UNIVERSIDAD CATOLICA
SAN ANTONIO

FACULTAD DE CIENCIAS JURIDICAS Y DE LA
EMPRESA

Departamento de Ciencias Sociales, Juridicas y de la
Empresa

Intellect-Based, Intangible Sources of
German Small and Medium Sized Enterprises'
Success

— The Impact of Intellectual Capital on
Lasting Competitive Business Performance

Autor:
Sabrina Aschenbrenner, M.Sc., B.Sc. (hons.)

Directors:
Dra. M2 Mercedes Carmona-Martinez
Prof. Dr. Thomas Heupel

Cologne, July 2015






UNIVERSIDAD CATOLICA
SAN ANTONIO

FACULTAD DE CIENCIAS JURIDICAS Y DE LA
EMPRESA

Departamento de Ciencias Sociales, Juridicas y de la
Empresa

Intellect-Based, Intangible Sources of
German Small and Medium Sized Enterprises'
Success

— The Impact of Intellectual Capital on
Lasting Competitive Business Performance

Autor:
Sabrina Aschenbrenner, M.Sc., B.Sc. (hons.)

Directors:
Dra. M2 Mercedes Carmona-Martinez
Prof. Dr. Thomas Heupel

Cologne, July 2015






UNIVERSIDAD CATOLICA
SAN ANTONIO

AUTHORIZATION OF THE DIRECTOR OF THE THESIS
FOR SUBMISSION

Dra. M* Mercedes Carmona Martinez and Prof. Dr. Thomas Heupel
Directors® of the Doctoral Thesis “Intellect-based, intangible sources of German
small and medium sized enterprises' success — the impact of intellectual capital on

lasting competitive business performance” by Mrs. Sabrina Aschenbrenner in the

Departamento de Ciencias Sociales, Juridicas y de la Empresa, authorizes for

submission since it has the conditions necessary for his defense.

SIGN, TO COMPLY WITH THE ROYAL DECREES 99/2011, 1393/2007, 56/2005 Y

778/98, IN MURCIA, 19.07.2015.

Prof. Dr. Thémas Heupel

Dra. M* Mercedes Carmona Martinez

(Murcia, Spain, 19.07.2015) (Essen, Germany, 19.07.2015)






PREFACE

“It is not the tangible capital which determines the value of an enterprise
7’ 1

but the intangible that rules it
(Claude Honoré Desiré Dornier, 1884 - 1969)

Building on the aforementioned quote, one may wonder if the success of
German small and medium sized enterprises (SME) is also based on intangible
(re)sources which are mostly not accounted for on a company's balance sheet?
And if so, to what extent and which intangibles are particularly important for
German SME and their performance? It is the key objective of this dissertation to
discover answers to these questions. To do so, this doctoral thesis looks into the
soft issues which determine German SME' performance and which are difficult

for competitors to copy or even substitute because of their latent structure.

The idea to write this dissertation was born during my employment at the
Friedrich-Alexander-Universitat Erlangen-Niirnberg, Germany. I worked on a
project concerning the reporting of intellectual capital (IC) in German SME which
was financed by the BMWi (German Federal Ministry of Economics and
Technology) and led by Prof. Dr. Thomas Fischer as well as Prof. Dr. Inge Wulf.
After the project I was motivated to build on the acquired knowledge and
continued researching on German SME' IC at the Universidad Catolica San
Antonio de Murcia, Spain in cooperation with the FOM - Hochschule fiir
Okonomie & Management, Germany.

I would like to take the opportunity to express thanks to my two supervisors Prof.
Dr. Thomas Heupel and Prof. Dr. Mercedes Carmona-Martinez who agreed to
pursue my already started dissertation and welcomed me with warmth after my

change in careers. Prof. Heupel and Prof. Carmona-Martinez majorly supported

1 Own translation — original quote (German): ,Nicht das Kapital bestimmt den Wert
eines Unternehmens, sondern der Geist der in ihm herrscht.”
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me via constructive modification suggestions as well as feedback, persist
encouragement and most of all for their indefatigable patience during the entire
period. Their contribution in developing my doctoral thesis is greatly appreciated.

I would also like to thank Prof. Dr. Julia Naskrent, Prof. Dr. Bianca Krol, Prof. Dr.
Oliver Gansser as well as Maike Lang from FOM, who were always happy to help
and to solve diverse issues ranging from administrative matters to hard statistics.

Likewise, I thank my fellow doctoral students for their productive inputs and

support. Unforgettable: the introduction weeks in Murcia during summer 2012.

Moreover, the realization of my thesis would not have been possible in a
timely manner without the ideal and financial support of the Friedrich-Naumann-
Stiftung fiir die Freiheit (FNF). Particularly, I would like to name Dr. Christian
Taaks and Ingrid Hirthe who always had an open ear and encouraging words.
Additionally, it is worth mentioning the friends I made at FNF, most notably
Nora Schuler, Laura Voss, Iryna Pryval, Nina Ziesemer and Christian Schmelzer
and the long nights at the Heuss-Club.

Special thanks goes also to the interview partners, the Oskar-Patzelt-Stiftung and
all other cooperation partners of this doctoral thesis. Without their assistance the
survey design as well as its distribution would not have succeeded. Most
importantly, I would like to deeply thank Dr. Helfried Schmidt, Prof. Dr. Dr. h.c.
mult. Hermann Simon, Thomas L. Kemmerich, Stephanie Bschorr, Dr. Daniel
Kathan, Petra Troger, Elke Weberbraun, Julia Koch, Ina Angela Lindner, and the
sixteen German SME who participated in the field pretest.

Not to forget are my family and friends who supported me in any possible
way. No matter whether they discussed topics with me, exchanged ideas, helped
to proofread chapters, motivated me or showed sympathy. A special thanks goes
to Dr. Nina Pecornik, Torsten Jahn, Bernd Koch, Nicola Jentsch, Natalie Hahn,
Katharina Thomas, SaraBeth Owens, Britta Miiller, Dr. Isabel Stefan, Dr. Volker
Grotsch, Andrea & Uwe Thiele-Becker, Sven Bartosch, Marcus Stengel, Alexander
Briickmann, Dirk & Sabine Stein, Dr. Niels Neudecker, Dr. Sencer Yeralan,
Dimitri Karabatos, Athol Trollip, Torsten Bernasco, as well as my grandparents.
Certainly, I also thank all other people who are not specifically named but who

contributed their stake in bringing this dissertation to a successful end.



Lastly and most importantly, I am extremely grateful to my parents and
need to thank them simply for everything. Their backing, optimism, permanent
emotional and moral support, encouragement as well as love made me not give
up, especially in hard and exhausting times. Hence, I can say - even without any
empirical analysis - that my parents represent an essential source of this

dissertation' success.

To my parents — a critical source of this doctoral thesis” success






Disclaimer

Various publications in the field of German SME' and young German
enterprises' IC were produced during the course of this dissertation
(Aschenbrenner 2014: 13-15; Aschenbrenner, Heupel, Carmona-Martinez 2014a;
Aschenbrenner, Heupel, Carmona-Martinez 2014b: 53-63; Aschenbrenner,
Heupel, Carmona-Martinez 2015). The contents of these published research works

and the doctoral thesis at hand overlap to a certain degree
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1 INTRODUCTION

1.1  MOTIVATION: RELEVANCE OF INTELLECTUAL CAPITAL IN
TODAY’S KNOWLEDGE ECONOMY

“(...) in the modern business world, the business imperative is to manage intellectual
capital or to die”
(Roos et al. 1997: 5).

Internally developed and thus, firm-specific intangible resources are an
increasingly essential strategic source of companies’ lasting competitive
advantage, (future) business performance as well as ultimately firm survival in
today’s advanced business environment (Drucker 1993: 4; Edvinsson, Sullivan
1996: 363; Guthrie 2001: 29; MERITUM 2001: 1; Juma, Payne 2004: 297; Hayton
2005: 137; Albers, Hildebrandt 2006: 10; Marr 2006: xv; Martinez-Torres 2006: 617
et seq.; RICARDIS 2006: 10; Durst 2008: 411; Will 2008: 2; Sonnier, Carson, Carson
2009: 1; Wuscher, Will 2010: 12; Hormiga, Batista-Canino, Sanchez-Medina 2011b:
72 et seq.; Martin Castro et al. 2011: 649). Precisely, the unprecedented
significance of intellect-based and knowledge-intensive intangibles can be seen in
the fact that they are progressively taking on — respectively replacing — the role
which traditional physical and financial tangible assets like machinery, tools,
property, land as well as (financial) capital play in business? (Drucker 1993: 4;
Bontis et al. 1999: 392; Ponzi 2002: 259; Daum 2003: 3, Daum 2004: 53; Marr,
Schiuma, Neely 2004: 312; Alwert 2005: 1, Wong, Aspinwall 2005: 64; Durst,
Gueldenberg 2009: 182; BMWi 2010b: 5, Kamukama, Ahiauzu, Ntayi 2010: 554;
Hormiga, Batista-Canino, Sanchez-Medina 2011b: 72; Martin Castro et al. 2011:
649). In other words:

2 “Although this cannot be generalised for all companies, there seems to be some kind
of agreement in the literature (...) that intangible (...) resources are more relevant to
creating a competitive advantage than tangible (physical and financial) resources” (Cater,
Cater 2009: 187).
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“(...) organizational intelligence (...) has moved from a supporting role to a staring

”

one

(Stewart 1997: 56).3

This business world transformation from a production-based economy
toward a (service and) knowledge-driven economy (Bontis 1998: 64; Daum 2004:
52; Alwert 2005: 1; Martinez-Torres 2006: 617; BMWi 2007: 10; Makki, Lodhi 2008:
82; Huang, Wu 2010: 2) is primarily characterized by the fact that knowledge- or
intellect-based resources currently represent, although being intangible, the key
commodity (Matos, Lopes 2009: 347 et seq.) — whether as the main object of a
transaction or as a crucial ingredient of economic activities (Roos et al. 1997: 8;
Stewart 1997: 12; Grant 2002: 134). Moreover, it can be noticed that up to 80% of a
company’s resources are intangible (Makki, Lodhi 2008: 82). Thus, knowledge-
and intellect-driven resources as well as action determine (to large parts) the life

or death of products and companies (Bontis et al. 1999: 392).

These circumstances are primarily caused by two key trends which are
visualized in figure 1: globalization and information technologies (Durst,
Gueldenberg 2009: 182; Sundac, Krmpotic 2009: 279). In terms of globalization one
can notice that lower international tariffs (Sundac, Krmpotic 2009: 279),
liberalized markets and cost-effective transportation possibilities (Teece 1998: 56)
constitute increased worldwide trade (Sundac, Krmpotic 2009: 279). This
continuous globalization (Will 2008: 2) offers, on the one hand, benefits such as
creating and entering new markets as well as business segments (including new
customers) or engaging in new forms for business setups (Stewart 1997: 8; Durst,
Gueldenberg 2009: 182; Sundac, Krmpotic 2009: 279). Especially concerning the

3 “(...) knowledge-based intangibles (...) are not new in the sense that they did not
exist within organisations before, rather they have taken on a new and unprecedented
importance in a business world defined by global competition, the need for constant
strategic adaptation, ever-increasing customer demands and an explosion of service-based
industries” (Guthrie 2001: 29); “(...) the traditional 'factors of production' — land, labor and
capital — have not disappeared, but they have become secondary” (Drucker 1993: 42).
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latter, one has to acknowledge the gained access to developing countries which
provide the potential of cheap(er) labor as well as production facilities and thus,
the opportunity to focus on knowledge intensive work (core competencies) in the
Western nations (North 2011: 14). This in turn is one of the main forces which
facilitated the shift away from the manufacturing towards the service industry (Kloth,
Maurer, Schimmelpfenning 1997: 4) and consequential new levels of value added
(Quinn 1992: 3 et seq.; Geifsler 2011: 25 et seq.; North 2011: 14). On the other hand,
globalization is responsible for opening up national markets (Sundac, Krmpotic
2009: 279) and thus, sharpened competition (Teece 1998: 56). Moreover, this
rivalry is further intensified because the new competitors became and still become
increasingly stronger due to accelerated international learning (processes) (North
2011: 14) as well as available information and communication technologies which
diminish competitive knowledge leads — i.e. competitive advantages (Staiger
2008: 2). Precisely, the recent information and communication technology
revolution (Petty, Guthrie 2000: 157), which electronically connects people and
businesses (Teece 1998: 59), enables the fast as well as cost-effective worldwide
spread (flow and collection) of information and knowledge (Roos et al. 1997: 9;
Stewart 1997: 8; Deking 2003: 6; North 2011: 15). This increases global information
transparency and consequently, advances competition on perfect information
(North 2011: 15).

Figure 1 summarizes this discussion: the knowledge economy and its drivers —
globalization and IT — result in the fact that companies encounter less control over
information, lower bargaining power (Teece 1998: 59) and a deterioration of
prices. Moreover, firms are faced with more individualized, quickly changing and
leading customer-needs, -preferences as well as -expectations, and constantly
shortening product lifecycles (Roos et al. 1997: 9; Rodriguez 2003: 127; Jaspers
2008b: 1; Schiuma, Lerro 2008: 3; Will 2008: 2; Durst, Gueldenberg 2009: 182;
Kamukama, Ahiauzu, Ntayi 2010: 554; North 2011: 15).
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Figure 1: Current Uncertain Environment
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Source: adopted from Miiller-Steinfahrt 2006: 3 and North 2011: 15

Overall, the enduring globalization of markets and information
technologies cause a complex, dynamic, volatile and thus, uncertain (knowledge-
based) business world (cf. figure 1) (Nonaka 1991: 96; Helm, Meiler 2004: 389;
Chirico, Salvato 2008: 169; Durst 2008: 411; Heidenbauer 2008: 1; Will 2008: 2;
Durst, Gueldenberg 2009: 182; Sundac, Krmpotic 2009: 279; North 2011: 14 et seq.).
This challenging competitive environment, which is also referred to as buyers’

market* (Daum 2004: 53), requires enterprises — regardless of sector — to increase

+ The epoch of the sellers” market which was characterized by excess demands over
supplies, mass production, efficiency- and product-orientated processes (Daum 2004: 52 et
seq.) as well as natural resources and physical labor (Stewart 1997: 6) got replaced by a
buyers” market: intensive competition over customers due to an oversupply of goods and
services requires market- and service-orientated business models which are flexible



INTRODUCTION 35
their organizational adaptiveness and thus, to identify trends fast, to predict the
future and to adjust accordingly (Roos et al. 1997: 14; Teece, Pisano, Shuen 1997:
515; Guthrie 2001: 29; SKE 2005: 4; Chirico, Salvato 2008: 169). To do so and (also)
to constantly satisfy market demands via original, differentiated, high(er) value
products, services as well as processes (Prahalad, Hamel 1990: 80; Schiuma, Lerro
2008: 3 et seq.; F-Jardon, Martos 2009: 602) close stakeholder relationships® (Daum
2004: 52 et seq.) and innovations (Peters, Waterman 2000: 34; Petty, Guthrie 2000:
157; Hermans, Kauranen 2005: 171) are vital.® Yet, for companies to create, exploit
as well as uphold their sensitivity towards stakeholders and their innovation
potential (SKE 2005: 4) — and thus, to leverage as well as sustain competitive
advantages, lasting organizational performance and permanent survival
(Edvinsson, Sullivan 1996: 363; Petty, Guthrie 2000: 165; Alwert, Vorsatz 2005:
323; Jaspers 2008b: 1; Schiuma, Lerro 2008: 4) — they need to shift their management
focus from tangible to intangible, intellect-based resources (Bontis et al. 1999: 392;
Durst, Gueldenberg 2009: 182):

“Businesses that can efficiently capture the knowledge embedded in their
organisations and deploy it into their operations, productions and services will have

an edge over their competitors”

(Wong, Aspinwall 2005: 64).

The just mentioned organizational knowledge- and intellect-based
intangibles, respectively (Bontis 1998: 72), which progressively determine the
lasting competitive business performance of firms, are also referred to as

intellectual capital (IC). In detail, this term symbolizes a bundle of intellect-based

enough to quickly adapt to external forces/changes (Daum 2004: 52 et seq.).

5 Close relationships are necessary to either acquire and analyze knowledge about the
stakeholders” expectations, perspectives and needs (Ittner, Larcker 2002: 82; SKE 2005: 19)
and/or to compensate for limited own resources and thus, to secure their supply (St-
Pierre, Audet 2011: 204; Bischof 2012: 10 et seq.).

6 “Winners in the global marketplace have been firms that can demonstrate timely
responsiveness and rapid and flexible product innovation, coupled with the management
capability to effectively coordinate and redeploy internal and external competences”
(Teece, Pisano, Shuen 1997: 515).
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attributes (Reed, Lubatkin, Srinivasan 2006: 867; Schiuma, Lerro 2008: 4) which (or
whose activities) are strategically vital for sustainable, above-average success
(Riahi-Belkaoui 2003: 215) - especially because they are idiosyncratic,
undepreciable, intransferable, inimitable and non-substitutable (Bamberger,
Wrona 1996: 135 et seq.). Intellect-based components can be grouped into
categories of IC. Examples include the knowledge, skills, experiences and abilities
of employees as well as managers for the category human capital (people related
issue); R&D activities, organizational routines, procedures, systems and databases
for structural capital (internal organizational subjects); and all intangibles that
relate to a firm'’s relationships with customers, suppliers or other partners for the
IC-category relationship capital (external stakeholder matters) (MERITUM 2001: 3;
RICARDIS 2006: 17).

In recent years, large corporations and multinationals have acknowledged
the necessity to manage their IC-based sources of success (Nunes et al. 2006: 102;
Schauerte 2009: vii; Voigt, Seidel 2009: 1) in order to create value for stakeholders,
to design effective business models, to execute valuable innovation processes, to
launch new products and services, and to improve organizational competences as
well as above-average business performance (Schiuma, Lerro 2008: 3 et seq.). Yet,
it has been recognized by practitioners and academics that small and medium
sized enterprises (SME) might as well be required to effectively manage their IC
in order to maximize their competitiveness and business performance in today’s

economic environment (Nunes et al. 2006: 116; Voigt, Seidel 2009: 1).

1.2 RESEARCH-GOAL AND -QUESTIONS OF THIS DISSERTATION

It can be argued that small and medium sized enterprises (SME) exist and
thus, are able to prosper in the long run because they have particular (superior)
advantages which allow them to successfully compete against large corporations
(Eichhorn 2009: 230; Reinemann 2011: 90). If this argument is true, then is it
important to investigate which strategic sources are responsible for SME’

competitive edge (over big firms) and success, respectively (Becker, Staffel, Ulrich
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2008: 32; Reinemann 2011: 90). Building on this argumentation as well as the
above drawn conclusion that intellectual capital (IC) is at present a major source
of competitive advantages and (future) business performance (Edvinsson,
Sullivan 1996: 363; Bontis 1998: 72; Alwert, Vorsatz 2005: 323; Viedma Marti 2007:
246; Schiuma, Lerro 2008: 3) in big- as well as small- and medium-sized firms
(Nunes et al. 2006: 116), it is important to empirically elaborate on aspects of IC

and particularly IC-driven sources of success in SME (cf. figure 2 — top).

In detail, one can even argue that SME’ lasting competitive business performance
(i.e. their competitive advantages as well as lasting supernormal financial success)
is more dependent on intangibles such as knowledge, capabilities, the ability to
innovate or stakeholder relationships (Khan 2011: 133) than material resources
(BMWi 2010b: 9 et seqq.). This is, firstly, because SME’ sources of success are
mainly company-based (internal) as opposed to environmental conditions
(external) (Kiipper 1994: 122). Secondly, SME have relatively scare (internal)
tangible resources (Tangkittipaporn n.k.: 1), especially compared to, for instance,
multinational companies. Thus, SME are unlikely to compete with large firms on
tangibles such as capital, equipment and physical commodities but instead on
intangibles (Wong, Aspinwall 2004: 47) which offer the potential to be valuable,
rare, imperfectly imitable and not substitutable (Barney 1991: 105 et seq.).
Accordingly, it can be reasoned that (successful) SME’ strategic sources of
sustainable competitive advantage and thus, lasting above-average business

performance rest on their (efficient and effective) leverage of IC (Will 2008: 2).

However, little research evidence is available concerning SME” IC (management)
and its impact on performance (Wong, Aspinwall 2005: 65; Cohen, Kaimenakis
2007: 241 et seq. & 245; Tovstiga, Tulugurova 2007: 695; Hutchinson, Quintas
2008: 132; F-Jardon, Martos 2009: 601; Kamaluddin, Rahman 2009: 14; Tovstiga,
Tulugurova 2009: 70; Steenkamp, Kashyap 2010: 369; St-Pierre, Audet 2011: 202 et
seqq.) (cf. figure 2 — middle). In particular, very few studies examine the IC of
German SME since research focus is rather placed on exogenous, market driven
sources of success (Rasche 2003: 225 et seq.). Furthermore, the investigations
which look into German SME’ IC are not very specific as the following examples

show:
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e they focus only or majorly on knowledge management instead of IC
and its categories as well as dimensions and attributes (Pawlowsky et
al. 2006; Staiger 2008; Pawlowsky, Gozalan, Schmid 2011),

e they evaluate only managers’ perceived relevance of IC instead of
asking for actual hard facts (BMWi 2007: 49 et seqq.; Mertins, Will,
Wuscher 2007: 197 et seqq.; Mertins, Will, Orth Ronald 2009: 111 et
seqq.; BMWi 2010b: 6; Vanini 2011: 7),

e they question firm-externals instead of SME-internals (Durst 2008: 410
et seqq.; Durst, Gueldenberg 2009: 181 et seqq.; Vanini 2011: 11 et
seqq.),

e they are case-study-based rather than collecting large empirical data
sets (BMWi 2007: 49 et seqq.; Mertins, Will, Wuscher 2007: 197 et seqq.;
Mertins, Will, Orth Ronald 2009: 111 et seqq.),

e they have limited cases (Voigt, Finke, Orth 2009: 271 et seqq.), and

e they do not statistically investigate the relationship between the IC-
categories, their dimensions as well as business performance (BMWi
2007: 49 et seqq.; Mertins, Will, Wuscher 2007: 197 et seqq.; Mertins,
Will, Orth Ronald 2009: 111 et seqq.).

Consequently, it is the main objective of this doctoral thesis to close this literature
gap in the German SME context by empirically examining the hard-fact-based
IC-driven source of German SME’ success with a (relatively) large data sample.
Specifically, the identification of strategically relevant IC-categories, -dimensions,
and -attributes, whose management positively contributes to sustainable
competitive advantages and long-term performance superiority, is intended to
guide and improve German SME’ internal management regarding IC (cf. figure 2
- bottom).



INTRODUCTION

Figure 2: Construction of Research Goal
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This research objective can be further specified: Most importantly this
dissertation aspires to generally enhance the knowledge about the intellectual capital
discipline of German SME. In order to better understand the 'intellectual capital
mix' (Kamukama, Ahiauzu, Ntayi 2010: 556) of German SME this dissertation
aims to empirically establish the most relevant (real) IC-attributes and
-dimensions of German SME. Additionally, the extent to which the IC-categories
— i.e. groupings of IC dimensions into human capital, structural capital and
relationship capital — of German SME interact as well as influence business
performance shall be determined. Furthermore, this doctoral work strives to
advance (the implementation of) intellectual capital management (Wong, Aspinwall
2005: 459) of German SME via useful guidance.” This shall be achieved by providing
a checklist (as a management tool) (Daschmann 1993: VI) of the identified
significantly contributing (categorized) IC characteristics which should be(come)
subject of management. This is required since SME have — due to their relatively
small size and (personnel as well as financial) resource constraints (Desouza,
Awazu 2006: 32; Volker, Sauer, Simon 2007: 148 et seq.) — a “(...) less “ready

7 So far, the IC of German SME is predominantly (unsystematically) managed based on
entrepreneurs’ intuition (BMWi 2008: 7; BMWi 2013c: 7).



40 SABRINA ASCHENBRENNER

made” infrastructure for the measurement, management and development of
knowledge and other intangible assets” (Watters, Jackson, Russell 2006: 551) and
thus, need assistance (ibid.: 555).8

To further specify the above mentioned research goals, one key research question

is addressed within the course of this dissertation:

Which categories, dimensions, and attributes of German small and medium sized
enterprises’ intellectual capital represent strategic sources of lasting competitive
business performance and thus, should receive management attention?

This query can be further broken down into the following five sub-research-

questions:

(1) Which attributes and dimensions of intellectual capital are relevant in the

context of German small and medium sized enterprises?

This question concerns the identification of IC characteristics which specify
the complex constructs of IC and its categories. Examples include knowledge,
experience and creativity of employees for the IC-category human capital; efficient
processes and communication settings for the IC-category structural capital; and
relations as well as cooperations with customers, suppliers or the public for the
IC-category relationship capital (Wuscher, Will 2010: 12).

The establishment of the IC-attributes and -dimensions which are particularly
relevant for German SME is necessary because it promotes the understanding of
the nature of German SME’ IC. However, there is, so far, no consensus concerning

a widespread, accepted set of components and indicators, respectably, to

8 “SME have understandable resource constraints, and hence have to be creative in
working around these limitations in order to manage knowledge” (Desouza, Awazu 2006:
32) as well as IC.
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concretize as well as measure the IC (-categories) (F-Jardon, Martos 2009: 601) of
German SME. Hence, this doctoral thesis approaches the vital identification of the
most relevant IC-aspects of German SME which are expected to positively impact
business performance.’ This task is performed by comparing and combining the
general and international IC-literature with the proven results of research on
German SME’ IC and German SME' success factor. Furthermore, validity is
established via expert interviews which judge the transformation of the basic,

international IC-concept into the German SME context.

Overall, this serves as a starting point for subsequent (empirical) research in the
field of German SME’ IC and as the basis for an IC-management framework
(Daum 2003: xvii; Watters, Jackson, Russell 2006: 561; Reinemann 2011: 91).

(2) Which of the identified relevant attributes and dimensions of German small and

medium sized enterprises’ intellectual capital are the most important?

This question aims to establish evidence that the identified relevant
IC-attributes and -dimensions of German SME (results of research question one)

have differently strong influences on IC and the IC-categories in particular.

The discovery of the extent to which the IC-aspects contribute to German SME’ IC
is important since SME can (in most cases) not manage all relevant components of
their IC simultaneously (Wong, Aspinwall 2005: 64). This is, especially, because of
time and financial restrictions (Wong, Aspinwall 2004: 56; Huggins, Weir 2007:
718). Instead, SME need directions on which (strategically) critical IC-initiatives
they need to focus on (Wong, Aspinwall 2004: 56).1 However, in the current

literature there is no agreement about the most important IC-attributes and

9 It is possible to establish a set of generally contributing components (Hoffmann 1986:
832; Adenéduer 2007: 17) because “key success factors are quite general, and in most cases
refer to most companies” (Bontis et al. 1999: 399).

10 (,..) it is critical for managers to know which intangible asset components are
important to their businesses so that they can gather information about them that will
assists them in utilising and managing them effectively to create value and secure
sustainable competitive advantages for the firm” (Steenkamp, Kashyap 2010: 370).
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-dimensions of SME."" Yet, as indicated by Ellen Walther-Klaus and Frieder
Zimmermann (2007: 44) it would already be of great benefit for German SME if
only a small amount of significant IC-factors (including indicators), whose
management offers the potential to influence success in a predictable manner, is
provided for. The research study at hand, therefore, pursues the target to
establish a prioritized list of the most impacting dimensions of German SME’ IC —
i.e. IC-based sources of success. This objective is achieved via statistical tests
which measure the impact of the individual attributes and dimensions on IC. The
operationalization of these statistical mechanisms is as well validated by experts

and pretested in a field study.

(3) How do the individual categories of intellectual capital (human capital,
structural capital and relationship capital) influence the success of German small
and medium sized enterprises? Which of these categories has the strongest direct

impact on lasting competitive business performance?

