knowledge in the organisation through IT-based
knowledge management initiatives. Many firms (e.g. Lilly and Estée Lauder) established
258 “I have an idea” type digital platforms, which brought all internal and external parties from all
over the world together via an on-line informal network to share their ideas with respect to new
product and services along with the suggestions for the operational effectiveness of the firm.
As a consequence, many helpful and innovative ideas emerged from those applications.

As another business process, an effective supply chain system enables a firm to
transmit its raw materials, finished goods and services in a seamless way (Hult et al., 2007;
Barney, 2012). As a consequence, the firms find substantial improvements in production
costs and order fulfilment cycling times (the length of time between taking an order and
delivery of the needed product to the customer) that are directly linked to firm
performance (Ray et al,, 2004; Hult et al., 2007). Estée Lauder’s Global Supply Chain system
LEAN can be a good example to illustrate how an ERP can provide operational excellence
and continuous improvement in different processes of a firm. A similar application which
combines all work processes and a system for managing the creation, review, approval,
distribution and storage of technical specifications needed to run a consumer packaged
goods company is used by P&G under the agreement MatrixOne.

Barney (2012, p. 4) states that “home grown purchasing and supply chain management
capabilities are likely to be sources of advantage”. In the early years of Wal-Mart, whilst
supply chain system of the firm contained commodity-type of information technologies
that can be obtained easily in the factor markets, the system underwent such a complex
customisation over years that none of the competitors could afford to imitate it. Given their
aforementioned roles and features, business processes are also likely to be among the most
critically important sources of firm performance. Thus, based on the previous literature that
was examined so far, the following hypotheses are offered.

In respect to the H2, TRs are described as observable, easy to acquire, and easy to
replicate and do not possess the VRIN criteria to be termed as strategic resources. However,
capabilities are argued to be tacit in nature, causally ambiguous and very difficult to
duplicate (Barney, 1991; Galbreath, 2004). Besides, prior RBV research (Galbreath and
Galvin, 2008; Schriber, 2015) suggests that the impact of capabilities on performance is
greater than TRs, therefore:

H2. Capabilities will make a larger contribution to firm performance than that of TRs.

Capabilities are consider as a “superior” resource because of “their capacity to deploy resources,
usually in combination, using organisational processes, to effect a desired end” (Fainshmidt
et al, 2016, p. 1348). Namely, they characterise the dynamic, non-finite mechanisms enabling
the firm to acquire, develop and deploy all resources (including intangible ones) to create
organisational performance and sustain competitive advantage (Dierickx and Cool, 1989,
Helfat and Peteraf, 2015). Besides, IRs have been described as resources that are created as a
result or outcome of capabilities (Galbreath and Galvin, 2008; Helfat and Martin, 2015;
Fainshmidt ef al, 2016). For example, unique brands and a favourable corporate reputation are
the results of the prior actions of the firm’s managerial capabilities that comprise “managerial
intentionality, deliberation, decision making, and action skills” (Helfat and Martin, 2015,
p. 1285). Similarly, new products, trademarks, patents and copyrights are the results of the
knowledge management and processing capabilities of the firms’ (Monteiro and Birkinshaw,
2016; Yayavaram and Chen, 2015). The DC view argues that “capabilities comprise more
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metaphysical strategic insights, possess the highest levels of causal ambiguity and complex  Contribution
capacities that are more difficult to observe and decode” (Fainshmidt ef al 2016, p. 1354).  of TR and IR
These features make capabilities more resistant to competitor duplication than IRs. Therefore it

is hypothesised that:

H3. Capabilities will make a larger contribution to firm performance than that of IRs.

Hypotheses that have been posited so far, mainly explored distinct associations between 259
capabilities and TR and IR (Galbreath, 2004). But, capabilities are predominantly viewed as
the most important skills that underpin the development and deployment of both TR and IR
in resource-based theory (Ambrosini and Bowman, 2009; Molloy and Barney, 2015).
Based on this view, it is hypothesised that:

H4. Capabilities will make a larger contribution to firm performance than the combined
contributions of TR and IR.

3. Methods

3.1 Sample and informant selection

The sample was selected from the database of Istanbul Chamber of Industry (ISO) that
announced the largest 1,000 firms of Turkey (ISO-1000) from different sectors annually
(ISO-1000 Database, 2016). The sample designed for multiple research purposes was the best
available and relevant sample that could be found in the country. Therefore, the largest 1,000
firms of 2015 were chosen and the valid names and e-mails of senior-level executives of the
companies were obtained for this study. The CEO or an equivalent top manager who deal with
strategy issues and have adequate knowledge to assess the firm’s resource base and authority
to answer the questions is chosen as the key informant (Hall, 1992; Galbreath and Galvin, 2006,
2008). Because the unit of analysis in this study was at the firm level, a single informant was
used and the questionnaire was mailed to only one executive from each firm.

3.2 Administration of survey

A cross-sectional survey research design was used in the study. The measurement
instrument was pre-tested by administrating a pilot study in order to assess the wording
and construct reliability and validity (Saunders ef al, 2007). The pilot study was conducted
on a sample of 42 MBA students in a foundation university in Istanbul. The participants
were middle- and lower-level managers who had sufficient knowledge about the objectives
of the research. The questionnaire included some space at the end of the last section for the
feedback of the respondents about how the measurement instrument could be improved.
No difficulty to understand the questionnaire was observed. After the pilot study,
the questionnaires were sent to the e-mail addresses of the top level executives as a web-link
with a covering letter that assures the privacy and confidentiality of respondents.
Three weeks after the initial mailing, a reminder follow-up e-mail was also sent to be able to
increase the response rate of the study (Saunders et al, 2007). A total of 243 useable
questionnaires were obtained, yielding a response rate of 24.3 per cent. The details about the
composition of the sample are provided below.

3.2.1 Firm size and age. Whilst the number of full-time employees ranged from 53 to
29.372, the number of years in business ranged from 4 to 93. The details regarding means
and standard deviations were shown in Table L

3.2.2 Primary business activity. Primary business activities of the participant firms were
automotive, computer and software, textile and apparels, retail, tourism, banking and finance,
drugs, oil and petrochemicals, construction, logistics and transportation, telecommunications,
and food. The percentage of firms in each sector was depicted in Table IL
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3.2.3 Non-response bias. Non-response bias which occurs when respondents differ from

26,2 non-respondents in the sample can be considered as a common problem in surveys
(Saunders et al., 2007). In order to test representation capability of the respondents for the
broader population, the means of early (131 responses — 54 per cent of the sample) and late
respondents (112 responses — 46 per cet of the sample) on two-key demographic variables
were compared statistically via independent samples #-test (Saunders et al., 2007). As it was

260 presented in Table II, the comparison of early and late respondents did not reveal a
significant difference on firm size (t=-2.386, p =0.354) and age (t=2.792, p=0.193).
Hence, non-response bias was not considered as a serious issue in the study and the
respondents appeared to be representative of the broader population (Table III).

3.3 Measurement instrument
The modified version of Galbreath and Galvin’s (2008) resource-performance questionnaire
which was mainly developed based on the studies of Carmeli and Tishler (2004), Fahy (2002),
Spanos and Lioukas (2001) and Hall (1992) was employed in this study. The questionnaire
included a total number of 45 questions: 27 questions to measure the effects of resources
including both tangibles and intangibles, and capabilities, 12 questions to control the effects of
industry structure factors, three questions to measure market and financial performance, and
two questions for the demographics (age and size). And the last question aimed to categorise
the primary business activity of the firms. The items of the questionnaire were mentioned
below and presented in Table IV.

n Mean SD Min. Max.

Table 1. Firm size 243 431.63 543.26 53 29.372

Firm size and age Firm age 243 34.57 31.25 4 93
Business activity Frequency Percentage
Automotive 24 99
Banking and finance 21 86
Computer and software 8 32
Construction 19 7.8
Drugs 10 41
Food 18 74
Logistics and transportation 11 45
Oil and petrochemicals 15 6.2
Retail 27 11.2
Telecommunications 4 17
Textile and apparels 35 14.5

Table II. Tourism 13 53

Business activities Other 38 15.6

of the firms Total 243 100.0

t df Sig. (2-tailed) Mean difference

Table III. Firm size —2.386 237 0.354 -12.78

Non-response bias Firm age 2.792 241 0.193 348
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Items of the scale
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EJMBE 3.3.1 TRs. TRs were measured by the items such as cash earned from operations, financial
26,2 investments (e.g. stocks, bonds, equity positions in other companies), land, raw materials
(in stock), physical structures and raised capital.

3.3.2 IRs. IR items include company reputation, organisational culture, customer service
reputation, legally protected copyrights, designs and patents, human resource management
policies, organisation structure, product/service reputation, and trademarks.

262 3.3.3 Capabilities. Capability items that include human capital (skills of both managers
and employees), networking abilities (relationships that were established and maintained with
external constituents) and business processes such as IT systems, ERP, supply chain, and
logistics systems, knowledge sharing through collaborative platforms, and social software.

3.3.4 Performance items. Firm performance items were adapted from the scale of Spanos
and Lioukas (2001) that includes market share, sales growth and profitability items. Hence, this
study treats firm performance as a multi-dimensional rather than a single construct.
Respondents were asked to indicate their firms’ performance compared to competitors for the
previous three-year period (2010-2012) in order to “proximate a notion of sustained
performance and to mitigate against temporal fluctuations” (Galbreath and Galvin, 2008,
p. 113). This study employs perceived measures to assess performance which means that
subjective measures were used instead of objective measures. Perception-based performance
measurement is common in strategy research (i.e. Galbreath and Galvin, 2008; Fonti et al, 2017;
Quigley et al, 2017). Several researchers (i.e. Venkatraman and Ramanujam, 1986; Spanos and
Lioukas, 2001; Bauer and Matzler, 2014) suggest that even if information is obtained by
subjective measures in a sample survey research, the results are often very accurate since the
measurement instrument is specifically designed to address the research questions.