11 For example, the BMWI discovered in an analysis of 42 IC-statements of German
SME the following orders of IC-factors: 1) professional competencies (HC), 2) employee
motivation (HC), 3) internal cooperation and knowledge transfer (SC) (for the industry
segment) (BMWi 2007: 59; Mertins, Will, Wuscher 2007: 201, Mertins, Wang, Will 2009:
119), and 1) employee motivation (HC), 2) professional competencies (HC), 3) leadership
style (HC) (for the service sector) (Mertins, Wang, Will 2009: 119). Based upon 15 case
studies on knowledge management of German SME it can be concluded that 1) customer
knowledge (RC), 2) knowledge about products (SC), 3) professional and method
competencies (HC) are the most important success factors (Voigt, Finke, Orth 2009: 275).
A survey among 947 German companies — of which about % are SME — provides evidence
that 1) professional competencies (HC), 2) customer relationships (RC), 3) motivation
(HC) are perceived as relevant by managers (BMWi 2010a: 14). Another German study
with 381 SME claims the following ranking: 1) employee experience (HC), 2) employee
soft-skills (HC), 3) relationships with cooperation partners (RC) (Vanini 2011: 6). Lastly,
Natasja Steenkamp and Varsha Kashyap (2010: 380) come to different result for SME in
New Zealand (perceptions of managers): 1) customer satisfaction (RC), 2) customer
loyalty (RC), 3) product reputation (RC).
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After having identified the core attributes and dimensions of German SME’

IC or better of the IC-categories, the latter's relationship to business outcomes can

be explored (Martin Castro et al. 2011: 652; Reinemann 2011: 91). In particular, it is

advised to first study if each category of IC - i.e. human capital, structural capital

and relationship capital — directly contributes to German SME’ success (F-Jardon,

Martos 2009: 602 et seq.). Especially, the establishment of the extent to which the

IC-categories impact lasting competitive business performance (Wong, Aspinwall

2004: 46) is necessary'? because not all categories of IC are equally important
(Kamukama, Ahiauzu, Ntayi 2010: 556 et seq.).

Such an investigation is important because it helps to validate the prevailing
assumptions and findings, which state that IC represents a significant strategic
source of success, in the context of SME (Steenkamp, Kashyap 2010: 369) in
German. Furthermore, this examination is relevant since German SME need to
understand the benefits of managing their IC-factors; or put differently, the cause-
and-effect relationships (Kivikas, Wulf 2006: 52 et seq.). Thus, the results of this
study strengthen the effectiveness and suitability of German SME
IC-management (Mertins, Kohl, Krebs 2008: 56 et seq.). However, existing
research on SME does not provide for consistent results.”® Therefore, this
dissertation addresses the direct impact — including its extent — of the
IC-categories on business performance via statistical calculations. The resulting
findings are illustrated in a ranked list which complements the previous
established IC dimensions (research question two) to strengthen their

contribution to success.

2 “It’s no longer a matter of debate that non-financial measures are important. The
questions - how important and in what ways - have triggered an explosion of interest”
(Blitz, Siesfeld, Bierbusse 1997: 2).

13 For example: Identified literature in the German context, which studies SME-
managers’ perceptions, reveals the following ranking: 1) human capital, 2) structural
capital, 3) relationship capital (Mertins, Will, Wuscher 2007: 201; BMWi 2010a: 13; BMWi
2010b: 9) vs. 1) structural capital, 2) relationship capital, 3) human capital (Vanini 2011: 7).
Yet, another research project, looking into SME-managers’ perceptions on IC in New
Zealand, concludes the following order: 1) relationship capital, 2) human capital, 3)
structural capital (Steenkamp, Kashyap 2010: 377). Although these different results can be
partly attributed to country specifics (Kamukama, Ahiauzu, Ntayi 2010: 557), it arguably
still calls for more empirical evidence.
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(4) How do the intellectual capital categories of German small and medium sized

enterprises influence each other?

It has been shown that the evaluation of the direct impact of the individual
IC-categories on firms’ success is too simplistic since the IC-categories interact
with each other (Bontis 1998: 70 et seq.). Thus, it is important to look into the
relationships between the IC-categories and to evaluate how their combination
impacts lasting competitive business performance. Eventually, this helps to
(further) improve IC-management and resource allocation in particular
(Kamukama, Ahiauzu, Ntayi 2010: 556). However, none of the identified
literature, to date, deals with this topic in the context of German SME.
Consequently, this doctoral thesis is devoted to the issue of German SME’ IC-
categories’ interaction-effects via a newly develop statistical model which is

approved by experts via interviews, too.

(6) How do company-age and the company generation of German small and
medium sized enterprises influence IC as well as its impact on lasting competitive

business performance?

Lastly, it is suspenseful to examine, if the company-age and the company
generation, respectively, of German SME influence the way their IC is structured;
and whether the impact of IC on competitive performance changes as SME grow

older.1

This is an interesting question since, to the best knowledge of the researcher, no

empirical multi-group study, which empirically investigates the impact of

14 If, for example, the relationship between HC and performance displays a value XYZ
one cannot be sure whether XYZ is actually high or not. Thus, it is advisable to compare
the relation between HC and performance among certain groups in order to gain more
insights (Kuf3, Eisend 2010: 84)/to benchmark between organizations (Mertins, Wang, Will
2009: 121) — or in this case: age segments.
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company-age on German SME’ IC, has, until this day, been performed.’>

So far, research studies have predominantly investigated the impact of firms’
strategy and partly industry (-branch) as well as size on IC (Wong, Aspinwall 2005:
76 et seqq.; Mertins, Wang, Will 2009: 121, BMWi 2010b: 9 et seqq.; Pawlowsky,
Gozalan, Schmid 2010: 9, Pawlowsky, Gozalan, Schmid 2011: 9, 13 & 22; St-Pierre,
Audet 2011: 213 et seqq.). Yet, rather little is empirically known about the impact
of company-age and company-generation on German SME’" IC and its influence
on performance although it has been mentioned that the age of the company can
affect IC-matters in various ways (cf. Pennings, Lee, van Witteloostuijn 1998: 439;
Shih, Chen, Morrison 2010: 7. Discussion; BMWi 2010b: 5 & 14 et seqq.; Delgado-
Verde, Martin-de Castro, Navas-Lopez 2011: 14 et seqq.; Huang, Wu 2010: 13 &
16; Rodriguez 2003: 125 & 128; Hormiga, Batista-Canino, Sanchez-Medina 2011b:
72 et seqq. & 75; Macerinskiene, Aleknaviciute 2011: 560 et seqq.; Hayton 2005:
141 et seqq.; Juma, Payne 2004: 303 et seqq.; Hormiga, Batista-Canino, Sanchez-
Medina 2011a: 618 et seqq.; and Hermans, Kauranen 2005: 175). For example, it
can be argued that older SME have more experience and are closer related to their
stakeholders (Pennings, Lee, van Witteloostuijn 1998: 439; Wang, Chang 2005:
225).

In order to clarify this matter, an exploratory multi-group analysis is conducted
which compares the (previously established) research models and their statistical

results among German SME of varying ages and company generation.

1.3 COURSE OF INVESTIGATION AND METHODOLOGY

Following this first chapter, chapter two starts with a general introduction
to the raise of intellectual capital (IC). Moreover, chapter two establishes why this

15> Amrizah Kamaluddin and Rashidah Abdul Rahman (2009: 9), for example, correlate
age to HC, SC and RC but do not integrate age in a full SEM. Simultaneously, the BMWI
(2010b: 5 & 14 et seqq.) compares the importance of IC among young and old enterprises
via ANOVA but the results are 'only’ based on perceptions as opposed to hard company
facts.
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dissertation follows the strategic stream of IC-research'® in sub-chapter 2.1. Because
of this strategic literature focus, an overview of relevant strategic management
terminology (section 2.2) is subsequently given. The next passage 2.3 presents the
most fundamental economic and business theories which suggest diverse sources
of success —i.e. sources of competitive advantages as well as lasting supernormal
business performance. After substantiating the exclusion of externally-orientated
approaches, attention is paid to the — by strategic management literature —
currently more favored internally-directed schools. In particular, the
resource-based view and the knowledge-based view are presented since they
particularly contribute to theoretically explain why IC represents a strategically
critical (intangible) source of lasting competitive business performance in the current
knowledge economy. The second chapter of this doctoral thesis closes with
section 2.4 which first introduces intellectual capital and its three underlying
categories (human capital, structural capital and relationship capital) as a success
potential concept of intangibles that is suitable for empirical testing. Secondly, 2.4
incorporates an IC-literature review in order to identify (general) research trends

as well as gaps.

Chapter three continues the theoretical foundation by defining the term small and
medium sized enterprises (SME) according to the German comprehension.
Additionally, passage 3.2 outlines the importance of SME for the German
economy to promote the interest of dealing with their (intangible) sources of

success.

Building on this motivation, chapter four extends the relevance of engaging in the
topic of German SME’ sources of success but with special focus on IC.
Specifically, the in section 2.4 explained global concept of IC is transferred to the
German SME context by building on i.a. German SME’ IC as well as success factor
research. More to it, literature-based hypotheses (Kornmeier 2011: 122) are
formulated in 4.1 as well as 4.2 and summarized in two research models. Lastly,
the fourth chapter closes with a review of publications concerning IC and

company-age in order to build hypotheses that support research question number

16 The other IC-school focuses on the measurement of IC and its reporting (Petty,
Guthrie 2000: 157; Roos et al. 1997: 15) as opposed to strategy formulation based on
sources of success.
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four (passage 4.3). In detail, the in chapter four deductively derived hypotheses
(ibid.: 122) are necessary for the subsequent explicative, quantitative empirical
testing (Forsmann et al. 2011: 7; Homburg 2012: 252).

The doctoral thesis at hand uses a statistical research method called structural
equation modeling (specifically, partial least square), which is a multivariate
statistical technique which combines and extends factor analysis as well as
multiple regression (Hair, JR. et al. 2010: 629), for its empirical examination. The
precise methodological research design, whose operationalization is pretested
with experts, is clarified in chapter five. At first, passage 5.1 gives a general
introduction concerning structural equation modeling (SEM). Specifically, SEM
fits well in the context of this dissertation because it can handle latent — i.e.
invisible, directly unmeasureable — variables which are, however, specified via
various observed values (indicators) (ibid.: 632 & 634 et seq.). Consequently, SEM
can capture the intangible constructs human capital (HC), structural capital (SC)
and relationship capital (RC) via indicators which measure and concretize them.
In particular, section 5.2 specifies the measurement model with its chosen set of
indicators to measure the IC-categories, -dimensions as well as business
performance figures. These measures are initially based on a literature review in
various fields including IC-studies, investigations on German SME’ IC, German
SME’ success factor research, (German SME’) IC-reporting and young enterprises,
and are subsequently validated via pretests in the form of expert interviews and
interviews with German SME. Furthermore, SEM is qualified to answer research
questions three and four because it also allows testing a series of dependence
relationships as well as interrelationships (ibid.: 629 et seq. & 634). It is therefore
suitable to measure the impact of HC, SC and RC on business performance
(research question three — section 5.3.1 represents the precise structural research
model) as well as the interaction between the IC-categories (research question
four — the exact structural research design is illustrated in passage 5.3.2). Lastly,
section 5.4 deals with research question five. Specifically, the moderating effect
company-age and generation is tested via a multi-group analysis which is a special
form of SEM analysis (ibid.: 688 & 758 et seqq.).

However, to execute statistical tests, data is required beyond the scope of the



48 SABRINA ASCHENBRENNER

pretests.'” The large-scale data ascertainment of this doctoral study is described in
chapter six. In line with common research practice in the area of IC, a survey is
applied to gather insights (Serenko et al. 2010: 16). The survey’s questionnaire is
pretested (on a small sample of 16 German SME) before the actual large scale
distribution in order to ensure its quality. Details on the survey, its field pretest as
well as its execution are provided in section 6.1 to 6.3. Specifically, the data is
collected with the help of various organizations and associations which are

introduced in section 6.2.

On the basis of the collected data, chapter seven reveals the results of the statistical
tests. After a general overview of the acquired data and its cleansing in 7.1, section
7.2 exhibits the findings of the measurement models which clarify the (extent of
the) IC-attributes and -dimensions which are relevant in the German SME
context. The next passage 7.3 provides evidence for the impact of the IC-
categories on business performance as well as their interrelation. The results of
the multi-group analysis, which distinguishes between different age-segments of
German SME, are presented in 7.4. To finish, the accumulated empirical

observations and their interpretations are summarized in section 7.5.

Finally, this doctoral thesis closes with chapter eight. After a résumé in passage
8.1, sections 8.2.1 and 8.2.2 clarify this dissertation’s implications for practice as
well as research, respectively. Concerning the former mentioned practical
contribution, it is important to highlight that it includes a prioritized list of
strategic IC-based sources of lasting competitive business performance as well as
indications (i.e. rearranged findings of chapter 7). This checklist is intended to
help SME to improve their IC-management and thus, is an essential management
tool to bridge the presently prevailing gap between theory and practice (ibid.: 19).
Ultimately, the illustration of this dissertation's limitations and future research

recommendations are presented in passage 8.3.

A graphical summary of the course of investigation is provided for in figure 3.

17 The multi-method approach indicates an advancement in the research field of IC
which is (so far) mainly investigated with one method only (Serenko et al. 2010: 14).
Besides, mixed method approaches are generally recommended since they increase
reliability and validity (Horn 2009: 7).
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2 STRATEGIC MANAGEMENT AND INTELLECTUAL CAPITAL

The second chapter of this dissertation starts with a general overview which
shows, based on the Kondratiev waves, that the environment has changed and
correspondingly requires new business study explanation-approaches. In this
respect, the historical rise of intellectual capital (IC) and its current research
streams are presented as an introduction in chapter 2.1. This first part also
specifies that this dissertation follows the strategic schools of IC-research because
it aims to (theoretically) establish the impact of IC on success — i.e. IC as an
intangible, strategic source of a firm’s lasting competitive advantage and
supernormal business performance. Because of this focus, part 2.2 clarifies the
basic terminology concerning strategic sources of success. This basis is important
to subsequently follow the discussion. Afterwards, selected theories which
propose different sources to achieve competitive business performance are
reviewed in passage 2.3. Once the externally-orientated approaches are justifiably
and systematically excluded for the reasoning of this dissertation, since they are
unable to theoretically establish IC as a strategically relevant (intangible) source
of success, focus is placed on the resource-based view (RBV) and its advancement,
namely the knowledge-based view (KBV). Building on this theoretical foundation,
sub-chapter 2.4 comes back to the in 2.1 introduced intellectual capital. Specifically,
part 2.4 defines the IC-concept as an empirically testable framework which
emphasizes the strategic role of different intellect-based intangibles for gaining as
well as sustaining competitive advantages (Martin Castro et al. 2011: 649) and
hence, lasting above-average business performance. Lastly, section 2.4 closes
chapter two with a literature review on IC which reveals research gaps that

bridge to the subsequent chapters.
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2.1 THE HISTORICAL MOVE TOWARDS INTELLECTUAL CAPITAL AND
ITS CURRENT RESEARCH SCHOOLS

“Pope John Paul II recognized (...):

'Whereas at one time the decisive factor of production was the land,

and later the capital (...)

today the decisive factor is increasingly man himself, that is, his knowledge.' (...)

Every country, company, and individual depends increasingly on knowledge (...)”

(Stewart 1997: 12).

Nikolai Kondratiev’s theory of dynamic economic waves (Kondratiev 1922)
describes the (historical) fluctuation of economic cycles and related developments
of other societal activities (Medhi 1992: 335; Yakovets 2006: 3 et seq.) which are
(usually) fostered by innovation diffusions (Schumpeter 1961; Hirooka 2005: 313;
Sammerl 2006: 1; North 2011: 16) (cf. figure 4):

The first Kondratiev wave, which shaped the economy at the end of the 18" and
the first half of the 19% century (North 2011: 16), was brought about by the
invention of steam engines that promoted production (Runte 2004: 9). In detail,
this first wave of economic transition is responsible for the industrial revolution
which drove the shift from agriculture to industry (Stiller 2005: 76 et seq.). Before
the revolution the majority of people lived in rural areas, worked on farms, the
fields or in sheds, and made their living from the land as well as its fruits. Yet, the
industrial revolution reorganized the society: Large amounts of people moved to
the cities to work in factories or offices. Associated public progresses of the
industrial age are the eight o’clock whistle, the nine-to-five job, the custom of kids
at school, the fashion of wives at home and novel societal characters like
entrepreneurs, managers as well as employees (Stewart 1997: 7 et seqq.). Towards
the middle of the 19™ century companies started to aspire access to globally
available resources (Runte 2004: 9) but were unable to enter international markets
due to transportation cost constrains (Stiller 2005: 76 et seq.). As a consequence,
the objective to improve transportation as well as infrastructure was set and soon
achieved via innovative developments like railways and steam powered ships.
This led to the origination of a new economy era, namely the second Kondratiev

wave (North 2011: 16). Following its initial success, additional railroad lines and
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harbors were built, which further reduced transportation costs, enlarged domestic
and global markets, and expanded the industry. Accordingly, this caused an
increased demand of labor and originated urban growth in industrial centers and
seaports (Stiller 2005: 87). The following economic cycle (third Kondratiev wave),
which lasted from the beginning of the 20% century until the Second World War
(North 2011: 16), aimed to improve this urban life. This goal was accomplished
via chemistry and electrical engineering related innovations which also advanced
the assembling of energy networks (Runte 2004: 9). Moreover, the third
Kondratiev wave is characterized by the rise of mass production, higher
purchasing power, and the discovery of the automotive innovation (North 2011:
16). These advancements also originated the fourth economic period (fourth
Kondratiev wave) which promoted highway networks (Runte 2004: 9) as well as
individual mobility (Bechmann 2010: 13). Likewise, it allowed broad access to the
global economy with innovations such as aviation, radio, TV, electricity,
petrochemicals, and nuclear power (North 2011: 16 et seq.). Building on these
innovations, the currently prevailing fifth Kondratiev wave, which is principally
shaped by the importance and management of information and knowledge-based
resources (Guthrie 2001: 28) came about in the last two decades of the 20% and the
beginning of the 21t century (Daum 2003: 3). This fifth change of economic and
social activities heralded a new economic paradigm which is also referred to as
knowledge economy or society'® (Martin Castro et al. 2011: 649). In detail,

“(...) an almost unnoticed (by the public) revolution in the corporate world took place:
the transition from industrial capitalism, where business was based on tangible
physical assets, to a new economy, where the production of goods and services and

value creation in general depends and relies on invisible intangible assets”
(Daum 2003: 3).1°

Hence, economic prosperity? (Teece 1998: 55) is now increasingly generated by

18 Peter Drucker introduced the term “knowledge society” (Drucker 1993: 84 cited by
Nonaka, Takeuchi 1995: 6).

19 For the purpose of stressing key terms, specific words are highlighted in bold and/or
italic by the author of this dissertation. These emphases cannot be found in the original
text.

20 Economic success can relate to a country, industry or company (Drucker 1993: 4).
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the creation, stock or extension of (intangible) individual workers’ and
organizations” knowledge as well as intellect (Teece 1998: 55; Bontis 2001: 41;
Durst 2008: 411; Martin Castro et al. 2011: 649); and its constructive application
(Teece 1998: 55; Durst 2008: 411; Martin Castro et al. 2011: 649) as well as
exploitation (Matos, Lopes 2009: 347 et seq.).”! In other words, success depends
increasingly on intellectual capital-based (IC-based) factors and consequently, IC

becomes center of (business) research-attention, too.

Figure 4: Kondratiev Waves

Agriculture economy |:: Industrial economy |:: Knowledge / Intellect-based
and/or society and/or society economy and/or society

Steam Engine Railroad Electricity Oli/Gas Information
Cotton Steel Chemistry Automobile Knowledge
I 1 st I 2nd I 3rd I 4lh I sth
Kondratiev Kondratiev Kondratiev Kondratiev Kondratiev
| | | | 1
I I I I 1
1800 1850 1900 1950 2000

Source: adopted from Nefiodow 1990: 27 and Bechmann 2010: 13

Two different streams of intellectual capital (IC) research can be
contemporarily observed: The first — historically older — schools can be regarded

as the measurement stream of IC-research (Martin Castro et al. 2011: 649). It is

21 More to it, the extent to which knowledge-based intellect impacts the value chain
(even) of industrial products and services has and will be further enlarged (Roos et al.
1997: 10; Bontis et al. 1999: 392; Bosma et al. 2004: 234; Bullinger 2008: V; Bea, Haas 2009:
33; Steenkamp, Kashyap 2010: 375).
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concerned with information systems of IC — like scorecards or IC-statements —
which aim to measure and report knowledge-based intangibles on top of
traditional, quantifiable, financial data (Roos et al. 1997: 15; Petty, Guthrie 2000:
157). The second — more modern (Martin Castro et al. 2011: 649) — IC-research-
school is rooted in strategic lines of thought: It predominantly investigates the
creation and usage of IC as well as its impact on success (or value creation) (Roos
et al. 1997: 15; Petty, Guthrie 2000: 157). Specifically, the latter mentioned focus of
the strategic stream of IC-research belongs to the content approach of strategic
management research which is not only interested in strategy formulation or
planning (as opposed to implementation) but also and particularly in examining
sources of success (Hungenberg 2011: 59 et seqq.).”? When taking into account this
key notion as well as the in chapter 1.2 introduced research objective(s) as well as
research questions of this dissertation — ie. to discover the contribution of
IC-categories, -dimensions and -attributes to the lasting competitive business
performance of German SME -, it becomes inevitable that this research follows
the strategic school of the IC-literature.”* Henceforth, the focus of this dissertation
lays on IC as a strategically relevant intangible source of a firm’s sustainable
competitive advantage and thus, lasting supernormal business performance (Day,
Wensley 1988: 1 et seqq.).

2.2 TERMINOLOGY - STRATEGIC SOURCE OF SUCCESS

After the general introduction concerning the relevance of IC in today’s
business environment as well as this dissertation’s focus on the strategic stream of
the IC-literature (cf. chapter 2.1), this chapter of the theoretical foundation

clarifies the basic meaning of fundamental vocabulary. It is important to define

2 “The key to (...) strategy formulation is to understand the relationship between
[success impacting factors], competitive advantage and profitability” (Marr, Gray 2004:
105).

2 “The search for success factors is what the enterprise of strategy has largely been
about ever since” (Ghemawat 1991: 2 cited by Nicolai, Kieser 2002: 580).
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common grounds of the relevant terms which underlie this doctoral thesis — e.g.
strategic sources of success and lasting competitive business performance — in order to

avoid misunderstandings in the subsequent chapters.

2.2.1 Success: Lasting Competitive Business Performance

Practically, one would assume that the term 'success' is relatively easy to
define because it is one of the most central expressions in economics and business
studies. Yet, when taking a closer look, the word success is rather complicated to
describe (Reinemann 2011: 92):

“Success can be complex especially if we examine each facet of its diamond beauty”

(Certo 2006: 1).

In its most general form, success is viewed as “the accomplishment of an aim
or purpose” (Oxford Dictionaries 2010b)** or “the good or bad outcome of an
undertaking” (ibid). “These simple definitions become more complicated,
however, when they are applied to a firm” (Barney 2007: 17). That is, for example,
because different enterprises have widely varying (contents of) aims or purposes
(Steers 1975: 555 cited by Bachmann 2009: 90; Gruber 2000: 30; Hienerth, Kessler
2006: 115, Welge, Al-Laham 2012: 210) and evaluation levels spanning
individuals, organizational units or entire businesses (Venkatraman, Vasudevan
1986: 801). Consequently, there is no clear consensus in the literature (Welge, Al-
Laham 2012: 210).

Nevertheless, it is commonly accepted? that it is the ultimate purpose of
companies to secure their permanent existence as well as (future) development
(Piimpin 1982: 29 et seq.; Hahn 1999: 4; Kunert 2006: 48, Macharzina, Wolf 2010:

24 Cf. footnote 19.
% This assumption is especially predominant in the strategic management literature.
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262; Becker 2011b: 149; Dillerup, Stoi 2011: 38)(Hentze, Brose, Kammel 1993: 134,
Al-Laham 1997: 401 and Barney 1997: 34 et seq. all three cited by Jung, Bruck,
Quarg 2011: 284). Hence, organizational success is achieved when a firm survives

—1i.e. going concern.

Moreover, various business and economic theories suggest lower hierarchy
(Becker 2011b: 150) goal-content-criteria or indicators (Bachmann 2009: 90;
Reinemann 2011: 92) whose changes allow assessing success (Marr 2006: 7;
Heidenbauer 2008: 122).2¢ Although there is no generally accepted set of these
measures (Bachmann 2009: 90), they can — roughly — be divided into strategic and
financial/operational ones (Welge, Al-Laham 2012: 210 et seq.).

The principal of these lower hierarchy goal-content-criteria (Becker 2011b: 150) is
the strategic interpretation of success which has taken on an especially rising
importance in the current uncertain business environment (Wohe, Doring 2010: 85
et seq.). This is because future predictions concerning, for instance, financial
figures like sales development or profit growth are increasingly more imprecise
(Pimpin 1982: 30 et seq.) while the ability to recognize and act upon
opportunities and threats such as future demands, changing market conditions,
strategies of competitors and technological developments become vital (Wohe,
Doring 2010: 85). Thus, a contemporary (Cater, Cater 2009: 189), broad(er) success
concept (Venkatraman, Vasudevan 1986: 804) whose objectives focus on effective?”
preconditions for future financial success becomes center of attention (Piimpin 1982:
30 et seq.). Examples of qualitative, soft-fact-orientated (Bea, Haas 2009: 128),
strategic (goal-content) criteria to measure success relate to the strengthening or
safeguarding of success potentials (Galweiler 1987: 23 et seq.; Wohe, Doring 2010:
86), the leverage of competitive positions and advantages, the maximization of

opportunities or the minimization of risks (Wohe, Doring 2010: 86). The

2 Indicators are required because success is per se not directly observable (Reinemann
2011: 92) - i.e. it depends on the (non-)achievement of its underlying objectives. Which
specific indicators are chosen depends on the precise objectives of a firm (Gabler
Wirtschaftslexikon 2004a: 916).

7 The strategic success interpretation emphasizes the suitability — i.e. effectiveness:
'doing the right things' (Gladen 2011: 358; Fischer, Moller, Schultze 2012: 7) - of actions
which are required to achieve targets (Bachmann 2009: 90).
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importance of the previously mentioned sustainable competitive advantages, which
are advantages over competitors that can be continuously upheld?®, needs to be
especially stressed. That is because competitive advantages have “(...) long
occupied a central place in strategic thinking” (Coyne 1986: 54), represent the
ultimate objective of strategic management (Barney 2007: 17; Barney, Hesterly
2012: 28) and are required for (financial) performance superiority (Day, Wensley
1988: 1 et seq.)®.

Traditionally — in the business (studies) context —, however, success is reflected in
the financial outcomes of efficient operational management*® and is (mainly)
measured by the profit and loss (P/L) calculation and liquidity, respectively — e.g.
return on investment (ROI), return on sales (ROS) or return on equity (ROE)
(Venkatraman, Vasudevan 1986: 803; Galweiler 1987: 23; Gabler
Wirtschaftslexikon 2004b: 915; Heidenbauer 2008: 303; Wohe, Doring 2010: 713;
Bea, Schweitzer 2011: 778; Dillerup, Stoi 2011: 139; Jung, Bruck, Quarg 2011: 287).
Other outcome-based, financially orientated success indicators (Venkatraman,
Vasudevan 1986: 803) include turnover, sales growth, contribution margin or
earnings per share (Venkatraman, Vasudevan 1986: 803; Becker 2011a: 37). All of
these traditional economic criteria have in common that they are (principally)
short-term orientated (Piimpin 1982: 30; Galweiler 1987: 28), quantitative (Wdhe,
Doring 2010: 86), monetary (Gabler Wirtschaftslexikon 2004b) and hard-fact-
based (Bea, Haas 2009: 128).

Overall, figure 5 summarizes that the term success comprises the
achievement of three principle objectives: a) the permanent, economically feasible

survival of a firm; b) its long-term, systematic development and leverage of

% Jay Barney (1991: 102) specifies that sustained competitive advantages are achieved if
a firm’s superior value creating position/condition - compared to current as well as
potential competitors — can neither be duplicated by other rivals now, nor in the future.

2 Competitive advantages are “(...) at the heart of a firm’s performance in competitive
markets” (Porter 1985: XV).

% In other words, focus is placed on the efficiency of actions - 'doing things right'
(Gladen 2011: 358; Fischer, Moller, Schultze 2012: 7) — that are required to fulfill
predefined objectives in relation to necessary efforts/expenses (Bachmann 2009: 90).
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success potentials as well as (sustainable) competitive advantages; and c) short-
term, positive financial performance. Eventually, the third and traditional
conception of economic firm-success (Venkatraman, Vasudevan 1986: 803) is and
will most likely continue to be the basis of the fundamental objectives of
entrepreneurial spirit — no matter which concrete indicators are underlying
(Cater, Cater 2009: 189; Hungenberg, Wulf 2011: 12 et seq.; Reinemann 2011: 92).
Lasting and especially sustained above-average or supernormal operational
performance and hence, permanent survival can, however, only be achieved if
strategic sources of success — i.e. success potentials and sustainable competitive
advantage — are exploited in the first place (Peteraf 1993: 185; Bamberger, Wrona
1996: 132; Rumelt 2003: 1; Will 2008: 4). Because of that the arrows in figure 5
point from strategic goal accomplishments to financial success as well as going

concern.
What specifically constitutes strategic sources of success, which lead to such

circumstances, is described in the chapter 2.2.2.

Figure 5: Hierarchy of Objectives’ Contents to Determine Success

[ 1 T UHICULIVE — QUULEDD DULETILAID diliu GUTTIDEULVE auvdlilaJdcs 1

Financial/Operational = Efficiency

Short-term € — - — -

- Objective: Economic profit and liquidity

Low

Own source inspired by Dillerup, Stoi 2011: 38 & 137 and
Welge, Al-Laham 2012: 220
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Lastly, it is important to recap that this dissertation follows a strategic focus
(cf. chapter 2.1). As such, it is particularly interested in long-term success.
Therefore, special attention is paid to sustainable competitive advantages which, in
turn, are believed to manifest themselves in and/or are measurable via sustained
supernormal returns (Peteraf 1993: 185; Bamberger, Wrona 1996: 132; Rumelt 2003:
1; Barney 2007: 20; Cater, Cater 2009: 189).

On the basis of this as well as George Day's and Robin Wensley's (1988: 1 et seqq.)
sequential framework of competitive superiority, which is — in a slightly adjusted
version - presented in figure 6, it is henceforth assumed that strategic sources of
success contribute to lasting competitive business performance. Figure 6 also
illustrates that the term lasting competitive business performance is understood
as a combination of competitive advantages and above-average financial
performance, which is, however, predominantly measured via economic figures.®!
Moreover, figure 6 shows that firms cannot survive in the long-term — go concern

—unless they achieve lasting competitive business performance in the first place.

Figure 6: Conceptualization of (Lasting) Competitive Business Performance

Strategic
Sources of
Success

Lead to

Sustainable
Competitive
Advantages

manifested in/

measured via

Sustained
Performance
Superiority

|

Lasting Competitive Business Performance

...Going concern

Own source inspired by Day, Wensley 1988: 3

31 In detail: One approach to measure competitive advantages is to examine simple

accounting measures (Barney 2007: 20). Because of this combination of competitive factors
and financial performance measures, the term competitive business performance is
applied in the scope of this dissertation.
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2.2.2 Sources of Success

The following two sub-chapters define sources of success, namely success

potentials and success factors.

2.2.2.1 Success Potential

Elaborating on the above mentioned, firms ultimately aim to secure their
enduring survival (Becker 2011a: 37; Becker 2011b: 146; Jung, Bruck, Quarg 2011:
154 & 284; Ungericht 2012: 42; Welge, Al-Laham 2012: 213) or in monetary terms
the insurance of their financial values (Baum, Coenenberg, Giinther 2007: 30). The
realization of these targets is, according to the German literature, operationalized
via the strategic management concept of success potentials®> (Becker 2011b: 146;
Jung, Bruck, Quarg 2011: 284; Ungericht 2012: 42; Welge, Al-Laham 2012: 213).

Success potentials®® can be defined as the (entire pool of) preconditions of
future success (Galweiler 1974: 246; Galweiler 1987: 24, 26 & 29; Bamberger, Wrona
1996: 130; Macharzina, Wolf 2010: 263; Becker 2011b: 146; Dillerup, Stoi 2011: 137
et seq.; Gladen 2011: 358; Jung, Bruck, Quarg 2011: 284) whose supernormal
management and leverages (can) lead to competitive advantages (Hoffmann
Linhard 2001: 50; Jung, Bruck, Quarg 2011: 284 et seq.; Welge, Al-Laham 2012:
213). In detail, success potentials can be broken down into external and internal
potentials. The former refer to environmental or market opportunities (Galweiler
1987: 24; Kaulich 2004: 4; Becker 2011b: 146; Jung, Bruck, Quarg 2011: 285) — such
as customers’ specific demands (Gladen 2011: 49) - which determine
managements’ scope of action (Knop 2009: 45). Internal potentials are, conversely,
represented by a firm’s (operation) opportunities (Kaulich 2004: 5; Becker 2011b:

2 Aloys Gélweiler (1979: 3) was the first author who mentioned the term success
potential (Bea, Haas 2009: 122) which he formerly called earnings potential (Galweiler 1974:
246).

3 Potential is generally defined as “latent qualities or abilities that may be developed
and lead to future success or usefulness” (Oxford Dictionaries 2010a).
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146; Dillerup, Stoi 2011: 137; Jung, Bruck, Quarg 2011: 285). These are (especially)
required to exploit the external potentials because internal settings allow, for
instance, the production of the demanded products and services (Gladen 2011:
50). Lastly, it is worth stressing that potentials do not per se ensure success*
(Gélweiler 1987: 29; Dillerup, Stoi 2011: 138 & 751) and can remain unused
(Dillerup, Stoi 2011: 138).

Figure 7: Sequential Determinism of Strategic Success Potentials,
Sustainable Competitive Advantages and Sustained Performance
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It is the task of strategic management to identify, create, organize,
(re-) develop and maintain® (Galweiler 1974: 149; Galweiler 1987: 28; Baum,
Coenenberg, Giinther 2007: 30; Becker 2011b: 37; Ungericht 2012: 42; Welge, Al-
Laham 2012: 213) current and future (Becker 2011b: 45), as well as high and secure
(Géalweiler 1974: 29) success potentials. Special attention shall, indeed, be paid to

3 Success potentials 'only' offer chances for future success instead of full security
(Gélweiler 1987: 29).

3% These actions are expensive and result in short-term expenses —i.e. less liquidity. Yet,
they are expected to result in long-term (financial) success (Dillerup, Stoi 2011: 138).
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strategic success potentials which can — e.g. via (value-adding) strategic decisions —
be turned into long-term advantages over competitors and therefore, lasting
supernormal business performance (Piimpin 1982: 32 et seq.; Piimpin 1992: 29 et
seqq. cited by Gruber 2000: 39; Hoffmann Linhard 2001: 50) (cf. figure 7).

However, the practical suitability of the concept of (strategic) success
potentials for strategic management has been criticized for various issues. First,
the definition of success potential is very limited (Dillerup, Stoi 2011: 139; Jung,
Bruck, Quarg 2011: 285; Welge, Al-Laham 2012: 216). Specifically, this means that
there is no concrete description of characteristics, schemes or activities (Mandorf
2008: 4) which constitute a potential. Secondly, the notion of success potentials
lacks conceptual distinctiveness concerning the measurement of success potentials.
Consequently, success potentials are operationalized via (more) specific
parameters which allow a company's management to govern them (Jung, Bruck,
Quarg 2011: 285; Welge, Al-Laham 2012: 216). These determinants are also
referred to as success factors.

2.2.2.2  Success Factor

Success factors can on the one hand be understood as all internal and external
parameters (Galweiler 1974: 149; Becker 2011b: 150; Dillerup, Stoi 2011: 139)
which underlie (Bea, Schweitzer 2011: 299) long-term success potentials (Gladen
2011: 14) and allow concretizing (Jung, Bruck, Quarg 2011: 285) as well as
measuring them (Galweiler 1987: 23 et seq.; Dillerup, Stoi 2011: 139; Welge, Al-
Laham 2012: 216).

The following example, which is also displayed in figure 8 (right side) shall clarify
this line of thought: internal success factors which specify, for instance, the firm’s
success potential 'human capital’ include employees’ qualification and staff
motivation since these company-inside aspects allow leveraging human capital.
Exemplary external success factors which trigger the potential 'human capital” are
labor market demand and supply structures or employment legislations. That is

because these factors, which are located outside a firm, also contribute to the
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success or failure of the success potential human capital (Welge, Al-Laham 2012:
217).

Figure 8: Internal as well as External Success Factors and Success Potentials
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Conversely, a success potential can therefore be more specifically defined as a
system of its determining success factors” values and structure (Daschmann 1993: 5).
The latter mentioned structure especially refers to the intensity of the individual
factors’ contribution to the potential, the factors’ interaction and interdependence as
well as their dynamic (Welge, Al-Laham 2012: 218). The better a firm is aware of its
success factors’ system, the higher the quality of its managerial activities
(Gélweiler 1974: 149) concerning success potentials’ creation as well as
maintenance, and thus, the greater its chance of accomplishing aspired objectives
(Gélweiler 1974: 246 et seq.; Dillerup, Stoi 2011: 139; Welge, Al-Laham 2012: 216 et

seqq.)-
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On the other hand, success factors can be defined as the few factors which

impact the success or failure of firms (Dillerup, Stoi 2011: 139).

The McKinsey & Company management consultant Ronald Daniel (1961) was the
first author who shaped this idea in his article ‘Management information crisis'
(Daschmann 1993: 12; Baum, Coenenberg, Giinther 2007: 31). Ronald Daniel
proposes that a company’s system of management information should be
organized in a manner that it provides insights on factors which determine success
and thus, require high management consideration. Moreover, Ronald Daniel
states that there are usually three to six important success factors for each industry
(Daniel 1961: 113 et seq. & 116).

John Rockart (1979: 81 et seqq.) specified Daniel’s notion in 1979 (Daschmann
1993: 12; Baum, Coenenberg, Giinther 2007: 31). He adopts the position that the
previous approaches of providing information to top management cause
information overload (Rockart 1979: 81 et seqq.) instead of being tailored to a
particular company’s managerial needs® — i.e. its critical success factors (ibid.: 85 et
seqq.). Rockart (1979: 85) defines these critical success factors as
“(...) the limited number of areas in which results, if they are satisfactory, will ensure
successful competitive performance for the organization. They are the few key areas
where "things must go right" for the business to flourish. If results in these areas are
not adequate, the organization's efforts for the period will be less than desired. As a
result, the critical success factors are areas of activity that should receive constant and

careful attention from management.”%”

In view of the above it can be argued that success factors include all determinants
which can (potentially) impact success. Because of this, they are displayed as the
large, dark cycle in figure 9 (left side). (Strategic) Management focus should,

however, be especially paid to the more precise, limited number of critical success

% As opposed to “Daniel [who] focused on those critical success factors that are
relevant for any company in a particular industry” (Rockart 1979: 85).

% One needs to consider, however, that strategic success factors differ from key factors,
whose existence is crucial for the success of a company per se. Examples for key factors
include an academic degree of a lawyer or an alcohol license of a liquor store (Baum,
Coenenberg, Giinther 2007: 31).
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factors, which are also referred to as strategic success factors®® (Bea, Haas 2009: 123)
(cf. figure 9 small cycle inside the large, dark one). That is because of their high
relevance for competition and competitive success, respectively. Precisely, figure
9 highlights that a company achieves a sustainable competitive advantage and
hence, lasting above-average performance as well as permanent survival if a
strategic success factor is superior to rivals and can be upheld in the long-run
(Knop 2009: 45; Hungenberg 2011: 159 et seq.; Hungenberg, Wulf 2011: 196 et seq.;
Ungericht 2012: 113 et seq.).

Figure 9: Strategic Success Factors
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To summarize, strategic success factors include, on the one hand, all
elements, determinants and conditions (Kreilkamp 1987: 176) which are expected
to considerably substantiate a (strategic) success potential and thus, should give
direction for long-term strategy. On the other hand, they comprise all factors
which are believed to have a primary impact on competitive business performance
(Rockart 1979: 85)(Fischer 1993: 18 and Breid 1994: 37 both cited by Jung, Bruck,
Quarg 2011: 285).° Accordingly, strategic success factors represent the origin of
the positive or negative long-term development of corporate activities and thus, a

firm’s sustainable success or failure, respectively.

38 Critical success factors are also referred to as strategic success factors (Bea, Haas 2009:
123). In the context of value-based-management they are also named value drivers
(Dillerup, Stoi 2011: 139).

3 More precise: Success factors are parameters which are highly correlated to success
(Dillerup, Stoi 2011: 139). Thus, they allow formulating “if ... then ...hypothesis” which
shall explain (financial) success (Baum, Coenenberg, Giinther 2007: 31).
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2.2.3 Summary of Definitions and their Interrelation

Figure 10 summarizes and links together sub-chapters 2.2.1, 2.2.2.1 and
2.2.2.2. Specifically, figure 10 visualizes that companies firstly define objectives —
ranking from going concern (normative) over competitive advantages (strategic)
to financial performance (operational) — whose accomplishments determine
whether a firm succeeds or not. In order to realize these objectives, firms should
pay special attention to the management of their strategic sources of success. This
means, in particular, that firms need to leverage their long-term success potentials
which then drive continuing performance and thereby build the basis for
permanent survival. Yet, to do so, focus needs to be placed on the efficient and
effective management of the respective internal or external strategic success factors,
which specify the former mentioned potentials and allow to govern them. It is
especially important that firms center their attention to strategic sources of
success since they are highly likely to lead to sustainable competitive advantages
which subsequently drive financial business performance as well as company
survival. Only if a company's management is able to successfully deal with
strategic sources of success in the long-term, it can generate lasting leads over
competitors. Otherwise, it 'only' embraces sources of success — as opposed to
strategic sources of success — and predominantly offers the potential to succeed in
terms of short-run economic success. This also explains why the terms 'strategic'
and 'lasting' are put in brackets in figure 10. Lastly, it is important to note that
companies need to regularly revise their objectives in order to adjust them to their
current situations. Hence, the management of sources of success requires

corresponding alternation, too.

Overall, it can be concluded that only if enterprises exploit their strategic sources
of success, they are able to achieve sustained competitive advantages. These, in turn,
generate enduring above-average financial success which, in combination with long-
term competitive advantages, is also known as lasting competitive business

performance.
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Figure 10: Success Factors as the Origin of Future Success
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2.3 THEORETICAL GROUNDING: (STRATEGIC) SOURCES OF SUCCESS
DERIVED FROM ECONOMIC AND BUSINESS LITERATURE

After the general introduction into the current importance of IC (cf. chapter
2.1) as well as the definition of the relevant terms (cf. chapter 2.2), the following
part of this doctoral thesis forms its conceptual framework which aims to
theoretically ground why IC represents a strategic source of success. In detail, this
chapter presents the most common economic and business theories which suggest
competing as well as complementing (strategic) sources of success (Bamberger,

Wrona 1996: 130; Grant 1996: 109) — i.e. sources of (lasing) competitive business
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performance.?’ All of the illustrated theories have in common that they assume that
every firm’s main objective is to maximize its performance. Yet, they propose diverse
means which shall support firms in achieving this (Conner 1991: 123). These
different sources of success can be broadly divided into externally- and internally-
orientated ones (Hoskisson et al. 1999: 421; Cater, Cater 2009: 187) which align
with the historical development of the strategic research frontier as well as
workplace practice (Grant 1991: 114; Collis 1994: 143; Spender, Grant 1996: 6;
Hoskisson et al. 1999: 421). Precisely, focus to leverage success was, in the past,
placed on products, markets, and tangible investments (Gladen 2011: 358 et seq.)
and thus, a rather external emphasis (Grant 1991: 114; Hoskisson et al. 1999: 418 et
seqq.;, Cater, Cater 2009: 187). Today, however, superior performance is
predominantly achieved by paying attention to firm-internal (Grant 1991: 114;
Hoskisson et al. 1999: 418 et seqq.; Marr 2006: 4), intangible sources of success — e.g.
success factors like R&D, reputation, or personnel development which rest upon
knowledge-based intangibles (Albers, Hildebrandt 2006: 4 et seq.; Gladen 2011:
358 et seq.).#! This current focus is justified, among others, because of the external
approaches’ dissatisfactory static framework (Grant 1991: 114); and because
internal resources provide a better basis for sustainable business performance

than the inconsistent external factors which are continuously altered by today’s

4 The doctoral theses at hand focuses on the most common, main stream
theoretical/research branches in the field of strategic management literature. Hence, this
dissertation’s theoretical foundation does not incorporate the contingency theory which
points to corporate/organizational structures that are dependent on internal and external
variables (Hohne 2009: 83 et seqq.), the theory of the entrepreneurial role (Palupski n.k.: 61)
which provides for the preconditions to actually handle (knowledge) resources well
(Freiling 2001: 97 et seq.), the diffusion theory which looks into the spread of innovations
(Mann 2009: 99), the prospect theory which studies individuals’ decisions under the
consideration of risk (Wenig 2009: 195 et seqq.), and motivational theories which analyze the
factors that impact human behavior (Mayer 2009: 227 et seqq.). This exemption is
substantiated by the fact that these approaches only fractionally contribute to the
explanation of IC as a strategic source of success. Furthermore, logic theory and mathematics
are disregarded in this research work because IC is neither a solely logical nor a
mathematical construct (Palupski n.k.: 43).

4 Although both, external and internal factors, impact success (Andrews 1980: 47 et
seqq.), it is supposed that the latter are strategically more relevant in recent times (Cater,
Cater 2009: 187).
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dynamic environment (Marr 2006: 4).

Nevertheless, in order to verify the focus on the latter mentioned current
approaches and research streams as well as to provide a solid theoretical
foundation in favor of IC as an intangible strategic source of success*?, this
doctoral thesis illustrates a review of selected externally- and internally-orientated
theories and research schools. These approaches are evaluated against the
background of the strategic theory of the firm (Al-Laham 2003: 178; Barney, Clark
2007: 15 et seq.). In other words, the strategic theory of the firm represents, within
the scope of this dissertation, the evaluation tool of the conceptual framework
which addresses all issues required to achieve lasting competitive business
performance in today's business world. More precisely, it is used to identify
conceptual approaches which focus on strategic and thus, long-term sources of

success.

The origin of the theory of the firm goes back to Frank Knight (1921) and Ronald
Coase (1937) who describe why firms exist*® and what limits their size** (i.e. their
boundaries relative to the market).* However, these notions were neglected until
the 1960’s and particularly the 1970’s when authors like Oliver Williamson (1971)
as well as Armen Alchian and Harold Demsetz (1972) advanced the theory
(Williamson 1988: 65 et seq.; Foss, Lando, Thomsen 2000: 632 et seq.). In the

course of this development, the theory of the firm was also expanded to

2 A missing solid theoretical foundation has often been criticized in the field of IC
(Kaufmann, Schneider 2004: 366; Choong 2008: 632) and success factor research,
respectively (Kiipper 1994: 116; Mandorf 2008: 18; Hungenberg 2011: 61).

4 “Looking at the question of existence Coase (...) pose[s] an important test: for the
existence of a firm to make sense in some business activity, the firm, with its internal
network of relationships, must outperform the alternative, in which all such relationships
are external, arms-length, market transactions” (Conner 1991: 139).

# In other words: “(...) why all transactions are not organized within a single firm [?]”
(Holmstrom, Tirole 1989: 65 cited by Conner 1991: 123).

4% “A firm ... [has] a role to play in the economic system if ... transactions [can] be
organized within the firm at less cost than if the same transactions were carried out
through the market. The limit to the size of the firm ... [is reached] when the costs of
organizing additional transactions within the firm [exceed] the costs of carrying out the
same transactions through the market” (Coase 1932: 341 cited by Williamson 1988: 65).
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incorporate a third facet, namely a firm’s internal organization (Grant 1996: 109 et
seq.; Foss, Lando, Thomsen 2000: 632; Freiling, Gersch, Goeke 2008: 1155).
Building on the works of i.a. Birger Wernerfeld* (1984) and Jay Barney (1986), as
well as Richard Rumelt’s (1984) focus on efficient ways of establishing
competitive advantages and in doing so generating persistent above-average
business performance (also known as economic rents¥), the theory of the firm is
further enhanced and turned into a strategic theory of the firm. Specifically, the
strategic theory of the firm draws on economic and organizational theories but
particularly focuses on drivers of strategic decisions and success (Grant 1996: 109
et seq.; Barney, Clark 2007: 14 et seqq.).* As such, the strategic theory of the firm
is primarily concerned with a firm’s source of competitive advantages (Al-Laham
2003: 173) which are added as a fourth component to the theory of the firm.

Based upon the answers to the four, above introduced, central issues of the
currently prevailing strategic theory of the firm - namely, existence, boundaries,
internal organization and competitive advantages -, one can understand the

strategic source of a firm’s above-average lasting business performance.*

Figure 11 displays the above described, chronological development from no
theory of a firm, over a theory of the firm which looks into a firm’s existence and
boundaries, its advancement with respect to internal matters and lastly, the strategic
theory of the firm including competitive advantages. The specific theories which

correspond to the diverse stages of this evolution are briefly presented in the

4% And Birger Wernerfeld's “theory of competitive advantages based on resources”
(Barney, Clark 2007: 14).

4 In simple term, rents can be understood as long-term super-normal returns (Al-
Laham 2003: 122). More precisely, rents refer to the income that exceeds the opportunity
costs [i.e. opportunity costs represent the value of the resource’s next best use (Parkin,
Powell, Matthews 2008: 398)] of using a resource (Foss, Knudsen 2003: 296) without
attracting new competitors (Miiller-Stewens, Lechner 2011: 346 et seq.).

4 “Although strategic management has drawn its theories of the firm from both
economics and organization theory, its area of interest is different from both. Its primary
goals are to explain firm performance and the determinants of strategic choice. The result
has been new contributions to the theory of the firm” (Grant 1996: 109 et seq.).

# Jorg Freiling (2004: 28) mentions five questions which are more specifically tailored
to intangible competencies rather than the universal basics of the strategic theory of the
firm which are presented in this doctoral thesis.
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following paragraph and described in detail in the next chapters.

Figure 11: Evolution of the (Strategic) Theory of the Firm and its Elements
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The following chapter 2.3.1 starts by illustrating the historically older,
predominantly externally-directed approaches. According to the reasoning of
Robert Hoskisson et al.® (1999: 421 et seqq.) as well as Giinther Miiller-Stewens
and Christoph Lechner (2011: X et seqq. & 128), attention is paid to 1) the
industrial economic theory®® which views the firm as a black box, 2) its advanced
version known as the market-based view which starts to explain firms’ existence
and boundaries, and 3) new institutional economics®> which can be regarded as a
response to the formers” shortcomings and which also bridge towards a strategic
theory of the firm (cf. left-hand-side of figure 11). The last externally-orientated
theory suggested by Giinther Miiller-Stewens and Christoph Lechner (2011: X et

% Robert Hoskisson et al. (1999: 417 et seqq.) explain the shift from early, inside-
orientated works in the strategic management literature — such as from Igor Ansoff (1965)
and Alfred Chandler (1962) — over outside-focused (modern) industrial economics as well
as organizational economics — i.e. new institutional economics — to internally-orientated
approaches such as the resource based view.

51 Industrial economics represent a part of the neo-classical research stream (Palupski
n.k.: 52; Teece et al. 1994: 10).

52 Institutional economics are described as a theory which links neo-classical- and
behavioral research schools. Moreover, it considers the contributions of information economics
which themselves build upon uncertainty theory (Palupski n.k.: 44, 48 & 54).

% Martin Welge and Andreas Al-Laham (2012: 42 et seqq.) classify these three theories
in the category 'economic perspective'.
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seqq. & 128), namely the evolution theory>, is, however, not discussed in this
doctoral thesis. This is because it assumes that success depends on evolution
instead of precisely projectable strategic arrangements (Bea, Haas 2009: 28 & 33 et
seqq.; Ungericht 2012: 354). Thus, it is less suitable to extract accurate
recommendations for strategic IC-management (Miiller-Stewens, Lechner 2011:

139) which this doctoral thesis aims for?.

After discussing the three above introduced externally-orientated strategic
management approaches and justifiably concluding them as of minor
contribution to address the four issues of a strategic theory of the firm* (cf. first
half of figure 11), the internally-directed schools are illustrated. In line with
Giinther Miiller-Stewens and Christoph Lechner (2011: X et seqq. & 128), Martin
Welge and Andreas Al-Laham® (2012: 42 et seqq.), as well as many publications

5 The evolution theory includes, among others, (Bea, Haas 2009: 28 & 33 et seqq.;
Dillerup, Stoi 2011: 32) Kirsch’s leadership theory (Kirsch 1997) and the St. Gallen
management model (Malik 1984; Probst 1987; Bleicher 2004; Riiegg-Stiirm 2005). Sometimes
these two approaches are also listed among the system theory (Dillerup, Stoi 2011: 30;
Palupski n.k.: 43). This is because both theories focus on systems but from different
angles: while the system theory concentrates on the management and the creation of
systems, the evaluation theory highlights the imperfect controllability of systems
(Dillerup, Stoi 2011: 32).

% Nevertheless, it has to be acknowledged that the evolution theory points to the
relevance of dynamic processes (Miiller-Stewens, Lechner 2011: 139) as well as capabilities
of corporate organization and learning. Therefore, it contributes to the resource-based
view (Bea, Haas 2009: 35 et seq.) and the knowledge-based view, respectively. Arguably,
this also explains why the resource-based theory and the knowledge-based approach are
sometimes classified as part of the evolution-orientated research steam (Palupski n.k.: 49).

% Since the game-theory, which is concerned with “the (...) interaction between rivals
with certain expectations about how each other will behave” (Teece, Pisano, Shuen 1997:
516), is often used as a methodical foundation in (modern) industrial economic researches
(Muller-Stewens, Lechner 2011: 132), which are considered as less relevant for this
doctoral thesis, game-theory is also excluded from this review.

% Martin Welge and Andreas Al-Laham (2012: 42 et seqq.) classify these theories in the
category 'resource- and knowledge-orientated approaches'.
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in the field of IC®, the resource-based view and its enhancement the knowledge-based
view — including its diverse sub-schools (Al-Laham 2003: 132 et seq.; Welge, Al-
Laham 2012: 100 et seqq.) — are reviewed. These approaches are particularly
important since they highly promote internal (intangible) sources of a firm’s
lasting competitive business performance and directly address the four aspect of
the strategic theory of the firm (Conner 1991: 132 et seqq.; Al-Laham 2003: 172 et
seqq.) as can be seen on the right-hand-side of figure 11.

2.3.1 Externally-orientated Approaches

In line with the previous outline, chapter 2.3.1 is divided into three parts
which clarify the contents and theoretical contributions of
1) traditional industrial economics,
2) modern industrial economics, which are commonly known as the market-
based view, and

3) new institutional economics

to the intended research on IC as a source of success (Hoskisson et al. 1999: 421 et
seqq.; Miiller-Stewens, Lechner 2011: X et seqq. & 128).

% Cf. Robert Grant (1996: 109 et seqq.), Jay Barney, Mike Wright and David Ketchen
(2001: 630), Sarah Kaplan et al. (2001: 3), Karl Sveiby (2001: 344 et seqq.), Jorg Freiling
(2004: 27 et seqq.), Bernard Marr and Dina Gray (2004: 105), Bernard Marr, Giovanni
Schiuma and Andy Neely (2004: 312 et seq.), Goran Roos, Stephen Pike and Lisa Fernstron
(2004: 127 et seqq.), Stephen Pike, Goéran Roos and Bernard Marr (2005: 112 et seqq.),
Chun-Yao Tsenga and Yeong-Jia Goo (2005: 187 et seqq.), Kira Reed, Michael Lubatkin
and Narasimhan Srinivasan (2006: 867 et seq.), Georg Tovstiga and Ekaterina Tulugurova
(2007: 695 et seqq.), Meng-Yuh Cheng et al. (2008: 639 et seqq.), Blaise Sonnier (2008: 705 et
seqq.), Amrizah Kamaluddin and Rashidah Rahman (2009: 1 et seqq.), Salina Daud and
Wan Yusoff (2010: 137 et seq.), Gregorio Martin de Castro et al. (2011: 659 et seq.), as well
as Ahmed Seleim and Omar Khalil (2011: 586 et seqq.).
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Traditional Industrial Economics: The Firm as a Black Box

75
23.1.1

Following the worldwide economic depression of 1929 — 1933, the theory of

traditional industrial economics originated (Dillerup, Stoi 2011: 12; Miiller-
Stewens, Lechner 2011: 129) with the intent to clarify questions regarding
competitive policies (Bester 2010: 2 et seq.) via an analysis of markets® (Biihler,
Jaeger 2002: 4).
The main reference framework of the traditional industrial approach is Joe Bain’s
(1956) structural performance conduct (SPC): It points out that the exogenous
(Rothfuss 2009: 43), central structures of a market influence the behavior of an
enterprises within a specific industry, while the (joint) conduct of firms determines
the market’s performance (Biihler, Jaeger 2002: 4 et seq.; Al-Laham 2003: 106; Stoll
2007: 11; Dillerup, Stoi 2011: 12; Miiller-Stewens, Lechner 2011: 129) (for examples
cf. table 1).