However, the common use of subjective measures does not support the idea that subjective
measures are more reliable than objective measures (Dess and Robinson, 1984; Venkatraman
and Ramanujam, 1987; Bauer and Matzler, 2014). Besides, subjective measures should not be
deemed as convenient substitutes for objective measures of a firm’s financial performance.
Dess and Robinson (1984) found a strong correlation between objective and subjective measures
of performance indicators such as ROA and sales growth. They suggest that “where accurate
objective measures of performance are available, their use is strongly supported and
encouraged, however, if the accurate objective measures are unavailable, then subjective
perceptual measures especially, from top management teams, can be considered” (p. 270).

In Turkey, only the firms that were quoted to Istanbul Stock Exchange (BIST-100) have
the responsibility of disclosing their financial information to public, periodically. But, since
the sample of this study was composed of the privately owned firms and most of the firms
did not have the liability and willingness to reveal their financial figures, unavailability of
objective performance measures created a necessity for the researcher to use the subjective
perceptual measures in the study.

3.3.5 Control variables. Firm age and size were controlled. Given that the specific nature
of this study focusses on a wide range of industries, to remove whatever affect it might have
on firm performance, industry effects were also systematically controlled by choosing
Porter’s (1980) five forces industry structure factors. Whilst a couple of demographics
questions were used to control age and size effects, industry effects were controlled by the
items that were derived and adapted from the Porter’s (1980) five forces framework.

3.3.6 Scale. A standard Likert-type scale was used to measure various resource and
performance constructs.

3.4 Reliability and validity tests
Cronbach’s a coefficients were calculated to test the reliability of the constructs.
The constructs that had a values equal to and above 0.70 were accepted as reliable
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constructs (Hair et al, 2009). In order to meet the minimum coefficient threshold and gain ~ Contribution
highest possible reliability, two items were dropped. Whilst “the legally-protected designs”  of TR and IR
item was eliminated from the IRs construct, “the fixed cost structure required to compete”

was dropped from the control variable construct. Table V shows each construct and its

Cronbach’s a value.

Factor analysis, as a common method, was used to examine construct validity.

Factor analysis yielding five factors revealed that all items exceeded the cut-off point 0.50 263
(Hair et al, 2009). Whilst the whole scale indicated a Cronbach’s « reliability value of 0.839,
Cronbach’s a values of the constructs’ scales were also fairly high: dependent
variable — firm performance (0.862), TRs (0.813), capabilities (0.804), IRs (0.749), and
control variable — industry structure factors (0.738). The result of the factor analysis is
depicted in Table VL.

34.1 Correlations between key measures. Highly correlated independent variables can
predict each other and may cause problems with multicollinearity which influence the
accuracy of the regression analysis negatively (Hair ef al., 2009). Although some significant
inter-correlations between the independent variables were observed (Table VII), none of the
correlation coefficient was above the level considered to be serious, which is generally
accepted as 0.80 or higher (Hair et al, 2009). Accordingly, moderate levels of correlations
among the independent variables do not seem to create multicollinearity problem.

3.5 The methodology

The data were analysed by the computer software “Statistical Package for the Social
Science” (IBM — SPSS®) version 22.0. Apart from the results of the correlation matrix,
variance inflation factor (VIF) scores were also calculated for checking the
multicollinearity problem. The VIF scores were below the score recommended as
problematic, which is 5 (Hair ef al., 2013). Furthermore, the results of Kolmogorov-Smirnov
test proved that the data were normally distributed. In order to test the established
hypotheses, hierarchical regression analysis was used. In hierarchical regression method,
each set of independent variables is entered into separate blocks for analysis and the
incremental changes of the R statistics are calculated. Hence, the explanatory power or in
other words, the unique contribution of each independent variable in explaining
dependent variable is explored (Hair et al, 2013).