Table 1: Examples of the Structural Performance Conduct Categories

Market Structure

Company Conduct

Market Performance

=

* Profit margin

- exogenous factors -

— =

e Economic characteristics of
products (e.g. quality and

- endogenous factors -

e =

* Price-, quality- and quantity

differentiation)

Amount of sellers and
buyers, seller concentration,
distribution of market shares,
degree of vertical integration
Production- and cost
structures (e.g. economies of
scale or scope)

Information level and market
power of buyers, demand
conditions

Market entry and exit barriers

restrictions
¢ Investment behavior
* Marketing expenses

* Research and development
efforts

¢ Alliances- and diversification
strategies

Resource and factor
productivity

Product variation
Static market efficiency

Dynamic market efficiency
(e.g. product or process
innovation rate)

Source: adopted from Biihler, Jaeger 2002: 5

% Examples of such questions include: What is the impact of sellers” concentration on

competition? What is the impact of competition on prices, innovation and so on? (Miiller-
Stewens, Lechner 2011: 129).
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According to Joe Bain’s proposal, companies have the freedom to adopt
their conducts — including business policies and strategies — over time.®’ Yet,
because they do so in line with market developments, firms" behavioral scope is
automatically reduced (ibid.: 6 et seq.).®! Moreover, industrial economics rest on
the assumption of relatively perfect competition (Hungenberg 2011: 64) and certain
other restrictions (Foss, Lando, Thomsen 2000: 632). Examples include that all firms
exhibit the same (level of) mobile resources®? which are required to pursue their
strategy (Dillerup, Stoi 2011: 12 et seq.), that all actors (buyer and seller) are
perfectly informed and make rational decisions (Biihler, Jaeger 2002: 56), and that
managers in particular act rationally in the interest of the firm (Hungenberg 2011:
64). Thus, apart from size, all enterprises are considered homogenous (Al-Laham
2003: 106). Altogether, all companies therefore adopt the same strategy®® (Dillerup,
Stoi 2011: 12; Hungenberg 2011: 64; Miiller-Stewens, Lechner 2011: 129) (cf. figure
12).

6 Traditional industrial economics inform about the behavior of a firm when, for
example, production technologies and/or inputs- and output prices change (Biihler, Jaeger
2002: 27).

61 “(...) the 'behavior' of the firm is like the behavior of the market” (Mantysaari 2012:
42).

6 “If firm resources are perfectly mobile, then any resource that allows some firms to
implement a strategy protected by entry or mobility barriers can easily be acquired by
firms seeking to enter into this industry (...)” (Barney 1991: 105).

63 That one firm in an industry populated by identical firms has the resources to
conceive of and implement a strategy means that these other firms, because they possess
the same resources, can also conceive of and implement this strategy. Because these firms
all implement the same strategies, they all will improve their efficiency and effectiveness
in the same way, and to the same extent” (Barney 1991: 104).
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Figure 12: Industry Determines Performance
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Source: adopted from Biihler, Jaeger 2002: 5 et seq.

As such, it can be concluded that the traditional industrial economics’ core
unit of analysis — i.e. source of success — focuses on the structure of an individual
industry (Stoll 2007: 11; Schneider 2008: 13) which ultimately determines the
performance or efficiency of its markets (Foss, Lando, Thomsen 2000: 632; Barca
2003: 87). Within this theory “(...) the firm as such does not exist. The firm is
regarded as a production function and a means of transforming inputs into
outputs” (Mantysaari 2012: 10). By treating the firm as a black box (Biihler, Jaeger
2002: 28), traditional industrial economics do not address any of the four issues of
the strategic theory of the firm: they neither specify a firm’s existence, nor its
boundaries, internal organizational matters, precise behavior, or performance
differences between companies (DeCarolis, Deeds 1999: 953) (cf. figure 13).
Consequently, traditional industrial economics do not help to build a theoretical model
that supports the relationship between intellectual capital and lasting competitive

business performance.
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Figure 13: Traditional Industrial Economics: No Theory of the Firm

Traditional Industrial Economics

Existence of the firm Not addressed/ not explained
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Strategic
Theory of
the Firm
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Internal organization of the firm Not addressed/ not explained

2.3.1.2  Modern Industrial Economics: The Market-based View of Firm Competition

Building on the limitations of traditional industrial economics - in
particular the given exogenous market structures (Al-Laham 2003: 107), the one-
dimensional causal chain (Biihler, Jaeger 2002: 7) as well as the restricted
consideration of firms' behavioral options (Hungenberg 2011: 62; Miiller-Stewens,
Lechner 2011: 129) — a renaissance of industrial economic theory (Dillerup, Stoi
2011: 12; Miiller-Stewens, Lechner 2011: 130) and thus, the birth of the market-
based view* (MBV) took place towards the late 1970’s (Welge, Al-Laham 2012:

78). In particular, Michael Porter (1980) refines traditional industrial economics

64 The market-based view is also referred to as new or modern industrial economics
(Biihler, Jaeger 2002: 7 et seq.; Al-Laham 2003: 108; Rothfuss 2009: 44 et seq.; Dillerup, Stoi
2011: 13; Welge, Al-Laham 2012: 78 et seq.).
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for strategic management purposes in the 1980’s (Hungenberg 2011: 61) and
thereby accomplishes the transition from an economic perspective of markets to a
business angle (Welge, Al-Laham 2012: 80).%

Precisely, the MBV places, based upon empirical observations (Rumelt 1997: 132;
Al-Laham 2003: 105), its focus of sources of success (or its core unit of analysis)
closer to the company level (Porter 1981: 617; Miiller-Stewens, Lechner 2011: 132):
the MBV looks into the behavioral aspects of firms which are, nonetheless, still
influenced by the structure and the development of a specific market (Dillerup,
Stoi 2011: 13). At the same time, the MBV does, however, not treat the latter
mentioned industry environment as simply exogenous but instead regards it as
the target of enterprises’ strategies. Hence, market structures are ‘endogenized’ (Al-
Laham 2003: 107, Welge, Al-Laham 2012: 78) and become dynamic (Miiller-
Stewens, Lechner 2011: 129 et seq.). In other words:
“The Bain view that strategic choices do not have an important influence on industry
structure is nearly dead. It is now recognized that there are feedback effects of firm
conduct (strategy) on market structure (...). For example, firm innovations can enhance
or diminish entry and mobility barrier. Some authors have gone a step further to
propose and test models in which past performance affects the strategic options
available to firms — hence the dotted line in [figure 14] (...)”
(Porter 1981: 615 et seq.).

6 “(...) what was missing until the 1970s was an economics of firms” (Foss, Lando,
Thomsen 2000: 632).
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Figure 14: Comparison of the Traditional Industrial Organizational
Paradigm (Bain) and the Market-based View (Porter)
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Source: adopted from Porter 1981: 611 & 616; supplemented by
Al-Laham 2003: 108 and Welge, Al-Laham 2012: 80

This dynamic model which is characterized by interactions between the
market, firms, their conduct, and performance (Biihler, Jaeger 2002: 8; Miiller-
Stewens, Lechner 2011: 129 et seq.) enables differently successful company
policies (Miiller-Stewens, Lechner 2011: 130). Yet, in order to make market-
oriented, competitive strategic choices, firms need to analyze and understand
(better than competitors) the attractiveness of the environment (ibid.: 130 et seq.)
as well as the market’s competitive structure (Al-Laham 2003: 109; Welge, Al-
Laham 2012: 80) in a first step. Michael Porter (1985: 4 et seqq.) proposes, in that
regard, a supporting tool also known as Porter’s five forces (cf. figure 14):

% This model is supported by the construct of 'contestable markets' (Baumol, Panzar,
Willig 1982) which allows for interaction between market participants. Thus, it enhances
modern industrial economics.
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“In any industry (...) the rules of competition are embodied in five competitive forces:
the entry of new competitors, the threat of substitutes, the bargaining power of buyers,

the bargaining power of suppliers, and the rivalry among the existing competitors”
(ibid.: 4).
Specifically, these five forces as well as their characteristics (cf. the boxes in figure

15) and influences on competition (cf. the arrows in figure 15) help to determine

strategic innovations which are expected to generate improved success (ibid.: 4 et

seqq.).

Figure 15: Porter’s Five Forces and the Elements of Industry Structure

which Determine Industry Profitability
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Source: Porter 1985: 6

7 Precisely, the higher the threat of the forces, the lower the market’s attractiveness
and the harder to gain competitive advantages (Bea, Haas 2009: 29; Hungenberg 2011: 62).
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Michael Porter (1985: 4 et seqq.) further suggests that after evaluating these
five forces and their interplay (Porter 1985: 4; Miiller-Stewens, Lechner 2011: 130)
firms need — in a second step — to (actually) cope with their environment in order to
generate above-average performance in an industry (Porter 1985: 11). To finally
derive at such firm policies which strive for a position in the market (Al-Laham
2003: 109; Schneider 2008: 17) that fosters the achievement and maintenance of
supernormal business performance® (Welge, Al-Laham 2012: 80), Michael Porter
(1985) points to two main sources of competitive advantages: low costs and
differentiation. These can be leveraged via one of the three generic strategies, namely
“(...) cost leadership, differentiation, and focus. The focus strategy has two

variants, cost focus and differentiation focus” (ibid.: 11) (cf. figure 16).

Figure 16: Porter’s Three Generic Strategies

Competitive Advantage
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Source: Porter 1985: 12

So far it can be summarized that modern industrial economics are also known
as the market-based view because this theory still grounds in the analysis of
markets and their structure (Makhija 2003: 437; Baum, Coenenberg, Giinther 2007:
245): enterprises should aim to position themselves in attractive markets — e.g.
with high market barriers (Welge, Al-Laham 2012: 82) — and to distinguish

themselves from rivals via their competitive (generic) strategy (Porter 1985: 1 et

6 In other words: high market power (Rothfuss 2009: 55).
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seqq. & 11 et seqq.; Porter 1990 cited by Al-Laham 2003: 109 et seq.; Bamberger,
Wrona 1996: 130; Schneider 2008: 13).%° Yet, the sustainability of company-based
and idiosyncratic competitive advantages is ultimately dependent on the market
(Enders 2004: 11).

Although the MBV attempts to overcome the treatment of a firm as a black
box (Foss, Lando, Thomsen 2000: 62) by defining generic strategies to achieve
competitive advantages within a specific industry” (Porter 1985: 11; Hungenberg
2011: 61 et seq.), it can, however, be criticized. At first, it is still based on some
assumptions of industrial economics: Most importantly, it focuses on homogenous
and mobile resources (Al-Laham 2003: 110) as well as rational strategic choices
(Dillerup, Stoi 2011: 237) — in favor of one of the generic strategies — which lead to
an elimination or imitability of first mover advantages because all firm follow the
same or very similar strategies in the long run. Thus, sources of competitive success
are, as already indicated above, not sustainable (Al-Laham 2003: 110; Barney, Clark
2007: 16 et seq.; Will 2008: 4; Welge, Al-Laham 2012: 82 et seq.)”; or in other words

of no strategic significance.

Moreover, the MBV's principal outside-in-perspective is adversely judged (Miiller-
Stewens, Lechner 2011: 133). This is because it locates strategic sources of
supernormal business performance — predominantly external to the firm
(Dillerup, Stoi 2011: 237; Hungenberg 2011: 61 et seq.; Ungericht 2012: 152 et
seq.)’? and thus, disregards success potentials derived from company internal
aspects such as organizational resources, structures, and processes (Al-Laham
2003: 106 & 110 et seq.; Hungenberg 2011: 62 et seq.; Miiller-Stewens, Lechner
2011: 133; Welge, Al-Laham 2012: 83).

6 “As the MBV delineates competitive advantages from existing market structures it is
sometimes judged as being defensive (...).” (Will 2008: 4).

70 “(...) [it] has largely ignored the theory and evidence of intra-industry differences
among firms” (Rumelt 1997: 133).

7t Cf. Klaus North (2011: 62) who discusses the issue of unsustainable competitive
advantages in the context of the knowledge-based society.

72 “This perspective, which we refer to as the market-based view of the firm (MBV),
typically stresses privileged end-product market positions as a basis for above-normal
future returns” (Makhija 2003: 433).
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In the context of the strategic theory of the firm it can be concluded that the
MBYV does — similar to traditional industrial economics — neither explicitly point
to firms’ boundaries nor its internal structure. Moreover, its focus on low costs and
differentiation may help to explain a firm’s existence and sources of competitive
advantages but they are not sustainable (cf. figure 17). Altogether, the MBV does
therefore not support explaining why intellectual capital represents a strategic source of

lasting above-average performance and thus, going concern.

Figure 17: Modern Industrial Economics: No Real Theory of the Firm
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2.3.1.3  New Institutional Economics: Toward a Strategic Theory of the Firm

New institutional economics represent another theory from the 1980’s
which tries to overcome the shortcomings of traditional industrial economics
(Holl 2009: 149; Miiller-Stewens, Lechner 2011: 12 & 133) and in particular the
limitations caused by the idealistic assumption of (relatively) perfect markets
(Hungenberg 2011: 64; Welge, Al-Laham 2012: 43). As such, the new institutional
economy critically scrutinizes these notions and gradually abolishes them in
order to account for real life considerations such as transaction costs (TAC),
information asymmetries (Cezanne, Mayer 1998: 1345 cited by Welge, Al-Laham
2012: 43), constrains of resource mobility, bounded rationality (Hungenberg 2011:
64), and individuals” maximization of benefits (HO1l 2009: 149 et seq.).

Precisely, new institutional economics are concerned with institutions”, which are
of high relevance for economic processes (Wiegandt 2009: 117; Welge, Al-Laham
2012: 43), instead of ideal market conditions (Dillerup, Stoi 2011: 16). As such,
they shed increasing light on the theory of the firm (Biihler, Jaeger 2002: 13 et seqq.;
Bester 2010: 5 et seqq.).

In detail, new institutional economics enhance the former industrial economy
theory by incorporating behavioral science approaches such as decision-, legal,
and organizational theories (Dillerup, Stoi 2011: 12 & 16). This leads to the fact
that new institutional economics cannot be viewed as a coherent or overreaching
theoretical paradigm (Wiegandt 2009: 117) but rather as a set of related theories
which intertwine, overlap or supplement each other (Welge, Al-Laham 2012: 43).
These theories include the principal agent approach (Jensen, Meckling 1976: 305 et
seqq.), the transaction cost approach (Coase 1937: 386 et seqq.; Williamson 1975),
and the property rights approach (Grossman, Hart 1986: 691 et seqq.; Hart, Moore
1990: 1119 et seqq.) (cf. figure 18), which are discussed in the following chapters.

73 Institutions, such as multi-person firms (Foss, Lando, Thomsen 2000: 632) or justice
systems, constitute systems of (in)formal rules, norms, laws, rights (Welge, Al-Laham
2012: 43 et seq.), and contracts which aim to structure (contracting) relationships between
(market) participants (Jensen, Meckling 1976: 310 cited by Hochhold, Rudolph 2009: 133).
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Figure 18: Overview of New Institutional Economics
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2.3.1.3.1 Principal Agent Approach

Traditional economic theories neither consider issues related to the firm-
internal coordination of corporate activities nor the fact that participating actors
might have different interests (Bester 2010: 7 et seq.) or opportunistic behavior
(Welge, Al-Laham 2012: 50 et seq.) as well as unequal information (Bester 2010: 7
et seq.) and related information asymmetries (Welge, Al-Laham 2012: 51). But
especially these differences between diverse participants cause (agency) costs
(Hochhold, Rudolph 2009: 131) and can result in losses of efficiency (Bester 2010:
8). To minimize such risks, it is the aim to structure firm-internal arrangements or
contracts — i.e. institutions — in a manner so that involved individuals are either
controlled — which, however, results in control costs — or incentivized to strive for
common objectives (Jensen, Meckling 1976: 309; Eisenhardt 1989: 59 et seq.; Bester
2010: 8; Miiller-Stewens, Lechner 2011: 136). The optimal arrangement and
structure of such (institutional or contractual) incentives is the core of the

principal agency theory (Biihler, Jaeger 2002: 36; Bester 2010: 8).

Specifically, the principal agent approach analyzes the complex construct of
relationships and incentive issues between diverse economic actors (Biihler, Jaeger
2002: 29). The following example shall clarify this: the owner of a firm (principal)
delegates, based upon a contract, certain duties and decision-competencies to a
manager (agent) who is supposed to realize the principal’s aims (Dillerup, Stoi
2011: 20). This manager (now a principal) is, in turn, likely to further assign
responsibilities to value adding internal or external units (new agents) (Biihler,
Jaeger 2002: 29 et seqq.). Yet, the principal is not perfectly informed whether the
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agents act in his/her interests or if they strive for their own goals. Thus, the
principal needs to create, for example, contractual incentives which align both
parties” objectives and thereby motivate the agent to voluntarily act towards these
common aims — i.e. without control (Biihler, Jaeger 2002: 30; Dillerup, Stoi 2011:
20; Welge, Al-Laham 2012: 51).

The agency theory contributes to a strategic theory of the firm and in
particular firms’ existence (Hochhold, Rudolph 2009: 142) because it points to the
inner life of firms by analyzing the relationship between diverse economic actors
(Biihler, Jaeger 2002: 13). However, firm-internal and external agents, who enter
contractual incentives, are assumed to have the same level of exogenous
information. As such, the theory does not explain a firm’s boundaries (ibid.: 36)
and specifically its scale and scope (Al-Laham 2003: 123). Neither does the agency
theory explain the sources of a firm’s competitive advantages. Moreover, the
principal agent approach’s contribution to explaining internal organizational
matters is limited because it only concentrates on “(...) the analytical action on the
incentive alignment stage of contracting. Differences among governance
structures with respect to adaptation in the contract implementation interval are
thus suppressed” (Makhija 2003).

2.3.1.3.2 Transaction Cost Approach

The transaction cost (TAC) approach is the core of new institutional
economics (Dillerup, Stoi 2011: 22). This is because it centers the relative efficiency
of authority-based organizations: firms and hierarchies instead of contract-based
organizations or the market (Grant 1996: 109; Miiller-Stewens, Lechner 2011: 134).
As such, it considerably addresses the central question of the theory of the firm
(Biihler, Jaeger 2002: 13 et seq.; Bester 2010: 6; Dillerup, Stoi 2011: 22): 'why are
certain economic activities and decisions administratively organized inside the firm

instead of being coordinated via the market and prices?’ (Coase 1937: 388).
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Ronald Coase (ibid.: 392) suggests an answer to this issue based upon TAC™
which determine where to draw the line between internal firm settings and its
limits. He establishes that transactions are internally performed when the costs of
doing so are below the costs of external processing (Grossman, Hart 1986: 692;
Biihler, Jaeger 2002: 37; Wiegandt 2009: 118; Bester 2010: 6).

Oliver Williamson (1975) further shapes this notion by analyzing the
characteristics of particular transactions — such as their specificity, frequency and
disturbance (Biihler, Jaeger 2002: 37; Williamson 2002: 175) — and the different
forms of efficient coordination - like governance via the firm, the market or
contractual rules (Wiegandt 2009: 119 et seqq.). He proposes, while assuming that
market transactions cannot be perfectly governed because of incomplete
contracts” (Bester 2010: 6; Dillerup, Stoi 2011: 23), that each of the three
aforementioned characteristics militates in favor of internal coordination rather
than market transactions (Williamson 1989: 136 cited by Wiegandt 2009: 119;
Biihler, Jaeger 2002: 37). For example,

“the higher the asset specificity involved, the higher the cost of its market monitoring.
Thus the governance mode can be altered towards a hybridmode, as seen at point (A),
at which monitoring costs by the market are higher than in the hybrid mode. In the
mixed or hybrid mode the existence of contracts enabling the system to be 'almost
verticalised' is verified. If the monitoring costs become so high as to make this
governance mode inviable, the transaction then forces the system to be managed under
the hierarchic mode, as seen at point (B), necessarily using internal organization to

coordinate it”

(Da Silva, Saes 2007: 449) (cf. figure 19).

7+ TAC refer to monetary costs which occur during transactions. Examples include
costs that result from discovering relevant prices, negotiating and concluding contracts,
controlling transactions/contracts, or revising them (Coase 1937: 390 et seqq.; Wiegandt
2009: 115 & 118).

75 “(...) complex contracts are unavoidable incomplete” (Williamson 2002: 175) because
one cannot unambiguously specify each and every potential state of nature of a
transaction in a contract (Grossman, Hart 1986; Wiegandt 2009: 119) — i.e. unforeseen
contingencies. Furthermore, complete complex contracts are costly — i.e. cost of writing
contacts — and very difficult to monitor —i.e. costs of enforcing contracts (Biihler, Jaeger 2002:
38 et seq.).
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Figure 19: Transaction Costs, Transaction Characteristics and Institutional

Forms
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Source: Williamson 1975: 284 and Picot, Dietl, Franck 2002: 84 both cited by
Wiegandt 2009: 125; adopted by Da Silva, Saes 2007: 449

Although Ronald Coase’s TAC theory contributes to the destruction of the
firm as a black box (Biihler, Jaeger 2002: 13), it can be criticized because it 'only’
explains the existence of firms with regard to the avoidance of TAC (Conner 1991:
133; Grant 1996: 113). As such, it still represents “(...) [a theory] of markets in
which firms are important actors (...) but [it does] not explain under what terms
the firm is the superior form of organization” (Mantysaari 2012: 6). Moreover,
Oliver Williamson’s advanced notion of the transaction cost approach only points
to the advantages of firm internal coordination of economic activities while not
paying attention to its disadvantages. Additionally, the transaction cost theory
ignores organizational boundaries, such as size constrains, by assuming that a firm
can be endlessly large (Biihler, Jaeger 2002: 41 et seq.). Lastly, it can be argued that
the TAC approach fails to accommodate the central notion about the strategic
theory of the firm —i.e. “(...) firms’ principal purpose is to generate rents through
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creating and sustaining sources of competitive advantages” (Porter Liebeskind 1996:
93).76

2.3.1.3.3 Property Rights Approach

To further analyze “(...) when transactions should be carried out within a
firm and when through the market” (Hart, Moore 1990: 1119) one can turn to the
framework provided for by the property rights theory (Miiller-Stewens, Lechner
2011: 136). The property rights approach is, also similar to the transaction cost
theory, based on the assumption of incomplete contracts (Grossman, Hart 1986:
718; Biihler, Jaeger 2002: 42) and of high significance for management theory
because “(...) prior to [it], the very idea that incomplete contracts could be
formally modeled was scorned” (Williamson 2002: 188).

Precisely, the property rights approach assumes that a company consists of the
sum of all assets which it owns or controls (Grossman, Hart 1986: 693 et seq.;
Hart, Moore 1990: 1119; Bester 2010: 7).”” These assets’ property rights — e.g. “the
right to decide how these assets are to be used (...)””® (Hart, Moore 1990: 1120) —
determine the economic efficiency of an enterprise (Welge, Al-Laham 2012: 45)
and thus, explain its existence (Ho61l 2009: 156)7.

Additionally, the property rights theory addresses — because property rights can,
for instance, in the hybrid governance structure be shared by individuals
(Hochhold, Rudolph 2009: 134) — “(...) when one firm will desire to acquire the
assets of another [party]” (Grossman, Hart 1986: 693). More specifically:

76 Cf. footnote 19.

77 The value of an assets is determined by its tangible characteristics and intangible
property rights which are executed by an individual (Hochhold, Rudolph 2009: 134).

78 Specifically, property rights include the rights to use assets (usus), to change them
(abusus), to claim their yields, and to sell them (Ho11 2009: 150). Consequently, owners/firms
can contractually rule out partners from using these assets (Biihler, Jaeger 2002: 43).

7 Precisely, a firm exists because its foundation reduces the amount of required
contracts to gain access to property rights of market participants and thus, reduces
transaction costs (HOIl 2009: 156).
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“When it is too costly for one party to specify a long list of the particular rights it
desires over another party's assets, it may be optimal for that party to purchase all the
rights except those specifically mentioned in the contract”
(ibid.: 692).
Altogether, the property rights approach specifies, on the one hand, the efficient
allocation of tangible and intangible resources’ property rights (Hart, Moore 1990: 1150;
Biihler, Jaeger 2002: 42; HOll 2009: 158; Welge, Al-Laham 2012: 47 et seq.). On the
other hand, it establishes the effective limits of a firm via incentives for relationship
specific investments (Hart, Moore 1990: 1149; Biihler, Jaeger 2002: 14 & 42).
Consequently, the property rights theory contributes significantly to the theory of
the firm (Palupski n.k.: 56, Biihler, Jaeger 2002: 42). However, it does not
compellingly clarify the internal organization of firms (Hart, Moore 1990: 1153;
Biihler, Jaeger 2002: 46; Makhija 2003): “(...) the model (...) cannot explain (...) the
determination of hierarchical structure within a firm” (Hart, Moore 1990: 1153).
Lastly, the property rights approach does not address the sources of competitive

advantages and thus, is less suitable to explain a strategic theory of the firm.

2.3.1.3.4 Preliminary Conclusion: The Contributions of New Institutional

Economics

To summarize, the new institutional economy theory supports the move
from the black box treatment of a firm towards a (strategic) theory of the firm.
However, new institutional economics are made up of three different, co-existing
approaches of which each only fractionally contributes aspects and important
elements to a (strategic) theory of the firm (Biihler, Jaeger 2002: 46) as can be seen
in figure 20. Moreover, figure 20, which summarizes the conclusions of the
principal agent approach, the transaction cost approach and the property rights
approach, shows that even when taking the three approaches together, they do
not present an ultimate answer to the existence, limits, precise organizational
structure as well as behavior of a company. Furthermore, none of the three
illustrated theories suggest specific strategic sources of a firm’s sustainable
competitive performance and thus, fail to address the core of a strategic theory of

the firm. Consequently, new institutional economics are of minor importance for
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theoretically constructing the relationship between intellectual capital and lasting

competitive business performance.

Figure 20: New Institutional Economics: Towards a (Strategic) Theory of the
Firm
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Existence of the firm TAC: Firms avoid TAC
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endlessly large
Property Rights: Incentives for relationship
Strategic specific investments

Boundaries of the firm

Theory of
the Firm

Competitive advantages of the firm Not addressed / not explained

TAC: Only advantages but no disadvantages
of firm internal coordination of economic
activities

Internal organization of the firm

Having said this, it needs to be considered, however, that the new
institutional economy’s assumptions and their resulting imperfect market
conditions positively advance organizational research. The transaction cost
approach, for instance, specifically contributes to the essence of the resource-based
theory of the firm (Al-Laham 2003: 124 et seq.; Hungenberg 2011: 62) — which is
presented in chapter 2.3.2.1 — because it fosters that the internal coordination of
(specific) resources can be more efficient than market transactions (Conner 1991:
133; Biihler, Jaeger 2002: 13 et seq.; Mantysaari 2012: 6). Alternatively, the property
rights approach can be applied to highlight the protection of intangible assets’
property rights. Hence, it supports the knowledge-based view (Welge, Al-Laham
2012: 48) which is displayed in section 2.3.2.2.
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2.3.1.4  Summary of Externally-orientated Approaches

Based upon the above it can be concluded that traditional industrial economics
and the market-based view, which point to external sources of success, do not
theoretically refine firm-specific IC as a strategic source of sustained competitive
business performance. Neither do new institutional economics although it has been
shown that they fractionally suggest relevant aspects which shall be elaborated on

the in following part of this dissertation’s theoretical foundation.