4. Results

The control variables, industry structure factors and firm-level variables (TR and IR, and
capabilities) were entered into regression analysis, respectively, and the contribution of each
independent variable was calculated. The abbreviations of the variables are given below:

« AGE is the firm age;
« SIZE the firm size;
« IND the industry structure factors;

Construct Initial items Final items Cronbach’s a

Tangible resources 7 7 0.813

Intangible resources 13 12 0.749

Capabilities 7 7 0.804

Industry control variable 12 11 0.738 Table V.
Firm performance (dependent variable) 3 3 0.862 Reliability coefficients
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Q4. Physical equipment and other physical assets... 0.787
Q11. Cash (on hand/at bank) earned from... 0.754
Q9. Raised financial capital... 0.739
Q16. Buildings and other physical structures... 0.715
Q13. Raw material (in stock)... 0.686
264 Q23. Financial investments. .. 0613
Q21. Land, including its location... 0.598
Q7. Legally protected trademarks... 0.802
QL. Contracts and partnerships... 0.792
Q14. Brand name reputation... 0.755
Q18. Company reputation... 0.734
Q3. The operating and reporting structure... 0.721
Q8. The shared values, beliefs, attitudes and... 0.714
Q26. Product/service reputation. .. 0.706
Q10. Customer service reputation... 0.699
Q20. Legally protected patents... 0.683
Q12. Employee recruitment, compensation. .. 0.659
Q2. Proprietary/held-in-secret technology... 0.639
Q24. Legally protected copyrights... 0.632
Q19. Knowledge management and sharing skills... 0.816
Q15. The overall skills, creativity, innovativeness... 0.785
Q6. The skills, expertise and decision making... 0.749
Q25. ERP, supply chain, and logistics systems... 0.676
Q17. Relationships that employees and managers... 0.623
Q27. Operational processes that support... 0.592
Q22. Organisational routines... 0.583
Q29. Overall market growth in our industry... 0.838
Q35. The degree to which competitors offer. .. 0.798
Q30. The number of competitors vying for... 0.763
Q34. The extent to which price competition is used... 0.737
Q37. Industry threatened by substitute products... 0.726
Q32. The intensity with which competitors jockey... 0.719
Q28. Competitors are roughly equal in size and... 0.693
Q33. Only a few competitors dominate the market... 0.663
Q38. What level of bargaining power on suppliers... 0.645
Q36. How easy is it for new firms to enter and... 0.614
Q39. What level of bargaining power on customers 0.608
Q41. Market share... 0.813
Q42. Profitability... 0.796
Q40. Sales turnover growth... 0.779

F1: TR F2:IR F3:CAP F4:Ind. CONT F5: PER

Notes: Overall reliability of the scale (@ = 0.839). Factor’s Cronbach’s a reliability coefficient a = 0.813, 0.749,

Table VL. 0.804, 0.738, 0.862. Kaiser-Meyer-Olkin sampling adequacy: 0.9476**. Barttlet's test of approx. 5* sphercity:
Factor analysis 16,435.0°%, *#p < 0.01

« TR the tangible resources;
« IR the intangible resources; and
« CAP the capabilities.

41 HI

Model 1 shows the separate effects of control variables (age, size and industry factors) along
with the TRs and their explanatory power in firm performance (see Table VIII). Namely,
without other variables, age, size, industry factors and TR explained 12.6 per cent
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Variab] M D 1 9 3 A 5 6 , . o Contribution
ariaples ean Of TR and IR

Control
Firm size 43163 543.26 1.00
Firm age 3457 3125 0.002 1.00

Industry

factors 3267 1236 -0.007 -0.112 1.00 265
Independent

Tangible

resources 1497 09476 0.176*  0.182*% —0.097** 1.00

Intangible

resources 2778 07883 0.089* 0073 -0.046  0.214** 1.00

Capabilities 3582 05364 0.210%* 0147 0.003 0.186** 0.265%* 1.00

Dependent

Sales

turnover 5167 1569  0.069 0002 0054 0003 0.099%* 0.281** 1.00

Market

share 4872 1395  0.008 0056 —0.083** 0.110%* 0.164** 0.376%* 0.393** 1.00

Profitability 5329 1482  0.095% 0.143* 0.032 0.197% 0.239%* 0.388** 0.402** 0436** 1.00 Table VIL

Notes: *p < 0.05; **p < 0.01 Correlation analysis

((R2 =126); (F=2.345, p <0.05)) of sales turnover, 89 per cent ((R2 =0.089); (F=1438,
»<001) of market share and 139 per cent (R®=0.139); (F=2998, p < 0.001))
of profitability.

Having entered the IRs variable to model 2, the variations in sales turnover, market share
and profitability increased to 15.7 per cent (R = 0.157); (F = 2.761, p < 0.05)), 10.4 per cent
(R*=0.104); (F=1.663, p <0.05)) and 18.1 per cent ((R*=0.181); (F=23586, p < 0.01)),
respectively. Thus, entrance of the IR variable provided an additional and significant
explanation power 3.1 per cent (AR%=0.031) for sales turnover, 1.5 per cent (AR*=0.015)
for market share and 4.2 per cent (AR? = 0.042) for profitability in model 2.

IRs make a unique, individual contribution to firm performance after accounting for the
effects of TRs and the control variables (see Table VIII). Across all three performance
measures, the IR g coefficients are the largest and significant compared to the TR
B coefficients.