2.3.2 Internally-orientated Approaches

As an alternative to part 2.3.1, chapter 2.3.2 demonstrates two theoretical
approaches which focus on strategic sources of competitive advantages and thus,
sustainable business performance from a company internal perspective. These are
the resource-based view as well as its advanced version, namely the knowledge-based

view.

2.3.2.1  The Resource-based Theory of the Firm: a Strategic Theory of Lasting
Competitive Firm Performance

”In the last two decades of the twentieth century the resource based view of the firm
has received attention as an alternative to the traditional product-based or competitive
advantage (Porter 1980) view (...)”

(Sveiby 2001: 334).

In detail, resource-based view (RBV) literature came about as a reaction to
market or economic changes such as shorter product- and technology-life-cycles
as well as more individualized customer demands which lead to a highly
dynamic and volatile environment (cf. figure 1). As a result of these
developments, it is increasingly difficult for companies to forecast their external
conditions. This threatens firms’ stability as well as their market-based
competitive advantages (cf. chapter 2.3.1.1 traditional industrial economics and
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chapter 2.3.1.2 MBYV). Correspondingly, an alternative orientation to ensure
sustainable competitive business performance and a focus on factors which

underlie market-based competitive advantages becomes central (Baum,
Coenenberg, Giinther 2007: 246).

On this basis, authors and researchers® representing the resource-based theory of
the firm argue that firms exist and generate lasting supernormal business
performance because of the quality of their firm-specific, strategically relevant
resources — instead of their market position (MBV) (Al-Laham 2003: 112; Ungericht
2012: 234; Welge, Al-Laham 2012: 87).8! As such, the whole firm®* (Penrose 1959: 15
et seq.) and in particular its unique accumulation and utilization of resources becomes
the core unit of analysis —i.e. the key strategic sources of success (Penrose 1959: 5,
31, 78 et seqq. & 113 et seq.; Wernerfelt 1984: 171 et seqq.; Conner 1991: 132 et seq.;
Bamberger, Wrona 1996: 131; Spender 1996: 46; Rumelt 1997: 132; Al-Laham 2003:
112; Helfat, Peteraf 2003: 997; Curando 2006: 4; Kieser, Walgenbach 2007: 3; Cater,
Cater 2009: 187).

Economic theories define resources in terms of a) land (e.g. natural resources
like water, energy sources, and territory), b) capital (real capital and capital
equipment), and c) work (human actions to generate income) (Al-Laham 2003: 113;
Edling 2008: 12 et seq.). A similar trichotomy is also adapted by business studies
whereas they substitute the expression land with (basic) raw or additive materials
(Wildmann 2010: 7). Yet, strategic management literature and the RBV in
particular enhance these traditional definitions of resources (Curando 2006: 3)
since the mid 1980’s (Miiller-Stewens, Lechner 2011: 346) by describing resources
as “(...) anything which could be thought of as a strength or weakness of a given

80 Most notably Edith T. Penrose (1959), Birger Wernerfelt (1984), Jay B. Barney (1991),
Robert M. Grant (Grant 1991), and Margaret A. Peteraf (1993).

81 Remark: The RBV focuses on the inside-out-perspective perspective (Bea, Haas 2009:
30; Cater, Cater 2009: 187) as opposed to the MBV’s outside-in focus; by viewing the firm
as a bundle of unique resources, the neoclassic (industrial economic) perception of the
firm as a production function is rejected as well (Miiller-Stewens, Lechner 2011: 346).

8 Recap: the unit of analysis in industrial economics is (individual) markets and in new
institutional economics it is transactions and/or individual actors (Stoll 2007: 16).
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firm” (Wernerfelt 1984: 172).% This initial definitional concept is, however, again
specified by later authors who emphasize the strategic nature of resources (Al-
Laham 2003: 114).%¢ Jay Barney (1991: 101), for example, regards resources as

“all 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 (...)".

This description of resources particularly highlights that the RBV regards tangible
and intangible resources which are internalized and thus, acquired, owned as well
as controlled by a firm (Amit, Schoemaker 1993: 35; Schneider 2008: 22;
Kraaijenbrink, Spender, Groen 2010: 350) as potential strategic sources of success
(Wernerfelt 1984: 172; Barney, Wright, Ketchen, JR. 2001: 625; Riahi-Belkaoui 2003:
215 et seqq.; Barney, Ketchen, JR., Wright 2011: 1300). Especially concerning the
intangible resources, some authors® of the RBV of the firm (Curando 2006: 5) stress
the importance of static capabilities® — e.g. management skills, organizational
processes, and routines (Barney, Wright, Ketchen, JR. 2001: 625). This is, firstly,
because these capabilities point to the fact that firms do not (only) exist because
they possess strategically valuable resources but (also) because of their unique
capabilities to cooperate and coordinate them (Penrose 1959: 25 et seqq.; Conner
1991: 135 et seqq.; Grant 1991: 115 et seq.; Al-Laham 2003: 124 et seq.; Helfat,
Peteraf 2003: 997 et seqq.; Curando 2006: 2; Schneider 2008: 20; Welge, Al-Laham

85 Cf. footnote 19.

8 “A consensus on a generally accepted definition has not yet been reached” (Miiller-
Christ 2011: 167).

8 For example, Edith Penrose’s (1959) and Robert Grant’s (1996) notions also
contribute to the capability-based view which is presented in the subsequent chapter
(2.3.2.2).

8 There are three lines of thoughts regarding capabilities — which are also referred to as
competencies: static, dynamic, or creative which “(...) all concern the ability of firms to
perform an activity (...) more effectively than competitors (...)”(Collis 1994: 145): 1) Static
capabilities represent an enterprises ability to conduct its basic activities more efficiently
than competitors (Collis 1994: 145) or as Robert Grant (1991: 119) puts it: “A capability is
the capacity for a team of resources to perform some task or activity”. 2) Dynamic
capabilities are dynamic improvements of activities and include e.g. changing or
adapting. 3) Creative capabilities are closely related to the dynamic capabilities and enable
firms to conduct new strategies before their competitors (Collis 1994: 145).
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2012: 88).8” Secondly, intangibles and capabilities contribute to a firm’s conduct
because they “(...) can be used by firms to help choose and implement strategies”
(Barney, Ketchen, JR., Wright 2011: 1300).58 On the whole, this means that various
companies might have (very) similar resources but still exhibit different (strategic)
sources of success because of their unique capabilities to use them (Grant 1991:
119; Bamberger, Wrona 1996: 135 cited by Helm, Meiler 2004: 390).

Figure 21: Comparison of the Market-based View and the Resource-based

View
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Source: adopted from Grant 1991: 115, Collis, Montgomery 1997: 88,
Al-Laham 2003: 112 et seq. and Bea, Haas 2009: 30

Building on the aforementioned, it can be summarized that resources do not just
directly influence business performance — e.g. the direct impact of technological
equipment on production and productivity — but also indirectly (Al-Laham 2003:
112 et seq.) via a firm’s conduct (Hitt et al. 1999: 1). This means that it is the task of

8 For example, a firm has “(...) the organization (...) in place that can absorb and apply
them” (Kraaijenbrink, Spender, Groen 2010: 350).
8 Cf. footnote 19.
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a firm’s (strategic) management to acquire, integrate, combine, exploit, and hold®
(Riahi-Belkaoui 2003: 215; Reed, Lubatkin, Srinivasan 2006: 867; Barney 2007: 134)
tangible and intangible resources in line with business opportunities to generate
supernormal performance (Grant 1991: 115; Grant 1996: 110; Hitt et al. 1999: 1;
Hungenberg 2011: 63) (cf. figure 21).

However, “(...) not all firm resources hold the potential of sustained
competitive advantages” (Barney 1991: 105); or in other words the potential to
attain above-average business performance and to particularly protect and
sustain it in the long-run. To do so, resources must fulfill all of the following four
conditions® simultaneously (Peteraf 1993: 180 et seqq.; Al-Laham 2003: 115 et seqq.;
Miiller-Stewens, Lechner 2011: 347 et seq.; Welge, Al-Laham 2012: 88 et seq.) (cf.
figure 22):

e  Heterogeneity: The first and most fundamental assumption concerning
strategic sources of lasting competitive business performance
postulates (Welge, Al-Laham 2012: 91) — as mentioned above — that
resources have to be heterogeneous (cf. top left of figure 22).°" This
condition indicates that each company holds idiosyncratic resource
bundles and capabilities which allow “(...) produc[ing] more
economically and/or better satisfy[ing] customer wants” (Peteraf 1993:

180) and thus, generating rents (ibid.: 180) — i.e. long-term supernormal

8 Remark: Focus is placed on the acquisition, usage, and sustainability of tangible and
intangible resources (Riahi-Belkaoui 2003: 215; Hungenberg 2011: 63).

% Alternatively, Jay Barney (1991: 105 et seq.) suggest four different criteria: “To have
[a potential of sustained competitive advantage], a firm resource must have four
attributes: (a) it must be valuable, in the sense that it exploit opportunities and/or
neutralizes threats in a firm’s environment, (b) it must be rare among a firm’s current and
potential competition, (c) it must be imperfectly imitable, and (d) there cannot be
strategically equivalent substitutes for this resource that are valuable but neither rare or
imperfectly imitable”.

91 “While heterogeneity is not precisely defined in Peteraf (1993), indications of its
meaning are given by arguing that resource bundles differ across firms in terms of
efficiencies and that these different efficiencies give rise to different levels of value
creation. These efficiency differences may translate into differences in rents, or, if you like,
differential profits” (Foss, Knudsen 2003: 294).
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returns (Al-Laham 2003: 122). In detail, resource heterogeneity can be
theoretically conceptualized (Al-Laham 2003: 116 et seq.; Welge, Al-
Laham 2012: 91) by Richard Rumelt’s approach (1984: 560 et seqq.; 1997:
140 et seq.) of isolating mechanisms®> and causal ambiguities®: Firms have
inimitable resource advantages because of the uncertainty related to the
resources’ historical development - e.g. unique accumulation — within a
firm (Al-Laham 2003: 116 et seq.; Welge, Al-Laham 2012: 91 et seq.).
Imperfect mobility: Secondly, resources are required to be imperfectly
mobile in order to be regarded as strategic sources of lasting
competitive business performance since it ensures that rents remain
with the firm (cf. top right of figure 22). In particular, immobility refers
to the fact that resources are either non-tradable or worthless to other
market participants (Peteraf 1993: 183 et seq.) due to two main reasons.
Firstly, there may be no markets for resources which are particularly
tailored to the needs of a specific company and possibly even related to
property rights. Secondly, their specificity causes vast transaction costs
which are especially high if the resources require the combination with
other input factors in order to be economically feasible (Peteraf 1993:
183 et seq.; Al-Laham 2003: 118 et seq.; Miiller-Stewens, Lechner 2011:
347; Welge, Al-Laham 2012: 93).

Ex ante limits to competition: Thirdly, there must be ex ante limits to
competition. This criterion illuminates that competitive business
performance is sustainable because of time leads — such as an early

identification and/or consumption of resources in imperfect strategic

92 Isolating mechanisms are company-specific factors which explain resources’

inimitability — i.e. imitability-barriers (Welge, Al-Laham 2012: 91 et seq.). Examples of

isolating mechanisms include specialized assets or unique resources such as locally
evolved patents and brand image (Rumelt 1984: 560 et seqq.; Rumelt 1997: 140 et seq.).

9 Causal ambiguity protects the source of resources’ competitive edge - i.e. the source of

isolating mechanisms. This is because resources'/isolating mechanisms’ composition,
interaction as well as cause-and-effect relationships are unknown (Rumelt 1984: 560 et
seqq.). Causal ambiguity is often closely related to path dependency, which means that
(strategic) resources are historically grown in firms over the years (Dierickx, Cool 1989:
1506; Winkler 2004: 75).
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factor markets — which allow implementing a strategy earlier and at
lower resource costs than later-acting competitors who need to pay
higher prices for the same (necessary) resources (Wernerfelt 1984: 173 et
seq.; Barney 1986: 1232; Conner 1991: 136 et seq.; Peteraf 1993: 185; Al-
Laham 2003: 119 et seq.; Miiller-Stewens, Lechner 2011: 347) (cf. bottom
left of figure 22).%4

e  Ex post limits to competition: The last condition which resources have
to meet in order to ensure long-term supernormal performance is ex
post limits to competition. It highlights that it is the (main) aim of a firm
to secure and stabilize its resource bases” heterogeneity (Rumelt 1984:
182) in order to uphold its competitive advantages and above-average
returns in the long run (cf. bottom right of figure 22). This can be
achieved by concentrating on imperfect substitutability and imitability
(Al-Laham 2003: 120 et seq.; Welge, Al-Laham 2012: 94 et seq.).

Figure 22: The Resource-based View’s Cornerstones of Competitive

Advantage
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On the whole it can be summarized that the RBV is “(...) perhaps the most

influential framework for understanding strategic management” (Barney, Wright,

o+ “If the firm’s managers can estimate the future value of a resource better than their
competitors - or when they are simply lucky - this provides their firm with ex ante sources
of SCA” (Kraaijenbrink, Spender, Groen 2010: 351).
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Ketchen, JR. 2001: 625) and “(...) preferred when theory is applied to the
management of intangibles” (Kaufmann, Schneider 2004: 385). This is, among
others, because it represents important contributions to the strategic theory of the
firm (Conner 1991: 121 et seqq.). Specifically, the RBV does, as mentioned above,
explain a firm’s existence and boundaries based on its unique, historically grown
tangible and intangible resource bundle whose company-specificity limits, for
example, cooperations between firms. Moreover, it states that competitive
advantages rest upon those resources which fulfill, for instance, the presented
criteria of Margaret Peteraf (1993: 186) (cf. figure 23).

Figure 23: The Resource-based View as a Strategic Theory of the Firm
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Source: adopted from Al-Laham 2003: 178 and specified via
Conner 1991: 121 et seqq.

Nevertheless, the RBV’s foundation arguably bears some conceptual
crevices (Foss, Knudsen 2003: 291) (cf. grey, bottom parts of figure 23) which are
caused by its lack of specificity (Reed, Lubatkin, Srinivasan 2006: 868).

“Among the possible concerns, Reed et al. (2006: 868) remark the following ones: RBV

is not prescriptive; it suffers a lack of clear definition of competitive advantage; it has a
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tautology problem?; it is ambiguous as to its relevant domain; and it is too general”

(Martin Castro et al. 2011: 659).

Specifically, the RBV and in particular its definitions of resources as well as
competitive advantages are too broad to specify which resources — as well as their
combination — lead to sustained above-average success and which do not (Al-
Laham 2003: 129 et seq.; Reed, Lubatkin, Srinivasan 2006: 868; Viedma Marti 2007:
248; Miller-Stewens, Lechner 2011: 348; Welge, Al-Laham 2012: 96). In detail,
concerning its definitions of resources it can be noted that

“(...) they do not sufficiently acknowledge the distinction between those resources that

are inputs to the firm and the capabilities that enable the firm to select, deploy, and

organize such inputs”

(Kraaijenbrink, Spender, Groen 2010: 358).

With respect to competitive advantages Nicolai Foss and Thorbjorn Knudsen (2003:
292) criticize that the RBV’s logical structure does not precisely clarify the
underlying assumptions of when a resource is a competitive advantage.® Thus,
its theoretical underpinning, upon which testable assertions about the
relationship between IC and lasting competitive business performance can be
built, is attacked. Furthermore, the RBV neglects a clear conceptualization of the
causal relationship between customer value, competitive market position and resources
(Al-Laham 2003: 130; Welge, Al-Laham 2012: 96). In line with this it can be argued
that the RBV focuses too much on firm internal resources as well as capabilities
and thereby (predominantly) ignores cross company boundaries in order to get
access to the specific resources of other external participants (Conner 1991: 140 et
seq.; Zaheer, Bell 2005: 809). The last crucial remark of the RBV concerns its

% “The underlying problem in the statement 'that valuable and rare organizational
resources can be a source of competitive advantage' (Barney 1991: 107) is that competitive
advantage is defined in terms of value and rarity, and the resource characteristics argued
to lead to competitive advantage are value and rarity” (Priem, Butler 2001: 28 cited by
Welge, Al-Laham 2012: 96).

% “(...) the RBV literature provides a number of lists of conditions for SCA (...).
However, it is not entirely clear what in these lists are necessary and what are only
additional assumptions for SCA to obtain - partly a manifestation of the basic
explanandum of the RBV not being unambiguously defined” (Foss, Knudsen 2003: 292).
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predominant static nature — at least in the short run” — (Teece 2009: 53 et seq.)
instead of considering the role of (dynamic) resources in different (future) phases
of corporate development (Al-Laham 2003: 131; Welge, Al-Laham 2012: 97).

Overall the above mentioned shortcomings establish why “it could be quite
fruitful to investigate whether other organizational theories could also offer
explanations” (Kaufmann, Schneider 2004: 385)*® of IC as a strategic source of
sustained above-average competitive performance. This is done in the next sub-

chapters which look at a strategic theory of the firm beyond the RBV.

2.3.2.2  The Knowledge-based Theory of the Firm: a Strategic Theory of Lasting
Competitive Firm Performance in the 21s* Century

The resource-based view (RBV) and in particular its (over)emphasis on the
possession of superior traditional, tangible resources arguably falls short of the
challenges of today’s knowledge economy (Cater, Cater 2009: 201).” Yet, the
RBV’s consideration of company specific intangible resources constitutes the basis
of its extended version (DeCarolis, Deeds 1999: 954; Al-Laham 2003: 131; Curando
2006: 5): the knowledge-based view (KBV) (Conner, Prahalad 1996: 447; Tovstiga,
Tulugurova 2007: 697; Dillerup, Stoi 2011: 16; Welge, Al-Laham 2012: 98).

The KBV postulates that a firm exists because of its heterogeneous, unique

resource base, which increasingly consist of strategically relevant (internally and

97 “(...) resource endowments are 'sticky": at least in the short run, firms are to some
degree stuck with what they have and may have to live with what they lack” (Teece,
Pisano, Shuen 1997: 514).

9% Cf. footnote 19.

9 “Although the resource-based view recognizes the importance and role of
knowledge in firms achieving a competitive advantage, knowledge-based theorists argue
that the RBV does not go far enough. Specifically, the RBV treats knowledge as a generic
resource, rather than having special properties, and subsequently, does not make any
distinction between different types of knowledge-based capabilities” (Kaplan et al. 2001:
8).
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externally gained) knowledge-based, intangible resources (Marr, Gray 2004: 105;
Curando 2006: 5), “(...) and the manner in which they are [dynamically] deployed”
(Teece 1998: 62 et seq.).!® In other words, dynamic knowledge-based intangibles
represent the key source of lasting competitive business performance since they
allow generating, adding value to, and sustaining products and/or services whose
features appeal to the market (Eisenhardt, Santos 2002: 139; Carlucci, Marr,
Schiuma 2004: 576; Tovstiga, Tulugurova 2007: 697).1

In detail, the KBV is, similar to the new institutional theory, multi-paradigmatic
(Al-Laham 2003: 138) and hence, divided into different lines of thought (Al-
Laham 2003: 132 et seqq.; Welge, Al-Laham 2012: 98 et seqq.) (cf. figure 24) which
are presented in the following sub-chapters.

Figure 24: Overview of Approaches of the Knowledge-based View

Dynamic (Knowledge) Resources

Approach

Dynamic

ili Learning
Capability :)
Approach Approach

2.3.22.1 Dynamic (Knowledge) Resource Approach
The dynamic (knowledge) resource approach (DKRA) can be regarded as

100 While dynamics (innovation, organizational learning, resource accumulation,
competence building, the development of the mental models of the management team
etc.) comes first in recent work on core competencies and dynamic capabilities, statics
come first in the traditional resource-based approach” (Foss 1997: 15); cf. also footnote 19.

101 “A knowledge-based theory of the firm can yield insights beyond the production-
function and resource-based theories of the firm. It is a platform for a new view of the
firm as a dynamic, evolving, quasi-autonomous system of knowledge production and
application” (Spender 1996: 59).
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the explicit refinement of the RBV (Al-Laham 2003: 132; Welge, Al-Laham 2012:
100) since it does not view knowledge as an equally essential element of a firm’s
resource mix but instead as its most central component (Dillerup, Stoi 2011: 16;
Miiller-Stewens, Lechner 2011: 351 et seq.). Precisely, the strategic stream of the
DKRA views firm-specific knowledge as the most important strategic resource and as
the true source of lasting competitive business performance. Alternatively, the
process-orientated school of the DKRA focuses on the creation, acquisition, usage,
and control of knowledge as the key strategic source of sustained competitive success
(Nonaka 1991: 96; Grant 1996: 110 et seq.; DeCarolis, Deeds 1999: 954; Grant 2002:
136; Al-Laham 2003: 132 & 170; Carlucci, Marr, Schiuma 2004: 576; Sonnier 2008:
707; Miiller-Stewens, Lechner 2011: 351 et seq.; Welge, Al-Laham 2012: 100). Both

streams are discussed in this chapter.

Since knowledge is the core units of analysis, the question of 'what is
knowledge?' needs to be dealt with first (Grant 1996: 110; Vera, Crossman 2000: 2;
Miiller-Stewens, Lechner 2011: 351). However, it can to be noted that there is no

commonly accepted definition of the term knowledge (Fischer, Becker 2005: 4).1%2

Simply speaking, knowledge is firstly, “viewed as a type of commodity —
something 'out' there (...)” (Harrison 2009: xxvii) or put differently an intangible
resource of individuals or organizations. Secondly, knowledge is defined as a
dynamic activity — i.e. the process of knowing or understanding an issue. This is, on
the one hand, because knowing implies that people or firms can do something!®
(Vera, Crossman 2000: 3; Oxford Dictionaries 2015) and on the other hand,

because knowledge changes in new situations (Harrison 2009: xxvii).

The strategic-orientated school of the DKRA, which is concerned with
“understanding what knowledge is and how it can become a source of
sustainable competitive advantage” (Vera, Crossman 2000: 3), (often) categorizes

knowledge into various types and forms (ibid.: 3). A very common way of

102 Robert Grant (1996: 110) points out that some of the world’s most famous
philosophers like Plato or Popper have been eager to define it, yet, without establishing a
consensus.

103 In that respect, Karl Sveiby (2001: 345) “(...) defines knowledge as a capability-to-act
(which may or may not be conscious) (...) [and which] can only be shown in action.”
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defining knowledge in this context is to differentiate it from its commonly used
synonyms, namely data, information, and wisdom (Nonaka 1994: 15; Saint-Onge
1996: 12; Sveiby 2001: 345; Nonaka, Peltokorpi 2006: 75). In basic terms, “data can
be classified as raw numbers, images, words, and sounds derived from
observation or measurement” (Nonaka, Peltokorpi 2006: 75).1% Information,
contrarily, describes objective data compiled into a meaningful manner (Saint-
Onge 1996: 12; Roos et al. 1997: 25; Nonaka, Peltokorpi 2006: 75). Only when “(...)
information is converted into a valid basis for action, it becomes knowledge”
(Saint-Onge 1996: 12).1% Inversely, knowledge represents information which is
organized and used by people with respect to, among others, their commitment,
beliefs, perspectives, intention, experience, and action (Nonaka 1994: 15; Nonaka,
Peltokorpi 2006: 75; O'Dell, Hubert 2011: 2). As such, knowledge is dynamic,
subjective (Roos et al. 1997: 25), and related to human action (Nonaka 1994: 15;
Sveiby 2001: 345). Lastly, wisdom can be defined as “(...) implicitly know[ing] how
to generate, access, and integrate knowledge as a guide for action” (Saint-Onge
1996: 12).

Another widespread way of classifying knowledge is to distinguish between tacit
and explicit knowledge (Dierkes et al. 2003: 494; Nonaka, Peltokorpi 2006: 76) — as
first suggested by Michael Polanyi (1967: 4 et seqq.).! Tacit knowledge is the
personal knowledge of an individual (North 2011: 47) including skills and know-
how (Grant 2002: 136). It is subjective, context specific, difficult to observe, and
relatively intransparent since it is rooted, for example, in peoples’ actions,
routines, experience, commitment, ideals, values, and emotions (Grant 1996: 111;
Al-Laham 2003: 141 et seq.; Dierkes et al. 2003: 494; Matsuo 2005: 13; North 2011:
37 & 47; Welge, Al-Laham 2012: 99). Thus, tacit knowledge is difficult as well as

slow, costly, uncertain, and sometimes even impossible to verbalize, formalize,

104 Cf. footnote 19.

105 “For example, the number 5,551,687 would be considered data. However, adding
the context of a phone number turns the data into information. The continued use and
understanding of this information will turn it into knowledge” (Jones, Leonard 2009: 28);
cf. also footnote 19.

106 “While Polanyi articulates the contents of tacit knowledge in a philosophical
context, it is also possible to expand his idea in a more practical direction” (Nonaka 1994:
16).
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document or communicate (Grant 1996: 111; McLean 2004: 2; Matsuo 2005: 13;
North 2011: 47).1” Consequently, tacit knowledge is characterized by restricted
shareability and transferability which makes it a sustainable strategic resource — i.e.
a strategic source of lasting competitive performance (Subba-Narasimha 2001:
218; Al-Laham 2003: 139 et seq.; Hiittenegger 2009: 17).1% At the same time,
however, the limited transferability of tactic knowledge burdens its supernormal
success and rent-generating potential because a) ,(...) it can be appropriated'®® only
through its application to productive activity” (Grant 1991: 111)!'° and b) because
people can threaten to leave a company and thus, withdraw their rent-creating
inputs while applying them to generate income for another firm (Collis 1996: 147
and Antlitz 1999: 45 both cited by Al-Laham 2003: 143)(Jones, Leonard 2009: 27).
Contrarily, explicit knowledge is methodical as well as formal and can be
articulated in systematic language — such as words or numbers (Dierkes et al.
2003: 494; Matsuo 2005: 13; North 2011: 47). Precisely, “explicit knowledge is the
knowledge that can be written down and relatively easily transferred from one
person to the next” (McLean 2004: 2).!"! Thus, it is, for example, available to the
entire enterprise (North 2011: 47) and can be aggregated and shared in various
formats such as databases, manuals, process descriptions, quality documents, or
standards as well as product specifications (Nonaka 1991: 98; Grant 1996: 111;
Teece 1998: 64; North 2011: 47).12 However,

107 "We know more that we can tell" (Polanyi 1966: 4).

108 (...) if a firm’s competitive advantage is based upon (...) tactic knowledge, than
that competitive advantage is likely to be sustainable because of problems with imitating
something which cannot be explained in words or documents” (Steen, Hanson, White
1999: 3 cited by Al-Laham 2003: 140); “’Tacitness” makes (...) knowledge a strategic asset
because rivals are unable to understand, absorb and use crucial knowledge” (Subba-
Narasimha 2001: 218).

109 “Appropriability refers to the ability of the owner of a resource to receive a return
equal to the value created by that resource” (Grant 1996: 111).

110 Cf. footnote 19.

1 Cf. footnote 19.

112, Once codified, explicit knowledge assets can be reused to solve many similar types
of problems or connect people with valuable, reusable knowledge” (Smith 2001: 314).
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“explicit knowledge suffers from two key problems of appropriability: first, as a public
or nonrivalrous good!?, any one who acquires it can resell without losing it (...);
second, the mere act of marketing knowledge makes it available to potential buyers
(...)- Thus, except for patents and copyrights where knowledge owners are protected
by legally established property rights, knowledge is generally inappropriable by

means of market transactions”

(Grant 1996: 111).114

And even the latter mentioned property rights and trade secrets cannot fully
protect knowledge due to the fact that they are only fractionally covered by law
and/or often expensive to implement. Hence, the expropriation, illegal use, and
imitation of explicit knowledge are highly difficult to detect (Porter Liebeskind
1996: 95 et seq.).

Figure 25: From Data to Wisdom
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Source: adopted from Saint-Onge 1996: 11

113 “One item of knowledge can be used by many individuals or organizations at the
same time, without diminishing its productivity for any one user” (Porter Liebeskind
1996: 96).

114 Cf. footnote 19.
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Ultimately, when bringing the two former illustrated sets of definition together
(cf. figure 25), it can be noticed that
“as individuals and organizations move through the constructs from data to wisdom,
their depth of meaning increases and their interpretation shifts from being highly

explicit at the data stage to entirely tacit at the point of wisdom”

(Saint-Onge 1996: 12).