Sales turnover; TR (f=0.194, t =2.745, p < 0.001); IR (8= 0.236, t = 2.988, p < 0.001).

Market share; TR (f=0.078, t =1.367, p < 0.01); IR (3=0.122, =2.174, p < 0.01).

Profitability; TR (= 0.379, = 3.055, p < 0.001); IR (8=0.475, £ =3.269, p < 0.001).

Given the analysis results, IRs are positively associated with all performance measures
and make a larger contribution to firm performance than TR. Thus, HI is supported.

42 H2

Having entered the capabilities variable (CAP) to model 2, significant changes in R%s were
observed across all dependent variables (see Table VIII). The variations in sales turnover,
market share and profitability increased to 14.9 per cent (R% = 0.149); (F = 2.598, p < 0.05)),
11.8 per cent (RZ=0.118); (F=1.742, p < 0.01)) and 21.4 per cent ((R*= 0.214); (F=4.136,
b < 0.01)), respectively. Entrance of the CAP variable provided an additional and significant
explanation power 2.3 per cent (AR? = 0.023) for sales turnover, 2.9 per cent (AR® = 0.029)
for market share and 7.5 per cent (AR% = 0.075) for profitability in model 2. Therefore, CAP
account for significant additional exploratory power to the prediction of the dependent
variables after simultaneously accounting for the effects of TR and the control variables.
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Table VIIL.
Statistics of
hypotheses

Sales turnover Market share Profitability
Variables B t p t B t
Hi
Constant - 6,548+ - 6933 - 7425%%
AGE 0.023 0.398 —-0.044 -0.359 -0127 —0.446
SIZE 0.019 0.736 0.009 0547 0.016 0.697
IND 0.073 1.263%* 0.139 1.941%% -0.008 -1.897
TR 0.194 2.745% ¥ 0.078 1.367%* 0.379 3.055%
IR 0.236 2,088k 0.122 2.174%% 0475 3.269%%
Model 1 (w/out IR)
R 0.126 0.089 0.139
F 2.345% 1438+ 2,998
Model 2 (with IR)
R 4 0157 0104 0181
AR? (change in R?) 0.031 0.015 0.042
F 2.761% 1.663* 3586+
H2
Constant - 6,239 - 6.128% - 7.298%*
AGE 0.019 0.364 —0.062 -0.386 —-0.045 -0.239
SIZE 0.004 0.547 0.052 0.603 0013 0.655
IND 0.056 1.092%% 0.116 1.897* -0.014 -1.933
TR 0.178 2431 0.063 1.184%% 0.204 2446
CAP 0.304 3247 0.156 2.105%* 0.498 3507
Model 1 (w/out CAP)
R 0.126 0.089 0.139
F 2.345% 1.438%* 2,998
Model 2 (with CAP)
R? 0.149 0.118 0.214
AR? (change in B?) 0.023 0.029 0.075
F 2,598 1.742%% 4.136%*
H3
Constant - 6.933#* - 7,632 - 8,038
AGE 0.006 0.286 0.002 0.252 0.003 0.206
SIZE 0.013 0.654 0.052 0.495 -0.013 —0.449
IND 0.064 1.21 3%k 0.103 1.619%* 0.028 1553
IR 0.276 3.134* 0.147 2.336%* 0.287 2.165%*
CAP 239 3,002+ 0.135 2228+ 0.363 3.198%*
Model 1 (w/out CAP)
R 0.151 0.103 0.176
F 2767 1.665%* 3459
Model 2 (with CAP)
R 0.165 0.124 0.203
AR? (change in B?) 0.014 0.021 0.027
F 2,087 1.865%* 3631
H4
Constant - 5196+ - 4 875 - 5,683
AGE 0.005 0411 —0.006 -0.312 —0.004 -0.373
SIZE 0.017 0.623 0.003 0431 0.008 0.505
IND —-0.029 —1.784%% —-0.054 —1.863%* —0.011 —1442
TR 0.126 1.532% 0.056 1418%* 0.109 1.769%
IR 0.143 1.878%* 0.152 1.965%* 0.262 QAT
CAP 0.129 1.645%* 0.121 1.629%* 0.311 2.8817%*
(continued)
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Sales turnover Market share Profitability
Variables B ¢ p ¢ B t of TR and IR
Model 1 (w/out CAP)
R 0.157 0.104 0.181
F 2.761* 1.663* 3,586
Model 2 (with CAP)
R 0.166 0116 0.209 267
AR? (change in B2 0.009 0.012 0.028
F 2330 2,017+ 2.8847%
Notes: *p < 0.05; #p < 0.01; #%p < 0.001 Table VIIL

CAP have the largest f coefficients of any of the independent variables in the regression
model (see Table VIII). In H2, CAP have a larger $ coefficient across all of the performance
measures, than TR as shown below.
Sales turnover; TR (f=0.178, t =2.431, p < 0.01); CAP (p=0.304, t =3.247, p < 0.01).
Market share; TR (=0.063, t=1.184, p < 0.01); CAP (5 =0.156, t =2.105, p < 0.01).
Profitability; TR (= 0.204, t =2.446, p < 0.01); CAP (f=0.498, =3.507, p < 0.01).
These results suggest that CAP are positively associated with all performance measures
and more important to explaining firm performance than TR. Therefore, the findings of the
analysis offer support for H2.