The knowledge of organizations, in particular, can be conceptualized by
knowledge-stocks and -flows which both represent strategic sources of lasting
competitive business performance (Dierickx, Cool 1989: 1506; DeCarolis, Deeds
1999: 954; Reed, Lubatkin, Srinivasan 2006: 869).

The knowledge stock, which characterizes the heart of the above introduced
strategic-orientated stream, consists of tacit and explicit internal firm-knowledge
(O'Dell, Hubert 2011: 2) which is accumulated over years via knowledge flows
(Dierickx, Cool 1989: 1506; DeCarolis, Deeds 1999: 954)."> Organizational
knowledge stocks are important because they allow that the knowledge of
stakeholders — and employees in particular — is not just shared but also remained
in the firm even if they leave (Grant 2002: 138 et seqq.; Jones, Leonard 2009: 29;
Daud, Yusoff 2010: 138). Specifically, it can be noticed that although the majority
of organizational knowledge rests in people (Grant 1996: 111 & 121), knowledge
stocks are also embedded in internal organizational structures such as (data
processing) tools, routines, processes or organizational culture (Saint-Onge 1996:
10; Spender 1996: 52) and external structures like stakeholder relationships. Since
most of the latter mentioned are predominantly tacit, social, and path dependent,
they are not separable from organizational settings and thus, represent strategic
sources of lasting competitive business performance (Foss 1996: 471 et seq.;
Spender 1996: 52; Eisenhardt, Santos 2002: 140 et seq.; Curando 2006: 8). Precisely,
the broader, the more firm-specific, the more causal ambiguous, and the more complex

a firm’s knowledge stock, the more difficult it is to trade - i.e. immobility — as

15 “(...) while flows can be adjusted instantaneously, stocks cannot. It takes a
consistent pattern of resource flows to accumulate a desired change in strategic asset
stocks” (Dierickx, Cool 1989: 1506).
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well as to imitate it (Foss 1996: 471 et seq.; Grant 1996: 117; DeCarolis, Deeds 1999:
954; Al-Laham 2003: 170 et seq.; Curando 2006: 8). Thus, it can be summarized
that the larger the organizational knowledge stock asymmetries between firms, the higher
the source of sustainable competitive advantage and thus, lasting above-average
performance (Curando 2006: 5 et seqq.).

Knowledge flows are a construct of the newer, process-orientated research branch
(Eisenhardt, Santos 2002: 141; Miiller-Stewens, Lechner 2011: 351 et seq.). The
construct of knowledge flows draws back from the focus on knowledge types and
forms and is rather concerned with the knowledge which streams into the
company and which can be turned into knowledge stocks (DeCarolis, Deeds 1999:
954; Vera, Crossman 2000: 3). In detail, the process-orientated school is firstly
concerned with the generation and exploration of knowledge (March 1991: 71 et
seqq. and Spender 1992: 389 et seqq. both cited by Grant, Baden-Fuller 2004: 61 &
64)(Grant, Baden-Fuller 2004: 61 & 64). This includes, on the one hand, to identify
and gain access to relevant (new) internal and external knowledge (Eisenhardt,
Santos 2002: 145 & 158) — on top of exploiting already existing knowledge
(Nickerson, Zenger 2004: 617). On the other hand, the construct of generation and
exploration focuses on the fact that this knowledge must be effectively transferred
and internalized (Sveiby 2001: 347 et seq.; Daud, Yusoff 2010: 141).1¢ This can be
done via internal and/or external linkages as can be seen in figure 26 (Sveiby 2001:
348 et seqq.; Eisenhardt, Santos 2002: 145 et seqq.; Grant 2002: 141). Specifically,
figure 26 illustrates that knowledge can be transferred in nine different ways
(Sveiby 2001: 348 et seqq.):
1) between individuals — e.g. between employees and managers of a firm,
2) from individuals to external structure — e.g. between
employees/managers and external stakeholders,

3) from external structure to individuals,

116 The entire knowledge flow process incorporates the constant development,
acquisition, transfer, sharing, integration, accumulation/coordination, structuring,
application/usage, leverage, and protection of organizational knowledge (Roos et al. 1997:
16 et seq.; van der Spek, Spijkervet 1997: 43; Chakravarthy et al. 2003: 305; Carlucci, Marr,
Schiuma 2004: 576; Nickerson, Zenger 2004: 617; Silvi, Cuganesan 2006: 310; Daud, Yusoff
2010: 141; Seleim, Khalil 2011: 588).
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4) from individual competence into internal structure — e.g. between
employees/managers and data repositories,

5) from internal structure to individual competence,

6) within external structure — e.g. among external stakeholders,

7) from external to internal structure — e.g. between external stakeholders
as well as organization’s systems, tools, processes and/or products,

8) from internal to external structure, and

9) within internal structure — e.g. the effective integration of internal

structures.

Moreover, the efficiency of internally-orientated transfers of knowledge depends
— in line with the above explained — on the tacitness, causal ambiguity, and
complexity of the knowledge which is to be transferred. As a rule of thumb it can
be stated that the more dynamic and complex the knowledge which is to be shared, the
more important are good as well as close relationships instead of top-down enforcements
or incentive-based motivation (Eisenhardt, Santos 2002: 151 et seq.). Similar notions
can also be noticed for externally-orientated transfer processes (ibid.: 158)
whereas the external linkages are especially important for innovation-related
outcomes such as patents, R&D, or new product launches (ibid.: 148). In the light
of the above discussion, it is especially important to emphasize that the DKRA
broadens a firm’s boundaries by particularly promoting the integration of external
knowledge — as opposed to the RBV’s position. Furthermore, the DKRA points to
internal, organizational matters. Apart from stressing the importance of friendly
relationships, it also recommends the consideration of alliances. In detail the
DKRA states that the efficiency of knowledge transfer and internalization
decreases as the range and diversity of firm’s knowledge increase. The efficiency
of the knowledge generation can, however, be maximized by splitting it among
separate loosely-linked modules and a subsequent, overall integration — e.g.
through a (strategic) alliance as a vehicle of learning (Grant 2002: 140; Grant,
Baden-Fuller 2004: 64).



STRATEGIC MANAGEMENT AND INTELLECTUAL CAPITAL 111

Figure 26: Knowledge Transfers
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Secondly, and after the above described generation and exploration of knowledge is
accomplished — i.e. internal and/or external specialists” knowledge is absorbed
and the firm’s knowledge stock is increased —, the application and exploitation of
knowledge takes place. Particularly, this means that a firm combines, cooperates
and/or coordinates the specialist knowledge from various sources and individuals
in order to produce, for example, innovative or demanded goods and services
(Grant 1996: 109 et seqq.; Sveiby 2001: 344 et seqq.; Grant 2002: 136; Grant, Baden-
Fuller 2004: 64; Curando 2006: 8 et seq.)(March 1991: 71 et seqq. and Spender 1992:
389 et seqq. both cited by Grant 2002: 136). By doing so, the firm creates new
knowledge which is different from competitors (Nickerson, Zenger 2004: 617;
Curando 2006: 9) — even if the rivals have sourced the same knowledge — and
thus, gives them (again) a competitive edge.

Altogether, lasting competitive business performance is, therefore, influenced by a
firm’s capability to (continuously) identify, transfer, integrate, and apply (relevant)
knowledge (Curando 2006: 11).
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Overall it can be concluded that the DKRA enlightens a new strategic
theory of the firm by paying attention to knowledge stocks and flows as dynamic
resources and thus, strategic sources of success (cf. figure 27). Additionally, it
broadens firms’ boundaries to access external knowledge, highlights the
importance of tacit knowledge because of its intranferable and non-sharable
nature, and lastly points to flexible company structures and the relevance of good

relations.

Because of its focus on difficult to copy dynamics, the DKRA rests on a similar
argumentation line than the dynamic capability approach (Miiller-Stewens,
Lechner 2011: 352) which is presented in the following chapter.

Figure 27: Dynamic (Knowledge) Resource Approach: Knowledge and

Lasting Competitive Business Performance
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2.3.2.2.2 Dynamic Capability Approach

The dynamic capability approach establishes a capability-orientated meta-level
over the RBV (Miiller-Stewens, Lechner 2011: 350). Specifically, it does not focus on
a firm’s resource and ordinary or static capability endowment (Teece 2009: 53) as
the key strategic source of lasting competitive business performance but instead
on a firm’s intangible, knowledge-based core dynamic capabilities: how resources
and (ordinary) capabilities are continuously utilized, (re-)configured, and
(re-)combined in order to achieve objectives — e.g. solve problems and/or generate
value in innovative ways (Teece 2009: 53 et seq.; Miiller-Stewens, Lechner 2011:
349 et seq.; Seleim, Khalil 2011: 558; Welge, Al-Laham 2012: 101 et seq.).
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In detail, the dynamic capabilities approach can be regarded as an outgrowth

or revision (Hungenberg 2011: 65; Miiller-Stewens, Lechner 2011: 349) of the
original capability-based view'” (CBV). The capabilities approach agrees with the
RBV to the extent that resources are the starting point of value creation. Yet, the
CBV attributes sustainable above-average success to a firm’s capabilities (Penrose
1959: 25; Freiling 2004: 31): “While resources are the source of a firm’s capability,
capabilities are the main source of its competitive advantage” (Grant 1991: 119).
This chain from resources over capabilities to lasting competitive performance is

demonstrated in figure 28.

Figure 28: Capabilities Approach: Resources, Capabilities and Lasting

Competitive Business Performance
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(Static) capabilities (Collis 1994: 145) — as they are also understood in the
context of the RBV — “(...) refer to a firm's capacity to deploy resources, usually in
combination, using organizational processes, to effect a desired end” (Amit,
Schoemaker 1993: 35). David Teece et al. (1997: 516) specify the former definition
by describing capabilities, which they call organizational routines or competences, in

117 The capability view is sometimes also referred to as the competence approach (Al-
Laham 2003: 134; Welge, Al-Laham 2012: 101 et seqq.): “Whether one uses the term
competence or capability, the starting premise (...) is the same” (Hamel, Prahalad 1994:
203); “A competence based view consists of at least the core competence debate (Prahalad
and Hamel 1990), the dynamic capabilities approach (Teece et al. 1997) and competence-
based strategic management (Sanchez et al. 1996)” (Freiling, Gersch, Goeke 2008: 1145).
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the following manner:

“When firm-specific assets''® are assembled in integrated clusters spanning individuals

and groups so that they enable distinctive activities to be performed, these activities

constitute organizational routines and processes”

(ibid.: 516).

David Teece et al.’s definition (1997: 516) is particularly important for the KBV
because it directs attention to firm’s routines which represent carriers of
organizational knowledge'® (Nelson, Winter 1982 cited by Al-Laham 2003: 146 and
by Tsoukas 1996: 21).

Dynamic capabilities are, contrarily, defined
“(...) as the firm's ability to integrate, build, and reconfigure internal and external
competences to address rapidly changing environments. Dynamic capabilities thus
reflect an organization's ability to achieve new and innovative forms of competitive

advantage given path dependencies and market positions (...)”

(Teece, Pisano, Shuen 1997: 516).
As such, the dynamic-capabilities-based view (DCBV) extends the focus of key

strategic source of success from existing, static firm-specific capabilities to how
companies renew resources (configurations) and ordinary capabilities to respond to
shifts in business conditions (Teece, Pisano, Shuen 1997: 515; Barney, Wright,
Ketchen, JR. 2001: 631; Helfat, Peteraf 2003: 998; Cegarra-Navarro 2005: 3; Teece
2009: 53 et seq.).

Additionally, the DCBV broadens — just like the DKRA - the perspective
from an internal focus to also consider external strategic sources of success'? and

provides insights on internal organizational matters. Precisely, after sensing new

118 To clarify: “Resources are firm-specific assets that are difficult if not impossible to
imitate” (Teece, Pisano, Shuen 1997: 516).

119 “The firm is a repository of knowledge — the knowledge being embedded in
business routines and processes” (Teece 1998: 75).

120 “David Teece (...) in particular has detailed how considerations of appropriability of
rent-yielding knowledge resources may influence the firm's boundary choice” (Foss 1996:
474).
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opportunities and/or competitive threats and the necessity to change, a firm needs
to develop — considering its knowledge and experience — an action plan (Teece
1998: 73 et seq.). This includes to decide “(...) what assets to build inside the firm
versus accessing externally; as well as how to organize internally” (ibid.: 76).1%!
Concerning the former boundaries decision, firms need to pay attention not only to
transaction costs but especially to the replicability and imitability of resources and
tacit knowledge in particular (Teece 1998: 75 et seq.; Kaplan et al. 2001: 13). With
respect to decisions concerning the design of internal matters two key aspects can
be noted: a) managerial and organizational processes are shaped by current
(specific) internal endowments (Teece et al. 1994: 19 et seq.; Teece, Pisano, Shuen
1997: 518 et seq.); and b) when it comes to organizational structure, the
entrepreneurial side seems to be more important than the administrative one. This
particularly means that flexible set-ups and less bureaucratic decision making is

required in order to quickly respond to the environment (Teece 1998: 75 et seq.).

Moreover, the DCBV points to the fact that dynamic capabilities are crucial for
sustaining (the RBV’s and CBV’s) above-average returns in the long-run:
“If an enterprise possesses resources/competences but lacks dynamic capabilities, it
has a chance to make a competitive return (and possibly even a supra-competitive
return) for a short period; but it cannot sustain supra-competitive returns for the long

term expect due to chance”

(Teece 2009: 54).

This is, on the one hand, because of the necessity to constantly (strategically)
respond to today’s dynamic business environment (Teece, Pisano, Shuen 1997:
515). On the other hand, the sustainability of dynamic-capability-based
competitive business performance is founded on competitors’ difficulty to imitate
and/replicate dynamic capabilities (Teece, Pisano, Shuen 1997: 524 et seq.; Barney,
Wright, Ketchen, JR. 2001: 631) which are “(...) causally ambiguous, path dependent,

and socially complex” (Reed, Lubatkin, Srinivasan 2006: 867)'?2 and thus, immobile.

121 This focus is in line with Coimbatore Prahalad and Gary Hamel’s core competency
approach: “Core competence is communication, involvement, and a deep commitment to
working across organizational boundaries. It involves many levels of people and all
functions” (Prahalad, Hamel 1990: 82).

122 Cf. footnote 19.
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Overall it can be concluded that the DCBV also contributes to a new
strategic theory of the firm. In particular, it is important to highlight that the
DCBV’s main focus is placed on dynamic capabilities — as opposed to former
static ones — which encompass, among others, flexible action programs which
alter and innovate accumulated, interacting tangible as well as intangible
resources in response to environmental conditions (Knaese 1996: 17 cited by Al-
Laham 2003: 146; Al-Laham 2003: 147 & 159 et seqq.; Enders 2004: 16 et seq.).
These dynamic knowledge-based intangibles (Al-Laham 2003: 160) are regarded
as strategically important sources of lasting competitive business performance
because they are idiosyncratic, (company-) unique, (temporarily) immobile,
valuable to customers, extendable, not substitutable, and difficult to imitate. This
is because they evolve over time through a firm’s ability to create and manage
knowledge as well as to learn internally and externally — i.e. path dependent
(Prahalad, Hamel 1990: 82; Hamel, Prahalad 1994: 204 et seqq.; Sanchez, Heene
1997: 12 & 37 cited by Al-Laham 2003: 160; Teece, Pisano, Shuen 1997: 518 et seqq;
Enders 2004: 16; Curando 2006: 8; Barney, Clark 2007: 23). Lastly, this is best

achieved via a flexible company set-up with little bureaucracy.

Based on the above it can be acknowledged that the DCBV connects knowledge
(represented in the previous section) with learning. The learning aspect is in

detail elaborated in the next section.

2.3.2.2.3 Learning Approach
José Viedma Marti (2007: 248) argues that if knowledge is a key strategic

source of success than improving existing and creating new knowledge via
organizational learning (capabilities) is essential for achieving lasting competitive
business performance as well. This line of thought is in accordance with the
learning approach which views learning (processes) as a strategically relevant source
of sustainable competitive advantage and thus, competitive business performance (Al-
Laham 2003: 136; Curando 2006: 12; Welge, Al-Laham 2012: 103).

In line with the previous chapters, it is vital to first establish a definition of
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the term learning. In general, learning can be defined as gaining, acquiring,
and/or incorporating new knowledge and/or skills (Vera, Crossman 2000: 3;
Eisenhardt, Santos 2002: 141; Kim 2004: 30; Reid, Barrington, Brown 2004: 1;
Oxford Dictionaries 2010c). Especially the process-orientated feature needs to be
stressed (Al-Laham 2003: 136; Harrison 2009: xxvii; Welge, Al-Laham 2012: 103)
since “it seems to be that 'learning’ must involve the ability to do something that
was not previously within the learner’s capabilities” (Reid, Barrington, Brown
2004: 1). More to it, learning can change the learner’s (pattern of) behavior as well
as cognition and may lead to better performance (Vera, Crossman 2000: 3;
Eisenhardt, Santos 2002: 141; Huizing 2002: 5; Harrison 2009: xxvii).

The expression organizational learning builds on the former but is affected by
and embedded in a firm. Specifically, it calls attention to the formal and informal
process of acquiring, changing, improving and/or preserving individual - e.g.
employees and managers — and shared, organizational tacit and explicit
knowledge as well as actions (Fiol, Lyles 1985: 803; Vera, Crossman 2000: 2;
Curando 2006: 7; Viedma Marti 2007: 248; Martin Castro et al. 2011: 653). As such,
organizational learning takes, on the one hand, place in the heads of current as
well as new organizational members whose integration and accumulation enable
access to previously non-existing knowledge. On the other hand, organizational
learning encompasses a firm’s memory and non-human repository — including
routines, systems, structure, behavior, and culture. Precisely, the latter aspect of
organizational learning is especially important considering the current high

fluctuation as well as mobility of stakeholders (Vera, Crossman 2000: 2 & 6).

When discussing the learning approach in the context of the KBV, it is
important to mention that it supplements the previously discussed DCBV.
Specifically, this supplementation can be seen in the fact that both approaches
follow a similar change- and adaptation-orientated reasoning (Vera, Crossman
2000: 2 & 5; Eisenhardt, Santos 2002: 141; Al-Laham 2003: 136; Welge, Al-Laham
2012: 103):

“Learning is at the heart of a company's ability to adapt to a rapidly changing
environment. It is the key to being able both to identify opportunities that others might
not see and to exploit those opportunities rapidly and fully. This means that in order to

generate extraordinary value (...), a company has to learn better than its competitors
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and apply that knowledge throughout its businesses faster and more widely than they
do”
(Prokesch 1997: 148).

Furthermore, the learning approach aligns with the DCBV because it is also “(...)
influenced by past experience, focused on developing and modifying routines,
and supported by organizational memory (...)” (Eisenhardt, Santos 2002: 141).
Consequently, similar conclusions — including a new strategic theory of the firm —

to the above discusses DCBV can be drawn for the learning approach.

Nevertheless, it is worth highlighting that the learning approach particularly
emphasizes firms’ boundaries and internal organizational matters by stating that
companies might suffer difficulties obtaining all relevant knowledge and learning
capabilities by themselves (Huizing 2002: 5 et seq. & 23 et seqq.). Thus, the
participation in partnerships to learn knowledge and capabilities from partners or
alliances becomes a considerable alternative (Kale, Singh, Perlmutter 2000: 217).123
As such, the learning approach also amends and further expands the DKRA by

pointing to inter-firm or external partners’ learning activities.

To summarize, the learning approach highlights — similar to the DCBV’s
argumentation — the necessity to advance knowledge and capabilities via learning
in order to keep up with environmental changes. At the same time it particularly
stresses — and thereby, broadens aspects of the DKRA - that the current external
conditions call for new organizational forms such as inter-firm partnerships

which help to secure the sustained success factor learning.

123 “From a learning perspective, therefore, both markets and firms are needed.
Markets exist, because they embody an enormous variety of organizational forms and
sizes offering plentiful contexts facilitating all kinds of learning, which helps in
discovering and evaluating new ways of creating and realizing value in manners that
single firms cannot. On the other hand, firms exist, because they act as formative beacons
on these markets guiding the imagination and creativity of their members, and provide
institutional contexts for realizing the potential value of their ideas and understandings in
ways that markets cannot. They are the institutions in which the global knowledge
embedded in economies of meaning can be efficiently combined with the firm’s local
knowledge, and in which the planned and emergent learning structures can productively
interact, to economize on individual and collective learning” (Huizing 2002: 5 et seq.).
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2.3.2.2.4 Preliminary Conclusion: The Importance of Knowledge-based

Intangibles

The former sections discuss three approaches which build the theoretical
groundwork of the KBV. They have in common that they point to the
fundamental importance of using, creating and leveraging knowledge as an intangible
and dynamic resource which is either formally owned or informally deployed and
mobilized by a firm in order to gain lasting competitive business performance
(Roos et al. 1997: 16; MERITUM 2001: 11; Cegarra-Navarro 2005: 3; Curando 2006:
12). As such, the three approaches constitute a new strategic theory of the firm,
one which pays special attention to knowledge-bearing aspects to explain a
company’s existence, boundaries, competitive advantages, and internal
organizational structure (Foss 1996: 471; Kraaijenbrink, Spender, Groen 2010: 355;
Seleim, Khalil 2011: 588) (cf. figure 29).

Figure 29: The Knowledge-based View as a Strategic Theory of the Firm
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Figure 29 highlights that the knowledge-based strategic theory of the firm
attributes an entity’s existence to its dynamic as well as continuous ownership,
development, transfer, and application of knowledge-based, intangible resources
which exceed the market’s mechanisms and efficiency for performing these tasks
(DeCarolis, Deeds 1999: 954; Phelan, Lewin 2000: 314 et seq.; Eisenhardt, Santos
2002: 152; Grant 2002: 140; Huizing 2002: 5; Nickerson, Zenger 2004: 617; Tovstiga,
Tulugurova 2009: 71). With special focus on knowledge this means, for example,
that
“(...) firms exist as institutions for producing goods and services because they can
create conditions under which multiple individuals can integrate'?* their specialist
knowledge” (Grant 1996: 112). Conversely, "(...) markets are unable to undertake this
coordinating role because of their failure in the face of (a) the immobility of tacit
knowledge and (b) the risk of expropriation of explicit knowledge by the potential
buyer”
(ibid.: 112).
In terms of boundaries, the three schools of the KBV emphasize that knowledge-
based, dynamic intangible resources are present at various levels spanning
internal as well as external individuals, groups or teams, networks and inter-firm
organizations such as alliances, joint ventures and strategic groups (Vera,
Crossman 2000: 5 et seq.; Moller, Gamerschlag 2009: 7). The decisions for or
against opening a company’s boarders are, however, less based on transaction
costs and instead should consider other issues such as replicability and
imitability, too (Teece 1998: 75 et seq.; Kaplan et al. 2001: 13). As such, it can be
stated that
“the importance is placed on how effective the value creation is in the whole system,
thus the issue of whether an individual is a formal employee or a customer or a

contractor is not important as long as the relationship generates value”

(Sveiby 2001: 347 et seq.).'?®

124 “By internalizing valuable knowledge or keeping this knowledge internal, the firm
positions itself to both exploit and protect knowledge” (Nickerson, Zenger 2004: 617).

125 In that respect it is worth mentioning that different firms “(...) have differential
access to externally generated knowledge” (DeCarolis, Deeds 1999: 954). This again
contributes to the source of a firm’s competitive business performance.
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Such relationships are especially important in order to innovate and adapt to the
environment. Moreover they are crucial because firms can only efficiently
integrate knowledge-based resources to a certain limit (Grant 2002: 146). Thus, the
imperfect congruence (Foss 1996: 474) between partners offers the potential to
trade knowledge-bearing resources via, for example, strategic alliances in order to

acquire necessary inputs (Grant 1996: 120; Grant 2002: 146).
Turning to the KBV’s competitive advantages it can be stated that the three

approaches share that firms have heterogeneous, idiosyncratic, intangible
resource bases which are sustainable since they are tacit, historically grown,
continuously dynamic, difficult to share, etc. (Bamberger, Wrona 1996: 131; Teece
1998: 76; DeCarolis, Deeds 1999: 954; Al-Laham 2003: 173 et seq.). In more detail,
the approaches of the KBV specify differing but still slightly similar conditions for
achieving sustainable supernormal business performance which advance the
RBV’s criteria (Barney, Clark 2007: 23). These can be systematically clustered into
four categories (Bamberger, Wrona 1996)'2:

e Undepreciation refers to the fact that the value of intangibles increases
each time they are used and depreciates if unapplied (Bamberger, Wrona
1996: 135; SKE 2005: 17; Curando 2006: 12; Dillerup, Stoi 2011: 743).
Moreover, intangibles can be used simultaneously at no extra or low
costs — i.e. non-rivalry of usage or non-limited capacity (Stoi 2004: 181;
Moller, Gamerschlag 2009: 7; Dillerup, Stoi 2011: 743). Although
undepreciation is not a sufficient criterion for a knowledge-based
intangible to represent a strategic source of success, it constitutes a
strengthening character (Bamberger, Wrona 1996: 135; Kaplan et al.
2001: 17 et seq.).

e Intransferability is a highly crucial criterion because it highlights that
strategically relevant intangibles cannot be traded on factor markets
(Bamberger, Wrona 1996: 136 et seq. Teece 1998: 67, Moller,
Gamerschlag 2009: 8). This is, firstly, because idiosyncratic knowledge-
based intangibles are immobile since they lose value outside the firm.

Secondly, intangibles are not tradable because they are intransparent.

126 Ingolf Bamberger und Thomas Wrona (1996) apply/compare these criteria to/among
tangible and intangible resources.
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This refers to the fact intangibles are latent and thus, neither observable
nor easily identifiable (SKE 2005: 17). Consequently, it is also difficult to
estimate the intangibles’ value (Bamberger, Wrona 1996: 137).

e Inimitability is a very important condition because knowledge-based
intangibles, which cannot be easily replicated by competitors, are of
long-term strategic value (ibid.: 138). In detail, since strategically
relevant intangibles cannot be traded on factor markets, competitors
have to develop them by themselves (ibid.: 138). This is, however, very
difficult because of intangibles’ imitation barriers, known as isolating
mechanisms, (Rumelt 1984: 560 et seqq.; Rumelt 1997: 140 et seq.; Welge,
Al-Laham 2012: 91 et seq.) which are determined by two main sources.
Firstly, path dependencies which point to the fact that it is (almost)
impossible for other companies to reconstruct firm-specific (uncertain)
investments in as well as the combination and deployment of
intangibles (Bamberger, Wrona 1996: 138; Sveiby 2001: 347; Danish
Ministry of Science, Technology and Innovation 2003: 1; Stoi 2004: 193;
Curando 2006: 12; Moller, Gamerschlag 2009: 8; Wulf, Pfeifer, Kivikas
2009: 146). Secondly, imitation barriers encompass causal ambiguities
which make it hard for rivals to identify the cause-and-effect
relationships between intangibles and their competitive edge (Rumelt
1984: 560 et seqq.; Bamberger, Wrona 1996: 138; Curando 2006: 12).17

*  Non-Substitutability means that knowledge-based intangibles cannot
be exchanged with other intangibles even if competitors develop
similar ones. This is in particular because of the above illustrated

immobility as well as non-tradability (Bamberger, Wrona 1996: 139).
Regarding internal organization matters, Robert Grant (2002: 142) declares that they

are “some of the most potentially interesting applications of knowledge-based
approaches to the theory of the firm (...)”. He establishes that the above
mentioned assumptions concerning knowledge-based intangibles influence

internal structure in mainly two ways: the design of hierarchy and the

127 “Imitating a part of what a competitor does may not enhance performance at all.
Understanding the overall logic of organization and superior performance is often critical
to successful imitation” (Teece 1998: 65).
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distribution or location of decision making (Grant 1996: 117; Grant 2002: 142)
which both follow an entrepreneurial rational (Teece 1998: 75 et seq.). In terms of
hierarchical structure the KBV suggests that the integration of knowledge-based
intangibles is most efficiently conducted when it is based on modularity and loose
coupling. In detail, a loosely-linked, flexible (ibid.: 75 et seq.) modular
organizational structure refers to the fact that individuals and/or individual
business units, departments or teams act independently of other modules. Thus,
each module is — as a specialist — able to integrate and apply module-specific and -
relevant knowledge-based factors in order to innovate and adapt to its specific
environment or local circumstances. At the same time it is recommended that
these modules are somehow connected to allow them working together as well as
to exchange and integrate each other’s intangibles (Grant 1996: 118 et seq.; Grant
2002: 143).128 Altogether this allows various modules to simultaneously adapt to
different — maybe even conflicting — demands and that a broad range of different
knowledge bases is integrated in(to) the firm at minimal costs (Grant 2002: 143).
Although Grant’s view predominantly refers to intra-firm issues (Huizing 2002:
24), it can - in the light of the entire above presented discussion — be fairly
expanded to the entire KBV embracing inter-firm issues, too. Concerning decision
making the KBV advises that decisions should be made less bureaucratic (Teece
1998: 75 et seq.): either where the decision-relevant knowledge resides or at a
decision making authority if the decision-relevant knowledge can be transferred
and aggregated at a single point in the organization. Hence, if the crucial
intangible is (highly) tacit and thus, cannot be codified and is difficult to be
transferred, then it is recommended to delegate the decision making right to
where it is located (Grant 1996: 119; Grant 2002: 143).