4.3 H3

The addition of CAP to model 2 that includes control variables along with IR results
significant changes in R% across all performance measures (see Table VIII). The variations
in sales turnover, market share and profitability increased to 16.5 per cent ((R% = 0.165);
(F=2.087, p <0.01)), 124 per cent (RZ=0.124); (F=1.865, p < 0.01)) and 20.3 per cent
(R=0.203); (F=3631, p<0001)), respectively. Entrance of the CAP provided an
additional and significant explanation power 1.4 per cent (AR =0.014) for sales turnover,
2.1 per cent (AR® = 0.021) for market share and 2.7 per cent (AR? = 0.027) for profitability in
the regression model. Thus, CAP account for significant additional exploratory power to the
prediction of the dependent variables after simultaneously accounting for the effects of IR
and the control variables.

With regard to the unique, individual contribution of CAP to explain performance relative
to the other independent variables, the results were mixed (see Table VIII). For sales turnover,
the f coefficient for CAP was f=0.239 ({=3.002, p <0.05) which was smaller than IR
coefficient of f#=10.276 (f=3.134, p < 0.05). Similarly, for market share, the § coefficient for
CAP was = 0.135 (t=1.184, p < 0.01) which was also smaller than IR coefficient of = 0.147
(t=2336, p <0.01). For profitability, the g coefficient for CAP was f=0.363 (t=23.198,
b < 0.01) compared to IR coefficient of g = 0.287 (f = 2.165, p < 0.01). Given these results, CAP
make larger contributions in only one of the three dependent variables that is profitability.
Thus, the findings of the analysis offer only partial support for HS3.

4.4 H4

The addition of CAP to the model including the control variables along with the combined
contributions of TR and IR results significant RZ change only for profitability (see Table VIII).
Whilst entrance of the CAP increased explanation power of the model significantly from
R?=0181 to R?=0.209 ((AR*=0.028); (F=02.884, p<0.01)) for profitability,
R® changes in sales turnover and market share were non-significant. Hence, in only
profitability do CAP account for significant additional explanatory power to the prediction
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26,2 with the control variables.

With regard to the unique, individual contribution of CAP to explain performance
relative to TR and IR, the results were weak (see Table VII). For sales turnover,
the g coefficient for CAP was f=0.129 (t=1.645, p <0.01) which was smaller than IR
coefficient of =0.143 (t=1.878, p <0.01) and slightly larger than TR coefficient of

268 p=0.126 (t=1.532, p < 0.05). For market share, the g coefficient for CAP was f=0.121
(t=1.629, p < 0.01) which was again smaller than IR coefficient of f#=0.152 ({=1.965,
p<0.01) but larger than TR coefficient of f=0.056 (t=1418, p <0.01). For only
profitability, the 8 coefficient for CAP was = 0.311 (t =2.881, p < 0.01) larger compared to
$=0.109 (t=1.769, p < 0.05) of TR and p=0.262 (t=2477, p < 0.01) of IR.

Given these results, CAP make larger contributions in only one of the three dependent
variables that is profitability. Thus, the findings of the analysis do not offer support for H4.

Based on the results of the statistical analysis, only two hypotheses that posited the
larger contributions of IRs (H1) and capabilities (F2) on firm performance compared to TRs
were fully accepted. Whilst the data that were analysed offered only a partial support for H3
that posited a larger contribution of capabilities on firm performance compared to IRs,
H4 suggesting a larger contribution of capabilities compared to the combined contribution
of TR and IR was rejected. A summary of the findings was presented in Table IX.

5. Discussion and managerial implications

The analysis revealed some noteworthy results. In testing the H1, although the relative
contribution of IRs was significantly higher than TRs, the difference was not considerable
and TRs were still significantly associated with all performance measures (especially with
sales turnover) and offered unique contributions to firm performance. Moreover, the
additional explanatory power of IRs on performance measures was significant but limited.
These results show that against the dominant effect of IRs on performance, TRs still have a
non-negligible impact in contributing firm performance within the context of Turkish
business environment.