Finally it can be concluded that knowledge-based intangibles are highly
relevant strategic sources of lasting competitive performance which fully satisfy the

strategic theory of the firm’s claims. Consequently, these intangibles should be a

128 Examples of such standardized interference include common language and goals,
the opportunity of specialists to be a member of multiple modules/teams, personnel
rotation, and stand-up coffee bars or dialog rooms to promote spontaneous
communication/meetings (Grant 1996: 118 et seq.; Sveiby 2001: 349; Grant 2002: 143).
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central consideration in strategic management (Marr, Gray 2004: 105; Cegarra-

Navarro 2005: 3) and are subsequently further elaborated.

24 INTELLECTUAL CAPITAL: A CONCEPT TO SPECIFY KNOWLEDGE-
BASED INTANGIBLES FOR EMPIRICAL TESTING

The knowledge-based theory of the firm represents the most contributing
approach of this dissertation’s conceptual framework. This is, firstly, because it
connects internal as well as external knowledge-based intangibles with lasting
competitive business performance; and secondly, because it deals with the
strategic theory of the firm — e.g. with coordination issues within as well as
among firms, management’s role or managerial matters, the allocation of
decision-making rights and innovations (Grant 1996: 110). However, the
knowledge-based view is, similar to the resource-based view, not able to answer
the following question:

“How do we conceptualize and then measure a concept that is based on some firm-
specific interaction of resources, which themselves are intangible, and therefore,

unobservable?”

(Reed, Lubatkin, Srinivasan 2006: 868).

As a consequence and in accordance with the recommendations laid out by Kira
Reed et al. (2006), the intellectual capital (IC) framework of intangibles is applied
for developing hypotheses and empirical testing. This decision is also grounded in the
fact that the IC-framework considers three, strategically relevant, identifiable as
well as measurable knowledge-based resources classes which can (theoretically)
be linked to lasting competitive business performance. Specifically, the three
intellect-based capital categories of the IC-framework, namely human capital,
structural capital and relationship capital, can be closely related to the theoretical
foundation of knowledge-based intangibles presented in the KBV — e.g. individual
competencies, external structure, internal structure — as shall be seen in the following
chapter; and thus, clarifies why they are regarded as (sustained) strategic sources
of success (Hermans, Kauranen 2005: 172; Reed, Lubatkin, Srinivasan 2006: 868;
Delgado-Verde, Martin-de Castro, Navas-Lopez 2011: 6 et seq.; Martin Castro et
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al. 2011: 661).1

24.1 Intellectual Capital: Definition and Current State of Empirical Findings

The expression intellectual capital (IC) was first mentioned by Morris
Kronfeld and Arthur Rock in 1958 who applied the term to explain the “(...)
difference in net worth appraisals and price/earnings ratios between (...)
companies (...)” (Kronfeld, Rock 1958: 90 cited by Edvinsson 2009: 1). The
economist John Kenneth Galbraith'® further shaped this market-to-book-value-
gap-construct in 1969 (Edvinsson 2009: 1; Khan 2011: 131). He proposed that IC
refers to more than just knowledge or intellect but instead represents the invisible
resources and actions that offer the potential to generate future value (Roos et al.
1997: 4; Bontis 1998: 67). Put differently, IC is presented as a strategic source of

success.

However, the interest on IC has (only) increasingly popularized in recent years
(Serenko et al. 2010: 3 et seq.). Especially Tom Stewart!*! (1991), Peter Drucker's
(1993), Leif Edvinsson'® (1996: 357; 1997), and Karl-Erik Sveiby'** (1997; 2001) are
regarded as the godfathers of and significant contributions to the IC-movement,
respectively (Bontis 2001: 42; Ponzi 2002: 259; Serenko, Bontis 2004: 185; Will 2008:
3; Serenko et al. 2010: 3 et seq.).

129 “OL focuses on learning as a process of change, KM stresses knowledge as a
resource towards competitive advantage and studies the processes associated with it, and
IC’s goal is to measure the value of intangibles and to leverage them” (Vera, Crossman
2000: 5).

130 John Kenneth Galbraith is mentioned by George Feiwal (1975) who is cited by Nick
Bontis (1998: 68).

131 Tom Stewart’s (1991) Fortune magazine article '‘Brain power: how intellectual capital
is becoming America’s most valuable asset'.

132 Peter Drucker’s (1993) book 'The Post-Capitalist Society'.

133 Leif Edvinsson’s (1996: 357, 1997) very first IC-statement at Skandia.

134 Karl-Erik Sveiby’s (1997; 2001) 'Intangible Asset Monitor'.
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Despite the high interest in the topic of intellectual capital (IC), no commonly
agreed definition exists — neither in the German nor the international context. That
is arguably because the research field of IC is, even after almost ten years, still
immature; and because the construct of IC is by nature multidimensional (Vera,
Crossman 2000: 4; Juma, Payne 2004: 298; Kaufmann, Schneider 2004: 366 et seqq.;
AKIW 2005: 67; Alwert, Heisig, Mertins 2005: 2; Cohen, Kaimenakis 2007: 259;
Choong 2008: 610 et seqq.; Matos, Lopes 2009: 344; Steenkamp, Kashyap 2010: 368
et seq.; Khan 2011: 131). Consequently, this dissertation provides an overview of
selected key definitions of IC as well as its frequently applied synonym (intellect-
based) intangibles'® (cf. table 2 & table 3) and extracts common aspects for its own
definition. This procedure is especially intended to avoid the misunderstanding
of the term intellectual capital whose two components — i.e. intellect'*® and

capital'¥” — can be misleading by their nature.

Table 2: Selection of Intellectual Capital Definitions

Kronfeld, Rock “Successful management means the ability to select the few

1958 profitable and worthwhile ideas from the many without

cramping the individualistic intellectual energies that may

135 Because “a variety of disciplines (such as economics, organisation, strategy,
management, finance and accounting) and participants (including academics, standard
setters, professional bodies, government agencies, and consultants) are interested in
intangible assets (...)” (Steenkamp, Kashyap 2010: 368), many different, competing
terminologies — which are often used as synonyms for intellectual capital — exist.
Examples include intangibles, intangible assets, intangible capital, intangible resources,
knowledge assets, knowledge-based assets, knowledge capital, knowledge resources,
intellectual knowledge, intellectual property, intellect-based resources and immaterial
values (Kaufmann, Schneider 2004: 374, AKIW 2005: 67; Alwert, Heisig, Mertins 2005: 2;
Choong 2008: 613; Martin Castro, Lopez Saez 2008: 26; Moller, Gamerschlag 2009: 5;
Steenkamp, Kashyap 2010: 368 et seq.).

1% Intellect is an attribute that is mainly associated with humans. Yet, human intellect —
i.e. human capital — is only one aspect of IC which stands next to structural and
relationship capital (Alwert, Heisig, Mertins 2005: 3).

137 Capital is, within the IC-framework, to be understood as a resource —i.e. an asset.
Yet, the B/S-associating character of the term capital — i.e. owners' equity and/or liabilities
— can be misleading (Alwert, Heisig, Mertins 2005: 3; Martin Castro et al. 2011: 649).
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eventually produce a genuine bread-and-butter product.” (p.
88), and “Further, the consensus of market opinion,
especially as reflected in price/earnings ratios, is that the
intellectual capital of such companies is perhaps their single

most important element.” (p. 90)

Edvinsson, “What is intellectual capital? Is it, as one company has
Sullivan 1996 defined it, 'what walks out the door at the end of the
business day?' Is it the people? A firm's know-how?” (p. 356),
“Intellectual capital is a stock of focused, organized
information (knowledge) that the organization can use for
some productive purpose. But the existence of a stock of
knowledge (intellectual capital) is not enough to account for
the high value the marketplace puts on many knowledge
companies. Indeed, it is the ability of companies to leverage
their intellectual capital that is perhaps a greater key to
profitability.” (p. 357), and “We prefer to define intellectual
capital as knowledge that can be converted into value. This
definition is very broad, encompassing inventions, ideas,
general knowledge, designs, computer programs, data
processes, and publications. It is not limited to technological
innovations, or to just those forms of intellectual property
identified by the law (e.g., patents, trademarks, trade
secrets).” (p. 358)

Brooking 1997 “The intellectual capital of an enterprise can be split into four
categories: market assets, intellectual property assets,

human-centered assets, and infrastructure assets.” (p. 13)

Roos et al. 1997 “For us, intellectual capital will include all the processes and
the assets which are not shown on the balance sheet, as well
as all the intangible assets which modern accounting
methods consider (...). While knowledge is part of IC, IC is
much more than just knowledge. Brands and trademarks as
well as the management of relations with external parties

(...) are all dimensions of value creation.” (p. 24), and “The

positive [definition] suggests that the intellectual capital of a
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company is the sum of the knowledge of its members and
the practical translation of this knowledge, that is brands,
trademarks and processes. The negative definition suggests
that intellectual capital is anything that can create value but
cannot drop on your foot — in other words, it is intangible;
that is it is the difference between the total value of the

company and its financial value.” (p. 27)

Stewart 1997

“Intellectual capital is intellectual material — knowledge,
information, intellectual property, experience — that can be
put to use to create wealth” (p. x), and “(...) the talent of (...)
people, the efficacy of (...) management systems, the
characters of its relationship to (...) customers — that together

are (...) intellectual capital.” (p. 55)

Bontis et al. 1999

“Under the name of intellectual capital, we can classify all
intangible resources (...) as well as their interconnections
(...). Thus, for this tradition, intellectual capital is quite
simply the collection of intangible resources and their flows.”
(p. 397)

MERITUM 2001

“(...) the concept of “intellectual capital” and intangibles are
embracing all forms intangibles, either formally owned or
used, or informally deployed and mobilized. Intellectual
Capital is more than simply the sum of the human, structural
and relational resources of the firm, it is about how to let the

knowledge of a firm work for it and have it create value

(..)." (p. 21)

Riahi-Belkaoui
2003

“While most intangible assets do not qualify as strategic
assets, intellectual capital is generally considered to be a vital
strategic asset (...). By intellectual capital, it is meant the
specific and valuable knowledge that belongs to the
organization. This qualification of intellectual capital as a
strategic asset rests on a potential link between intellectual
capital on one hand and firm performance on the other
hand.” (p. 215)
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Marr, Gray 2004

“(...) a group of knowledge assets that are attributed to an
organization and most significantly contribute to an
improved competitive position of the organization by adding

value to defined key stakeholders.” (p. 102 et seq.)

Roos, Pike,
Fernstron 2004

“Intellectual capital is the science and art dealing with how to
extract maximum value from the resources you have and the

way you have chosen to deploy them.” (p. 129)

RICARDIS 2006

“Intellectual Capital is a key element in an organisation’s

future earning potential.” (p. 10)

Kujansivu,
Lonngvist 2007

“Intellectual capital (IC) consists of the non-physical sources
of value related to employees’ capabilities, organisations’
resources and way of operating and the relationships with

their stakeholders.” (p. 272)

InCaS 2008

“Market-oriented innovation, transparent structures as well
as a strategic development of core competencies are therefore
essential preconditions for sustainable growth and future
competitiveness. Intellectual Capital (IC) forms the basis for
high quality products and services as well as for
organizational innovations.” (p. 4), and “Intellectual Capital
(IC) is divided into three categories: Human Capital (HC),
Structural Capital (SC), and Relational Capital (RC). It

describes the intangible resources of an organisation.” (p. 7)

Sonnier 2008

“(...) a firm’s knowledge-based assets, otherwise known as
IC.” (p. 707)

Sundac, Krmpotic
2009

“Knowledge that can be used in the company for creating
value represents the intellectual capital.” (p. 279), and
“Intellectual capital represents the sum of everything that
everybody within the company knows and that enables the
company to create a competitive advantage in the market.”
(p- 280).

Martin Castro
et al. 2011

“The term IC is used as a synonym for intangible or

knowledge assets (...).” (p. 649), and “IC includes the stocks

or funds of knowledge, intangible assets, and ultimately
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intangible resources and capabilities, which allow for the

development of basic business processes of organizations,

enabling (...) competitive advantages.” (p. 650)

Table 3: Selection of Intangibles Definitions

Hall 1992

“Intangible resources range from the intellectual property
rights of patents, trademarks, copyright and registered
design; through contracts; trade secrets; public knowledge
such as scientific works; to the people dependent, or
subjective resources of know-how; networks; organizational

culture, and the reputation of product and company.” (p. 135)

“Intangible resources may be classified as 'assets' or 'skills'.
Assets, which are obviously things which one owns, (...).
Skills, or competencies, include the know-how of employees
(as well as suppliers and advisers), and the collective

aptitudes which add up to organizational culture.” (p. 136)

Lev 2001

“(...) intangible assets are nonphysical sources of value (claims
to future benefit) generated by innovation (discovery), unique
organizational design, or human practices. Intangibles often
interact with tangible and financial assets to create corporate

value and economic growth.” (p. 7)

Sveiby 2001

“These assets are invisible because they are not accounted for.
They are intangible because they are neither brick nor mortar

nor money.” (p. 8)

IASB 2002

“An intangible asset is an identifiable non-monetary asset

without physical substance.” (IAS 38)

Daum 2003

“Intangible assets - nonfinancial, immaterial, ‘invisible'
production factors — and their value-creation potential and
inherent risk (p. xv), and “(...) everything that is not physical
or investment, but of value to the company. (...) company’s

intangible resources (...) [are] also called intellectual capital”
(p- 16)
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Marr 2006 “(...) non-tangible resources that are attributed to an
organization and which support an organization’s

competencies and therefore contribute to the delivery of the

organizational value proposition (...).” (p. 42)

The above summary highlights that many different definitions have
emerged in the field of IC. They all “(...) — regardless of the term used — include
knowledge in some way and refer to some form of economic value that is
attached to intangible assets” (Kaufmann, Schneider 2004: 374). However, there
are also substantial differences (Delgado-Verde, Martin-de Castro, Navas-Lopez
2011: 6). It can, for example, be noticed that some authors define IC as an
equivalent to knowledge, while others argue that it encompasses much more than
this (Vera, Crossman 2000: 2). Regarding this issue, this dissertation views, in line
with Johan Roos et al. (1997: 24 et seqq.), IC as more comprehensive than any of
the previously discussed concepts — e.g. knowledge, capabilities or learning. Yet,
it still focuses on mainly tacit knowledge- or intellect-based, firm-specific
intangibles and their strategic importance for gaining and sustaining competitive
business performance (Stewart 1997: 68; Chen, Cheng, Hwang 2005: 161; Cohen,
Kaimenakis 2007: 243; Martin Castro, Lopez Saez 2008: 26; Sonnier 2008: 707;
Delgado-Verde, Martin-de Castro, Navas-Lopez 2011: 6; Martin Castro et al. 2011:
649). Precisely, this doctoral thesis defines IC consistent with the consensus in the

above illustrated literature:

e ICisintangible, invisible, and non-physical —i.e. latent,

e ICis a firm-specific intangible resource but not necessarily owned by the
company — e.g. it can be informally deployed,

e ICrepresents the collection of intangible resources and their flows
which are not accounted for on the balance sheet,

e ICis a strategic source of lasting competitive business performance
because it is idiosyncratic, undepreciable, intransferable, inimitable and non-
substitutable,

e IC consists of a (wide) range of attributes and dimensions which can be

clustered in categories of intangibles.
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Nevertheless, this way of determining IC is still quite vague (Bontis et al.
1999: 397). Thus, — and in order to compensate for a fully agreed comprehensive
definition — numerous authors advice to categorize IC and hence, to establish its
content in the form of IC-repository classes (Roos et al. 1997: 32 et seq.; Vera,
Crossman 2000: 4; Roos, Pike, Fernstron 2004: 129; AKIW 2005: 68; Choong 2008:
609 & 622 et seq.; Do Rosario Cabrita, Bontis 2008: 215; Durst, Gueldenberg 2009:
183; Moller, Gamerschlag 2009: 5). Such a taxonomy offers the potential to better
explain, systematically identify, organize and comprehend the IC (-attributes) of
many different companies — each with unique IC (Marr, Gray 2004: 103; Roos,
Pike, Fernstron 2004: 129; Choong 2008: 609 & 622 et seq.; Durst, Gueldenberg
2009: 183).

Similar to the definition issue of the term IC, there is, however, no agreed model of
IC-categories (Choong 2008: 622; Kamukama, Ahiauzu, Ntayi 2011: 153 et seq.).
The suggested frameworks do, for example, differ in terminology, classes and
dimensions (Vera, Crossman 2000: 4; Choong 2008: 622 et seq.; Steenkamp,
Kashyap 2010: 375 et seq.). Nevertheless, Nick Bontis (2001: 57) indicates that
many of these models consist of comparable constructs as well as indicators to
measure the IC-component and are ‘just' differently named. Accordingly, it can be
argued that today’s practice and literature has converged towards a three-way
distinction. Globally (Lynn 1998: 13; Vera, Crossman 2000: 5; Seleim, Ashour,
Bontis 2004: 332; SKE 2005: 16 et seq.; Choong 2008: 609 & 632; Do Rosario
Cabrita, Bontis 2008: 215; Martin Castro, Lopez Saez 2008: 25 et seq.; Durst,
Gueldenberg 2009: 183; Halim 2010: 61 et seqq.; Steenkamp, Kashyap 2010: 375) as
well as with special focus on SME (MERITUM 2001: 1 et seqq.; BMWi 2005: 11;
Hermans, Kauranen 2005: 171 et seqq., RICARDIS 2006: 10 et seqq.;
Thorleifsdottir, Claessen 2006: 14, BMWi 2008: 18 et seq.; InCaS 2008: 7 et seq.;
Will 2008: 3 et seqq.; F-Jardon, Martos 2009: 600 et seqq.; BMWi 2013c: 18) there is
broad consensus that IC contains the following three IC-categories:'*® Human

138 Each dimension consists of a coherent number of measurable items/success factors
(Choong 2008: 609).
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capital, structural capital, and relationship capital (cf. figure 30).1%°

Figure 30: Intellectual Capital and its Categories

Human Structural Relationship
Capital (HC) Capital (SC) Capital (RC)

This trichotomy which forms IC (cf. figure 30) is, as mentioned before,
similar to the (in the KBV illustrated) framework of Karl Sveiby (2001: 344 et
seqq.); but it covers a wider spectrum. The human capital dimension, for example,
is broader than Karl Sveiby’s suggestion (2001: 344 et seqq.) since it comprises
more than just individual knowledge as well as capabilities; it includes, for
example, health issues (Hussi 2003: 2 & 5) and motivation. To clarify this matter,
human capital as well as the other two IC-dimensions are extensively defined in

the following sub-chapters.

2.4.1.1 Human Capital

The first category of IC is human capital (HC). The term human capital is,
similar to the definition of IC, difficult to describe because it suffers from a
missing, generally accepted definition. Consequently, a review of key definitions is
presented in the following table 4. In line with the above executed procedure,
common aspects of these illustrated definitions are determined and subsequently

presented in an accumulated format.

139 Alternative IC-typologies include, for example, human-centred assets, intellectual
property asstes, infrastructure assets and market assets (Brooking 1997: 12 et seqq.);
human capital, structural capital and customer capital (Bontis, Keow, Richardson 2000: 85
et seqq.); human capital, internal capital and external capital (Guthrie et al. 2004: 286); or
human capital, innovation capital, process capital and customer capital (Wang, Chang
2005: 223 et seq.).
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Table 4: Selection of Human Capital Definitions
Edvinsson, ,(...) collective capabilities of employees to solve customer
Sullivan 1996 problems. The firm-wide human resource is the knowhow

and institutional memory about topics of importance to the
company. This resource includes the collective experience,
skills, and general know-how of all of the firm's employees.”
(p. 358)

Saint-Onge 1996

“The capabilities of the individuals required to provide

solutions to customers.” (p. 10)

Brooking 1997

“Human-centered assets comprise the collective expertise,
creative and problem solving capability, leadership,
entrepreneurial and managerial skills embodied by the
employees of the organization. They also include
psychometric data and indicators on how individuals may
perform in given situations (...). But the knowledge in the
head of the individual belongs to the person — not the
company.” (p. 15)

Roos et al. 1997

“(...) the value of human capital originates from competence,
attitude and intellectual agility. (...) Competence generates
value through the knowledge, skills, talents and know-how
of employees.” (p. 35), and “Attitude (...) covers the value
generated by the behavior of the employees on the
workplace. Three factors primarily influence attitude:

motivation, behavior and conduct.” (P. 37)

Stewart 1997

“(...) human capital: It'’s a corporate asset, but people cannot
be owned. (...) We're used to thinking of employees in terms
of their pay - their cost. But what is their value?” (p. 84), and
“Human capital is (...) the place where all the ladders start:

the wellspring of innovation, the home page of insight.”
(p. 86)

Sveiby 1997

“(...) people in an organization direct their efforts in two

directions primarily: outward (...) or inward maintaining and
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building the organization (...) when their efforts are directed
inward they create an internal structure, which in

management literature is also called the organization.” (p. 9)

Bontis 1998

"The essence of human capital is the sheer intelligence of the
organizational member. The scope of human capital is limited
to the knowledge node (i.e. internal to the mind of the

employee)." (p. 65)

Lynn 1998

“Human capital is the stock of usable knowledge, skills and

competence residing in organizational members.” (p. 13)

MERITUM 2001

"Human capital is defined as the knowledge that employees
take with them when they leave the firm. It includes the
knowledge, skills, experiences and abilities of people. Some
of this knowledge is unique to the individual, some may be

generic." (p. 3)

Daum 2003

“The human capital of a company includes the individual
capability of people who are working for this company, both
employees and managers: their knowledge, skills, competen-
cies and experience. But not all these personal assets and not
all employees and managers count as human capital. Only
those individuals whose capabilities are of great value for the
company, which can be used and incorporated in its (...)

value-creating process, are of strategic importance.” (p. 18)

Seleim, Ashour,
Bontis 2004

“Human capital refers to a combination of indicators that
reflect the individual talent in the firm and the renewal and
development of its human resources. Human capital is the
sum of the workers’ skills, experience, capabilities, and innate
knowledge (...). Moreover, (...) human capital [is described]
as the firm’s collective capability to extract the best solutions

from the knowledge of its individuals.” (p. 333)

AKIW 2005

"Intangible values that relate to the people working in an
entity, such as the employees’ level of education, knowledge,

and know-how, leading management’s competence (...).”
(p- 68)
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Hermans, "(...) HC (...) is composed of the skills and competencies of

Kauranen 2005 the company’s personnel." (p. 173)

SKE 2005 “Human Capital includes, but is not limited to, employee
demographics, employees’ innovative capacity, employee
diversity, learning and development abilities, educational
and work-related qualifications, leadership and top
management quality.” (p. 17)

Marr 2006 “These resources (...) walk out at night when people leave;

(...). Human capital includes the skills and knowledge of
employees, as well as know-how in certain fields that are
important to the success of the enterprise, plus the aptitudes
and attributes of its staff. Employees loyalty, motivation and
flexibility will often be a significant factor too since a firm’s

'expertise and experience pool' is developed over time; (...).”

(p- 43)

Martinez-Torres
2006

“(...) the knowledge, skills, etc of individuals” (p. 617)

Cohen, “Human capital includes employees’ capabilities, skills,

Kaimenakis 2007 knowledge, technical expertise, etc. that are currently used (or
can potentially be used) in order to create value for the firm.”
(p. 243)

Thorleifsdottir, “(...) human capital is that part of IC which is possessed by

Claessen 2006 the employees and leaves the company by the end of a day.”
(p-14)

InCaS 2008 “Human Capital (HC) is defined as 'what the single employee

brings into the value adding processes'.” (p. 7)

Martin Castro
et al. 2011

“Human capital makes reference to tacit or explicit
knowledge which employees possess, as well as their ability
to generate it, which is useful for the firm, and includes

values and attitudes, aptitudes and know-how.” (p. 653)
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Based upon the above shown definitions it can be summarized that most
authors agree that “the essence of human capital is the sheer intelligence of the
organizational member” (Bontis 1998: 65)'4° and its related aspects such as
behavior. As such, HC manifests a high degree of tacitness (Tovstiga, Tulugurova
2007: 699), undepreciation, uniqueness, intransferability, inimitability and non-
substitution. Consequently, it is regarded a strategically relevant source of

sustainable competitive advantage and hence, lasting business performance.

Nonetheless, the sum as well as combination of the attributes which constitute
the intangible value (AKIW 2005: 68) and the competitive potential (Tovstiga,
Tulugurova 2007: 699) of employees and managers (Daum 2003: 18; AKIW 2005;
SKE 2005: 17) are rather dispersed.

Among the most common HC-attributes one can find peoples’ knowledge,
(formal) education, expertise, vocational qualifications, (specific) training,
experience, skills, and know-how or capabilities'*! — especially the capabilities to
satisfy customers and to solve diverse other issues (Hudson 1993 cited by Do
Rosario Cabrita, Bontis 2008: 216; Edvinsson, Sullivan 1996: 358; Saint-Onge 1996:
10; Brooking 1997: 15; Roos et al. 1997: 35; Lynn 1998: 13; MERITUM 2001: 3;
Daum 2003: 18; Seleim, Ashour, Bontis 2004: 333; AKIW 2005: 68; Chen, Cheng,
Hwang 2005: 161; SKE 2005: 17; Marr 2006: 43; Cohen, Kaimenakis 2007: 243; Wu,
Chou 2007: 44; Kamukama, Ahiauzu, Ntayi 2010: 560; Kamukama, Ahiauzu,
Ntayi 2011: 154 & 156; St-Pierre, Audet 2011: 203 et seq.). Johan Roos et al. (1997:
35 et seqq.) accumulate all these HC-elements under the HC-subcategory — i.e.
dimension — competencies which predominantly consists of (technical and/or
academic) knowledge and (practical) skills. Similar to that, Gregorio Martin de
Castro et al. (2011: 655) distinguish between the HC-subclasses knowledge and
abilities/capabilities which are both created by and stored in (Reed, Lubatkin,
Srinivasan 2006: 869) employees as well as managers (Daum 2003: 18). Precisely,
Gregorio Martin de Castro et al. (2011: 655) specify that both, people’s knowledge
about things as well as their know-how/capability of doing things are required to

140 Cf. footnote 19.

41 Some of firms” HC is unique while some of it is generic (MERITUM 2001: 3). Generic
HC, which is transferable across companies, include, for example, levels of formal
education or years of work/managerial experience (Swart 2006: 141).
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productively execute (work) tasks (ibid.: 655).142

Another HC-dimension which is mentioned in the literature is employees’ (life
and/or professional) attitude (Roos et al. 1997: 37, Marr 2006: 43; Do Rosario
Cabrita, Bontis 2008: 216; Tovstiga, Tulugurova 2009: 71 et seq.; Martin Castro et
al. 2011: 653). People’s behavior, including i.a. loyalty, satisfaction, motivation,
commitment, and mindset, is especially important because it has an impact on their
willingness to generate, use, and share knowledge or know-how as well as on
staff retention.’*® This, in turn, is required to develop and sustain firms’ IC stock
over time - i.e. causally ambiguous (Roos et al. 1997: 37; Marr 2006: 43; Wu, Chou
2007: 51; Do Rosario Cabrita, Bontis 2008: 216; Martin Castro et al. 2011: 655).
Precisely, since (this kind of) IC-building and -maintenance can only be done
voluntarily, it requires certain levels of as well as balance between intrinsic and

extrinsic motivation (Do Rosario Cabrita, Bontis 2008: 216).