5.1 Unexpected TR effects

The reason for this unexpected TR effect on performance may be linked to the previous
competitive strategy choices of the Turkish firms in global markets. With the support of low
labour cost, most of the Turkish firms preferred adopting a low-cost strategy and investing
on TRs that enable the firms achieve high amount of production. A low-cost strategy relies
“heavily on the ability to improve the manufacturing efficiencies in the firm’s value chain”
(Spanos et al., 2001, p. 643). Although manufacturing efficiency can be increased through IRs
such as just-in-time and LEAN manufacturing software, relative effects of the TRs such as
low-cost raw material and labour, modern machinery and equipment, and physical

Hypotheses Findings

H1I: intangible resources will make a larger contribution to firm performance than that of Supported
tangible resources

H2: capabilities will make a larger contribution to firm performance than that of tangible Supported
resources

H3: capabilities will make a larger contribution to firm performance than that of Partially supported
intangible resources
Table IX. H4: capabilities will make a larger contribution to firm performance than the combined Not supported

Summary of results contributions of tangible and intangible resources
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buildings and manufacturing plants are greater (Grimpe and Hussinger, 2014). Another ~ Contribution
factor that can explain the finding of strong TR effect on firm performance is that untilearly  of TR and IR
2000s, the Turkish trade and commercial laws did not have deterrent penalties against the

firms violating intellectual property rights in the country. Hence, this situation might also

direct Turkish firms to focus on just manufacturing at lower costs in order to sustain

competitive advantage rather than offering differentiated services and products to the

markets. Under these conditions, many Turkish firms developed a special expertise for 269
manufacturing imitated products (e.g. Lacoste, Louis Vuitton and Tommy Hilfiger).
Developed countries have a strong historical economic tradition based on free market
structure, liberalisation and legal protection for intellectual property which enabled the
firms of these countries make relatively more thorough strategic decisions in line with the
requirements of new economy where service sector has a high share and IRs are in the focal
concern. So, the discrepancies concerning the relative importance of TR vs IR and
capabilities on firm performance between the results of similar types of studies conducted in
Western countries (Spanos and Lioukas, 2001; Galbreath and Galvin, 2006; Weigelt, 2013)
can be explained in this manner and this study may be attributed to the remnants of the past
Turkish economic growth model and competitive strategy choices of the Turkish firms.

In H2, the capabilities did not only contribute firm performance significantly higher than
TRs, but they also accounted for the largest g values in the context of all hypotheses and
regression models. Moreover, apart from the profitability measure on which a considerable
contribution was achieved, capabilities provided significant but relatively limited
contribution to other performance measures. Therefore, evidence was found to suggest
that capabilities are among the most important determinants of a firm’s market and
particularly, financial performance.

A partial support was offered for H3 which examined the relative impact of capabilities
compared to IRs. One explanation for this partial support might rest with capability and IR
interconnectedness (Dierickx and Cool, 1989; Sirmon et al, 2011). For example, reputational
resources (e.g. corporate reputation, customer/product service reputation or brand name)
which are among the IR categories might be described as an outcome or the result of
previous successful marketing or communication activities of a firm’s managerial and/or
networking capabilities. In another example, IT systems or collaborative platforms which
are among the capability constructs might be described as the outcomes of the in-house
developed software that is an IR construct. Hence, when taken in the context of the broader
resources necessary to build a capability such as an IT system, its impact on firm
performance measures might not be as significant as found by past studies, many of which
isolate on an IT system as a stand-alone capability (Ray et al, 2004, 2013). Lastly,
the findings demonstrate that idiosyncratic stock of static resources and capabilities that
are dynamic in nature become complementary while they create performance and they are
likely to represent “the two sides of the same coin” (Wernerfelt, 1984).

The findings of the final H4 were inconclusive. Capabilities offered rather limited
additional explanatory power to the prediction of firm performance only with respect to
profitability against the combined effects of TR and IR. One possible explanation for the
rejection of (H4) is that the hypotheses of this study were too broadly stated and firm
performance was measured too narrowly. In reality, different resource categories and
different types of capabilities may have varying influence on firm performance. As an
example, the effects of human capital (which is a DC) may vary across different
manifestations of firm performance but human capital which consists a number of
human-related skills such as leadership and strategic decision-making abilities, employee
know-how, creative skills of managers and/or employees, etc. was considered as a general
capability construct. However, each skill that constitutes a whole capability construct can
have different indirect effects within the context of different performance constructs such as
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EJMBE number of new products and processes developed, new ideas generated, strategic

26,2 partnerships established that may be the predictors of market and financial performance
constructs used in this study. Although these skills, to some extent, may create performance
repercussions on the final performance constructs, their real performance effects might
largely remain on the mediating performance constructs.

270 5.2 Capabilities as determinants of performance

As an ultimate point, capabilities were found as the most important determinants of firm
performance in the Turkish business context. Our capability construct included three
sub-categories: human capital, networking capabilities and business processes. Although
those sub-category capabilities have generated a total impact on firm performance as a
general capability construct, their influence should be analysed separately.

Human capital can be seen as an important strategic initiative and enabler in the process of
performance creation in the Turkish business context. One explanation for the important
role of human capital might be related to the lack of high quality human resource and the
existence of inefficiency in working life in the country (World Economic Forum, 2013). Given
the conditions of incapability and inefficiency among workforce, more managerial supervision,
initiation, control and interaction is required. Furthermore, integration of highly dynamic
business environment with incapable workforce may complicate jobs of the managers and
compel them to be even more interactive and intervening in every business function of the
firms. Bearing in mind that, continuing immigration of skilled human capital from Turkey to
Western countries (World Economic Forum, 2013) may have worsened the situation and due to
the lack of necessary skilled human resource stock in the country, the qualified managers in
firms may have taken additional burdens on their shoulders that force them to be more
intervener and interactive in the process of firm performance creation. This position may
increase the need of highly skilled employees even more and hence, the participants may have
emphasised the vital importance of human capital for performance in the research. Thus,
acquiring, attracting, retaining and motivating human capital through effective HRM policies
such as developing a unique culture via shaping the spoken and unspoken norms and rules of
the firm that creates a working atmosphere and environment for maximum worker
productivity and performance should be management priorities.

With respect to networking capabilities, Turkey is a country where nepotism, friendship
and trust-based relationship can be seen in every part of life as well as business life
(Ozbilgin, 2011). Moreover, existence of poor institutional environment which leads to
corruption, high levels of bureaucracy and red tape that can result to inefficiencies may
compel firms to establish relations with politicians and bureaucrats. Therefore, given these
characteristics of the country, the firms in Turkey may have developed special networking
capabilities for relationship-based management. As a managerial implication, managers of
the firms in Turkey should spend much of their time on day-to-day operations and establish
relations with executives in governmental institutions. The development plans and
programmes of political parties should be followed by managers cautiously. As such, the
recent administrations which attempt to execute some economic activities with religious
references (e.g. 0 per cent interest in the economy, extreme limitation for the sales of
alcoholic beverages, utilisation of public services for some groups tendentiously) should be
considered for the efficacy of managerial planning and control.

Relating to business processes, rapid and discontinuous changes are common in Turkish
economy where political instability, financial volatility and discursive consumer shifts occur.
In this situation, business processes such as IT skills, ERP, EDI and SCM systems enable firms
to have sufficient intelligence pertaining to current and future customer needs, competitor
strategies and actions, channel requirements, and the broader business environment and
provide them agility to respond market demands quickly (Ray et al, 2004, 2013).
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Since the firms in Turkey operated in a harsh business environment, most of them  Contribution
survived by finding idiosyncratic solutions to the unpredicted and unexpected problems, of TR and IR
adopting new alternative strategies, or modifying the existing ones that increase the speed
and scope of their strategic manoeuvring actions. Hence, Turkish firms may have given
priority to invest in business processes to address their strategic flexibility requirements
and after a while they may have acquired special skills to be able to operate in unreliable
business environments. Given the hyper changing business conditions in the country, 271
managers of the firms should pay attention to establish early warning systems along with
rapid information and market intelligence providing mechanisms. In this sense, allocation of
resources in favour of business process development such as strengthening IT
infrastructure, SCM and logistics systems should be a concern for managers. However,
resource allocation and the optimal deployment of strategic resources is a key managerial
challenge and priority should be given to the most important ones.

6. Limitations and future research directions

Three limitations are highlighted in this study: first, the context-specific nature of firm-level
resources compelled the researcher to establish the hypotheses testing the relative
importance of resources on firm performance empirically in broad nature. Namely, only
general resource categories, TR and IR, and capabilities were used but sub-categories of
these resources were omitted. As a future research direction, a construct set that includes
a broader but not exhaustive number of resources and capabilities might be helpful for a
better investigation of resource and capability and performance relationship.

Second, in all research, objective performance measures should be used where possible
and available. However, given the limitation of obtaining the financial figures of the firms
investigated that were not offered to public, this research uses perception-based
performance measurement. Thus, it should be noted that performance evaluations of top
level managers might produce biased results.

Third, the cross-sectional nature of the study provides a snapshot about the issue for a
specific point in time but gives no indication of the sequence of events. Therefore,
the findings of this study are not guaranteed to be representative for the following years and
need validation and verification over time.

Fourth, limitation of this research is about what is captured and not captured with
respect to resource and capability effects. Some resources and/or capabilities may predict
each other and affect their power of impact on performance. So, whether some resources or
capabilities might be contributing to competitive advantage in some unique way as a mere
reflection of a resource (or a capability) that is necessary to maintain survival in the market,
or are an effect resulted from the resource-capability interaction is not known. Although
research findings provide valuable insights with respect to resource and capability
contribution to firm performance, the mechanisms (moderating and mediating effects)
between resource and capability interactions in performance creation are more than just
complex and need further investigation and also some degree of confirmation.
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