The last HC-subcategory which is frequently found in the literature is intellectual
agility (Roos et al. 1997: 39; Tovstiga, Tulugurova 2007: 698 et seq.; Tovstiga,
Tulugurova 2009: 71 et seq.). It is essential since it represents a mix of individual’s
competencies and behavior (Roos et al. 1997: 32). In detail, it comprises, among
others, people’s
“(...) ability to innovate and change practice, to think laterally about problems
(...)”(ibid.: 32), “(...) to transfer knowledge from one context to another, (...) to see
common factors in two distinct pieces of information and like them together, (...) to

improve both knowledge and company output through innovation and adaptation”

(ibid.: 39).

142 “An organization must also support and nurture bright individuals into sharing
their human capital through organizational learning. Unlike normal inventory that can be
found in traditional manufacturing settings, individual knowledge stocks that reside in
human capital become obsolete. This obsolescence is not necessarily due to outdated
knowledge. There is a behavioural explanation instead. Human beings become
unmotivated when they feel they are not being utilized or challenged. That is why a stock
of human capital will deteriorate if not constantly supported and nurtured” (Bontis 1998:
71).

14 “Holtom et al. indicate that voluntary employee turnover is expensive. In addition,
firms that successfully retain the productive workers save money and have less difficulty
in protecting their IC” (Wu, Chou 2007: 51).
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Georg Tovstiga and Ekaterina Tulugurova (2009: 71 et seq.) embrace these
examples and define intellectual agility as “the firm’s predisposition to move
quickly and flexibly, to imitate and to adapt in the face of changing competitive
environments (...).” As such, intellectual agility reflects organizational members’
openness and ability to change (Cohen, Kaimenakis 2007: 244) as well as to
contribute (their knowledge/IC) to new or different tasks — e.g. to solve problems
(Brooking 1997: 15). In more detail, intellectual agility can be specified via
attributes such as innovation, creativity, flexibility, adaptability, changeability, and
imitation (Roos et al. 1997: 40; Cohen, Kaimenakis 2007: 244; Tovstiga, Tulugurova
2007: 698 et seq.; Tovstiga, Tulugurova 2009: 71 et seq.; Kamukama, Ahiauzu,
Ntayi 2011: 156) which can be accounted for as strategically relevant sources of
lasting business performance since they are (predominantly) undepreciable,

intransferable, inimitable and non-substitutable.

Overall, the above discussion highlights — in accordance with Kira Reed et al.’s
(2006: 870) and Ahmed Seleim et al.’s (2004: 332 et seqq.) line if thought — that HC
comprises more than just (knowledge) stocks like educated employees. Instead, it
also incorporates (knowledge) flows such as the development and renewal of HC.

The previously defined subcategories — also called dimensions — of HC are

summarized in figure 31.

Figure 31: Human Capital and its Dimensions

Human Capital
(HC)
Competencies Attitude Intilé’aft;ual

Source: Roos et al. 1997: 35

Nevertheless, it is important to mention that although HC is a source of

firms’ lasting competitive business performance, it is owned by the employees and
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managers instead of being a company’s property'# (Brooking 1997: 15; Stewart
1997: 84; Sveiby 2001: 10; Thorleifsdottir, Claessen 2006: 14; Cohen, Kaimenakis
2007: 243; Brooking, Ruskin 2010: 138; St-Pierre, Audet 2011: 204): “These
resources (...) walk out at night when people leave” (Marr 2006: 43). Thus, it is
highly risky (St-Pierre, Audet 2011: 204).

Taking all of the above into account, it can be summarized that HC is
important for a firm because people can use their HC —i.e. competencies, attitude
and intellectual agility — in various situations to create value (including tangible
and intangibles resources and structures) (Sveiby 1997: 8 et seqq.; Sveiby 2001:
345). Specifically, human-based IC positively impacts i.a. (speedy) innovations as
well as strategic adjustments and hence, competitive advantages. Thus, it is a
strategic source of firms’ competitive business performance (Stewart 1997: 86 et seq.;
Bontis 1998: 65; Reed, Lubatkin, Srinivasan 2006: 870; Tovstiga, Tulugurova 2007:
701 et seqq.; Wu, Chou 2007: 46; Sonnier 2008: 710; St-Pierre, Audet 2011: 204).

For many authors (Bontis 1998: 70 et seq. & 76; Bontis, Keow, Richardson 2000: 96
et seq.; Sveiby 2001: 345, Wang, Chang 2005: 222 et seq.; Do Rosario Cabrita,
Bontis 2008: 216 et seq.; Sundac, Krmpotic 2009: 281; Kamukama, Ahiauzu, Ntayi
2010: 562 et seq.) — also in the research field of IC in SME (Hermans, Kauranen
2005: 174; Tovstiga, Tulugurova 2007: 701 et seqq.; F-Jardon, Martos 2009: 604; St-
Pierre, Audet 2011: 204 & 209) — HC is, however, not just an important category of
IC but the most fundamental one. That is, as they argue, because HC is the driving
force of IC and the key source to gain sustainable competitive advantages. Thus,

HC is very essential to (financially) succeed in the long run.

Lastly it is worth mentioning that the latter mentioned extension of the
(traditional) IC and HC research field also points to the fact that HC is not only (or
necessarily) directly related to competitive business performance but instead though
structural capital and/or relationship capital (Bontis 1998: 70 et seqq.; Bontis, Keow,
Richardson 2000: 94 et seqq.; Wang, Chang 2005: 223; Do Rosario Cabrita, Bontis

4 “Human Centered Assets (...) do not belong to the company but are contracted to
the company by way of employee contracts, unless they can be made explicit, thus
becoming Infrastructure assets” (Brooking, Ruskin 2010: 138).
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2008: 229; F-Jardon, Martos 2009: 611; St-Pierre, Audet 2011: 204, 209 & 215 et
seq.): neither the implementation nor the development, maintenance, renewal or
expansion of internal organization settings (structural capital) as well as external

networks (relationship capital) are possible without human actions.!#

2.4.1.2  Structural Capital

The second IC-category is structural capital (SC). Similar to the above,
there is no commonly agreed definition of the term structural capital. Therefore and
in accordance with the previously introduced procedure, the following shows a
review of definitions and a subsequent summary of key aspects (cf. table 5).

Table 5: Selection of Structural Capital Definitions

Edvinsson, “Human resources by themselves are of little value. Picture,
Sullivan 1996 for a moment, a group of skilled people, huddled together
on a hillside, thinking great business thoughts. But without
the supporting resources of a firm they have no ability to do
anything with their ideas. They have no paper with which
to write things down; there is no production staff or
manufacturing facility; there is no telephone to call potential
customers. In short, the human capital lacks the firm's
supporting  infrastructure, called structural capital.

Structural capital is the infrastructure that firms develop to

commercialize their human capital.” (p. 360), and “All that

145 “People in an organization can use their competence to create value in mainly two
directions: externally and internally. If the managers of a car or soap company direct the
efforts of their people internally, they may create tangible structures such as machinery
and tools and intangible structures such as better processes and new designs for products.
When they direct their attention outwards, they create, in addition to tangible things, such
as cars or soap, intangible structures, such as customer relationships and new experience”
(Sveiby 2001: 346).
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is left when the human resources go home, i.e.
organizational capability. Structural Capital includes both
tangible and intangible elements. Intangible elements are
such things as the firm's information technology, customer
data bases, business and industrial procedures, strategic
plans, etc. Tangible elements of the firm's structural capital
include financial assets, facilities, and the range of assets

that are valued on the company's balance sheet.” (p. 363)

Brooking 1997

“Infrastructure assets are those technologies, methodologies
and processes which enable the organization to function.
(...) Basically, the elements which make up the way the
organization works. (...) Infrastructure assets are important
because they bring order, safety, correctness and quality to
the organization. They also provide a context for the
employees of the organization to work and communicate

with each other.” (p. 16)

Roos et al. 1997

“In general, structural capital includes all databases,
organizational charts, process manuals and intellectual
property, and anything whose value to the company is
higher than its material value. (...) structural capital can be,
and usually is, owned by the company, as opposed, as we
have seen above, to human capital. (...) At the same time,
(...), the fact that structural capital is not in anybody’s head
necessarily implies that its evolution will be much slower
than that of human capital. People increase or modify their
capital just by living their lives: structural capital in most
cases needs to be updated by the employees themselves.”
(p- 42), and “Organizational value includes all the physical
and non-physical manifests of intellectual capital related to
the internal structure or the day-to-day operations.
Databases, process manuals, invisible assets, culture and
management style are all sources of organizational value.”

(p. 46 et seq.)
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Stewart 1997 “What leaders need to do (...) is contain and retain
knowledge, so that it becomes company property. That’s
structural capital. Simply put, it is knowledge that doesn’t
go home at night.” (p. 108), and “Structural capital belongs
to the organization as a whole. It can be reproduced and
shared. Some of what comes into the category of structural
capital is entitled to legal rights of ownership: technologies,
inventions, data, publications, and processes can be
patented, copyrighted, or shielded by trade-secret laws (...)
But also among the elements of structural capital are
strategy and culture, structures and systems, organizational
routines and procedures — assets that are often far more

extensive and valuable than codified ones.” (p. 109)

Sveiby 1997 “(...) people in an organization direct their efforts in two
directions primarily: outward (...) or inward maintaining
and building the organization (...) when their efforts are
directed inward they create an internal structure, which in
management literature is also called the organization.”
(p- 9), and “The internal structure includes patents,
concepts, models, and computer and administrative
systems. These are created by employees and are generally
owned by the organization. Sometimes they can be acquired

elsewhere.” (p. 10)

Bontis 1998 “This construct deals with the mechanisms and structures
of the organization that can help support employees in their
quest for optimum intellectual performance and therefore
overall business performance. An individual can have a
high level of intellect, but if the organization has poor
systems and procedures by which to track his or her actions,
the overall intellectual capital will not reach its fullest
potential. (...) In effect, without structural -capital,
intellectual capital would just be human capital. This
construct therefore contains elements of efficiency,

transaction times, procedural innovativeness and access to




144

SABRINA ASCHENBRENNER

information for codification into knowledge. It also
supports elements of cost minimization and profit
maximization per employee. Structural capital is the critical
link that allows intellectual capital to be measured at an

organizational level.” (p. 66)

MERITUM 2001

“Structural capital is defined as the pool of knowledge that
stays with the firm at the end of the working day. It
comprises the organizational routines, procedures, systems,
cultures, databases, etc. Some of them may be legally
protected and become Intellectual Property Rights, legally
owned by the firm under separate title.” (p. 3)

Daum 2003

“(...) real leading-edge knowledge and innovation comes
from interaction between knowledge workers, from the
sharing of ideas and experience. To make this happen, a
company needs the right organizational infrastructure, an
innovative and stimulating culture and, the procedures and
working schemes which support smooth and efficient
knowledge and information flows within the entire
organization and between internal and external experts.
Also, an appropriate IT infrastructure is required to support
this and one that helps knowledge workers to work in a
productive way. Processes and techniques are required that
help increase the effectiveness of knowledge-based value
creation (...) or that help deploy very efficient
manufacturing or sales methods. (...). Structural capital (...)
permits individual human capital, individual knowledge, to

be used again and again to create value.” (p. 20)

SKE 2005

"Structural (Internal) Capital includes, but is not limited to,
corporate culture, management philosophy, organisational
structure, management processes, information systems and
networks, intellectual property, contracts, research and

development and new product development.” (p. 16 et seq.)
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Marr 2006 “A firm'’s structural resources cover a broad range of vital
factors. Foremost among these factors are usually the
organization’s essential operating processes, the way it is
structured, its policies, its information flows and the content
of its databases, its leadership and management style, its
culture and its incentive schemes, but they also include the
intangible resources that are legally protected. (...) Shared
knowledge in organizations is expressed in routines and
practices. Practices and routines include internal practices,
virtual networks and review processes; these can be
formalized or informal procedures and tacit rules.
Formalized routines include process manuals providing
codified procedures and rules; informal routines could be
codes of behavior or understood (but unstated) workflows.
Practices and routines determine how processes are being

handled and how work flows through the organization.” (p.

45)
Martinez-Torres “(...) the property of the organization, such as processes,
2006 information in a database, etc.” (p. 617)
Thorleifsdottir, “Structural capital is knowledge transformed to
Claessen 2006 information, embedded in internal systems, processes and

information systems. These assets still remain within the
organisation after daily closure and secure work
procedures, quality and to some extend traditions available
to new employees upon their arrival, as well as market

assets.” (p. 14)

InCaS 2008 “Structural Capital (SC) is defined as 'what happens
between people, how people are connected within the
company, and what remains when the employee leaves the

company'. ” (p.7)

Wu, Chang, Chen “In terms of structural capital, it includes all non-human

2008 storehouses of knowledge in organizations, including

databases, organizational charts, process manuals,
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strategies, routines and anything whose value to the firm is

higher than its material value.” (p. 266)

Hormiga, Batista- “(...) structural capital, which refers to the knowledge that
Canino, Sanchez- the firm has been able to internalise and that remains in the
Medina 2011b organisation, be in its structure, its processes or in its

culture, even when employees leave (...)” (p. 77)

Broadly speaking, the above illustrated definitions are harmonized to the
extent that SC encompasses the intellect of an organization (Winter 1987: 159 et
seqq. cited by Swart 2006: 148; Martin Castro et al. 2011: 661) and in particular the
non-human storehouses of knowledge (Bontis, Keow, Richardson 2000: 88; Wu,
Chang, Chen 2008: 266) and infrastructure which an enterprise has created over
time (Kamukama, Ahiauzu, Ntayi 2010: 556) — i.e. causal ambiguous.
Furthermore, various authors agree that the IC at organizational level (Bontis
1998: 66; Bontis, Keow, Richardson 2000: 88) includes not just shared (dynamic)
knowledge and capabilities created by, stored and expressed in firms’ formal
structure, processes, routines, as well as IT systems but also informal procedures
and culture (Reed, Lubatkin, Srinivasan 2006: 869 & 872).146

In detail, the above listed definitions offer a broad range of vital tangible and
primarily intangible SC-attributes which are related to a firm’s internal
organizational structure and the day-to-day operations, respectively (Roos et al.
1997: 46). Among the most mentioned SC-elements one can find enterprise
structure, business processes (manuals), organizational routines, concepts,
administration  systems, distribution networks, quality management,
communication, databases, information (communication) technologies (IT/ICT),
technology, inventions, innovations, patents and intellectual property (Edvinsson,
Sullivan 1996: 363; Roos et al. 1997: 42 & 46 et seq.; Stewart 1997: 109; Sveiby 1997:
10; MERITUM 2001: 3; Daum 2003: 20; AKIW 2005: 69; SKE 2005: 16 et seq.; Marr
2006: 45; Thorleifsdottir, Claessen 2006: 14; Wu, Chang, Chen 2008: 266).

146 “It is the skeleton and the glue of an organisation because it provides the tools and
architecture for retaining, packaging and moving knowledge along the value chain” (Do
Rosario Cabrita, Bontis 2008: 217).
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Johan Roos et al. (1997: 46 et seqq.) suggest to categorize these SC-attributes in
two dimensions: The first SC-subclass is 'internal efficiency: organization’ and
incorporates three aspects. These three items, namely infrastructure, processes
and culture'¥, are important because they symbolize a firm’s efforts of turning
HC into proprietary IC (ibid.: 48) and a firm’s efforts of supporting HC to perform
optimally (Bontis 1998: 66). The first of these three factors, namely infrastructure, is
strategically relevant because “(...) it represents the hardware part, the tools and
enablers the company uses in this daily operations to produce results” (Roos et al.
1997: 48).14% As such, it supports knowledge and information flows as well as
connections within the firm and between (internal and external) specialists (Roos
et al. 1997: 46 et seqq.; Daum 2003: 20) — i.e. it helps to convert individual
knowledge and know-how into organizational resources (Bontis 1998: 66). Lastly,
infrastructure is recommended to “(...) be flexible enough to co-evolve with its
environment” (Roos et al. 1997: 48). The second aspect of the SC-subcategory
'organization' is processes. As opposed to the hard infrastructure, processes and
working schemes put this structure into work and thus, symbolize software (ibid.:
48). Specifically, such operations are important because they allow effectively and
efficiently performing value chain tasks like manufacturing and selling (Roos et
al. 1997: 46 et seqq.; Daum 2003: 20). In general, most of a company’s procedures
are informal (tacit) such as understood workflows or oral practice. Yet, usually
there are also (some) formalized (explicit) schemes like process manuals (Marr
2006: 45). The third organization-subclass, which stands for wetware, is culture
(Roos et al. 1997: 49 et seq.). An innovative, stimulating and historically grown
cultural framework is strategically required because it defines a company via, for
instance, the sharing of common values and attitudes (Roos et al. 1997: 46 et seqq.;
Daum 2003: 20). Thus, it “(...) is the glue that holds together the firm” (Do Rosario
Cabrita, Bontis 2008: 219). Moreover, Nick Bontis recommends “(...) a supportive
culture that allows individuals to try things, to fail, to learn, and to try again. If
the culture unduly penalizes failure, its success will be minimal” (Bontis 1998: 66).
The second dimension of SC, which Johan Roos et al. (1997: 46 et seqq.)
recommend, is 'the future: renewal and development value’. It encompasses all

147 Cf. Jirgen Daum (2003: 20), who agrees to these three.
148 Cf. footnote 19.
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mechanisms to sustain and improve a firm’s IC as well as its substance. As such,
it represents a strategic source of (production, service, or process) innovations as
well as general (success) potentials of a company. Examples of an enterprise’s
development capital include research and development, new product development,
restructuring, and organizational learning (Roos et al. 1997: 46 et seqq.; AKIW 2005:
68; Hermans, Kauranen 2005: 175; Tovstiga, Tulugurova 2007: 699 et seq.;
Tovstiga, Tulugurova 2009: 72).

Gregorio Martin de Castro et al. (2011: 656 et seqq.) as well as Carlos F-Jardon and
Maria Martos (2009: 603) propose a different sub-categorization of SC. They
divide SC into a technological/innovation and an organizational dimension. The
technological or innovation sub-class
“(...) refers to the combination of organizational knowledge directly linked to the
development of the activities and functions of the operations technical system,
responsible of obtaining new products and services, the development of efficient
production processes, as well as the advancement of the organizational knowledge
base necessary to develop future technological innovations. Technological capital
includes the following elements: Efforts in research and development (...), technological
infrastructure (...), [and] intellectual and industrial property (...)"”
(Martin Castro et al. 2011: 656).'%

The second SC-subcategory, namely the organizational one,
“(...) is linked to the organizational infrastructure (...) [and] results from the
combination of intangible assets (...) which in an effective and efficient way, give
structure and organizational cohesion to the different activities and business processes
developed into the firm (...). Organizational capital includes the following main
elements: Organizational —culture, values and attitudes (...), information and

telecommunications capability (...), [and] organizational structure”
(ibid.: 656 et seqq.).!®
When combining the recommendations of Johan Roos et al. (1997: 46 et seqq.) and
Gregorio Martin de Castro et al. (2011: 656 et seqq.) one can derive at the
following three key dimension which make up SC: 1) organizational capital

149 Cf. footnote 19.
150 Cf. footnote 19.
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including, among others, company culture, ICT usage, structure (design), and
processes; 2) Development capital which encompasses, for instance, innovations,
research and development, and intellectual property; and 3) technological capital
embracing a firm’s technological- as well as information- and telecommunication-
infrastructure (cf. figure 32).

Figure 32: Structural Capital and its Dimensions

Structural Capital

(SC)
Organizational Development Technological
Capital Capital Capital

Lastly, it is worth highlighting that SC is — as opposed to HC - firms’
property (Edvinsson, Sullivan 1996: 363; Roos et al. 1997: 42; Stewart 1997: 108 et
seq.; Sveiby 1997: 10; MERITUM 2001: 3; InCaS 2008: 7) because it encompasses
“all that is left when the human resources go home” (Edvinsson, Sullivan 1996:
363).

Overall it needs to be stressed, again, that SC is an important strategic
source of supernormal business performance because it represents, according to
Leif Edvinsson and Michael S. Malone (1997a), the “embodiment, empowerment,
and supportive infrastructure of human capital” (ibid.: 34 cited by Cater, Cater
2009: 191 et seq.).’”! Thus, it provides the backbone which enables employees and

managers to leverage their HC and thus, to generate lasting competitive business

151 Remark: Leif Edvinsson and Michael S. Malone (1997a), divide structural capital
into organizational capital and customer capital (Reed, Lubatkin, Srinivasan 2006: 869).
Thus, their definition also relates to what is, within the scope of this doctoral thesis,
defined as relationship capital.
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performance (Brooking 1997: 16; Bontis 1998: 66)52.

At the same time, it has to be noted that SC is created by a firm’s (internal and
external) members (Sveiby 1997: 10; Khan 2011: 131 et seq.; St-Pierre, Audet 2011:
204) and needs to be regularly updated by them and their IC (Roos et al. 1997: 42).

2.4.1.3 Relationship Capital

Relationship capital (RC)'* is the third category of IC. In line with the
above conducted method, an overview of key definitions is presented in the
following table 6. Subsequently, common contents of these definitions are

extracted and summarized.

Table 6: Selection of Relationship Capital Definitions

Roos et al. 1997 “The importance of relationships with outside parties is
forcing companies to lengthen their time horizon:
relationships are not built through spot transactions, but

through long-term exchanges of information and goods.”
(p- 43)

Sveiby 1997 “(...) people in an organization direct their efforts in two

directions primarily: outward working with customers or
inward (...) when they work with customers they crate
customer relationships and an image in the market place

that is partly “owned” by the corporation.” (p. 9), and “The

external structure includes relationships with customers

152 Various studies confirm the positive and significant impact of SC on business
performance (Bontis 1998: 70 et seq.; Bontis, Keow, Richardson 2000: 97; Ordonez Pablos
2004 cited by F-Jardon, Martos 2009: 604; Wang, Chang 2005: 229; Kamaluddin, Rahman
2009: 5 & 10; Kamukama, Ahiauzu, Ntayi 2010: 563).

153 In the literature RC is also referred to as relation or relational capital. Another
common expression is social capital which is, for example, applied by Niels Bosma et al.
(2004), Salina Daud and Wan Fadzilah Yusoff Wan (2010), and Shaniz Khan (2011).
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and suppliers. It also encompasses brand names,
trademarks, and the company’s reputation or image. Some
of these can be considered legal property, but investments
in external structure cannot be made with the same degree

of confidence as investments in internal structure.” (p. 11)

Lynn 1998 “Relational capital is the organizational value derived from
reliable, quality-driven supplies, and from loyal, satisfied
customers. Relational capital arises from any party or area,
external to the organization, which can create added value

for the organization.” (p. 12)

Sanchez, “(...) relational capital is defined as all the intellectual
Chaminade, Olea | capital linked with the external relationships of the firm, as,

2000 for example, the relation with customers.” (p. 320)

MERITUM 2001 “Relational capital is defined as all resources linked to the
external relationships of the firm such as customers,
suppliers or R&D partners. It comprises that part of Human
and Structural Capital dealing with the company’s relations
with  stakeholders (investors, creditors, customers,
suppliers, etc.), plus the perceptions that they hold about
the company.” (p. 3)

Ordonez Pablos “It is the knowledge embedded in organizational
2003 relationships with customers, suppliers, stakeholders,

strategic alliance partners, etc.” (P. 65)

Kivikas 2004 “(...) relational capital is the easiest one to measure through
market share, customer retention, defection rate and
per-customer profitability. Relational capital also includes
connections outside the organization such as customer
loyalty, goodwill, supplier relations and other stakeholders.
The recent developments around Customer Relationship

Management (CRS) belong to this area.” (p. 475 et seq.)

Hermans, "(...) relational capital (RC) (...) stresses the importance of

Kauranen 2005 external networks, for example, with customers and other

partners." (p. 173)
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SKE 2005

“Relational (External) Capital includes, but is not limited to,
corporate name and brands, alliances and partnerships,
licensing and franchising agreements, supplier and
distribution channels and relations, community relations,
government relations, industrial relations, customer

relations, and financial relations.” (p. 17)

Marr 2006

“Relational resources are the relationships that exist
between an organization and any outside party, both with
key individuals and other organizations. These can include
customers, intermediaries, (...) suppliers, alliance partners,
regulators, pressure groups, communities, creditors or
investors. Relationships tend to fall into two categories —
those that are formalized through, for example, contractual
obligations with major customers and partners, and those
that are more informal. (...) Other factors that fall into this
category are brand image, corporate reputation, and

product/service reputation.” (p. 44)

Martinez-Torres
2006

“(...) the relationships that an organization has with its

clients/customers and environment” (p. 617)

Thorleifsdottir,
Claessen 2006

"(...) relational capital, sometimes referred to as customer
capital (...) describes networks and alliances and assets such

as goodwill/image, factors related to the market (...)." (p. 14)

Cohen,
Kaimenakis 2007

“(...) relational capital (RC) (...) embraces all the relations
the firm has established with its stakeholder groups (such as
customers, suppliers, the community, the government,
etc.).” (p. 243)

Do Rosario
Cabrita, Bontis
2008

“Relational capital is the knowledge embedded in
relationships ~ with  customers, suppliers, industry
associations or any other stakeholder that influence the

organisation’s life.” (p. 217)

Choong 2008

“Relational capital relates to the organizational relationships
with all its stakeholders.” (p. 621)
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InCa$S 2008

“Relational Capital (RC) is defined as 'the relations of the

company to external stakeholders'.” (p. 7)

Welbourne, del
Val Pardo 2008

“Relational capital is defined as the set of all relationships —
market relationships, power relationships and cooperation —
established between firms, institutions and people that stem
from a strong sense of belonging and a highly developed
capacity of cooperation typical of culturally similar people

and institutions.” (p. 4)

F-Jardon, Martos
2009

“Relational capital: set of relations of the company with the
outside (...). It includes the relations with the environment,
and more specifically with the economic agents who
participate in the different phases from the value chain of
the product: the suppliers, the competitors and the clients.
Perhaps these last ones have been the most studied until the
point that many models speak of client capital instead of

relational capital.” (p. 603)

Kamukama,
Ahiauzu, Ntayi
2010

"(...) relational capital as an invisible asset based on

developing, maintaining and nurturing high-quality
relationships with any organization, individuals or group

that influences business performance.” (p. 556)

Hormiga, Batista-
Canino, Sanchez-
Medina 2011b

“(...) relational capital is based on the idea that firms are
considered not to be isolated systems but as systems that
are, to a great extent, dependent on their relations with their
environment. (...) In other words, it is the knowledge that is
found in the relationships between the organisation and its

reference groups.” (p. 79)

Martin Castro
et al. 2011

"Relational capital makes reference to the value to the
organization of the relationships which it maintains with
the main agents connected with its basic business processes
— customers, suppliers, allies, etc., as well as the value to the
organization of the relationships which it maintains with

other social agents and its surroundings." (p. 654)
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St-Pierre, Audet “Relational capital includes all the resources involved in the
2011 relationships between the firm and its stakeholders
(customers, investors, suppliers, etc.) and all knowledge
embedded in these external relationships (...). This concept

also includes perceptions of external actors of the firm itself

(image, reputation, brand, etc.).” (p. 204)

The lowest common denominator of the above definitions is the fact that RC
represents the knowledge and IC which is embedded and exchanged in formal as
well as informal long-term relationships with firm-externals. Furthermore, they
mainly agree that the most important RC-attributes encompass the following
stakeholders: customers, suppliers, research and development partners, alliance
partners, (industry) associations, investors, shareholders, creditors, pressure
groups, communities, and regulators. Moreover, the externals” perceptions of the
company and its products — including brand names, trademarks, reputation and
image — are mentioned in the literature various times (Roos et al. 1997: 43 et seqq.;
Sveiby 1997: 11; Lynn 1998: 12; Sanchez, Chaminade, Olea 2000: 320; MERITUM
2001: 3; Ordonez Pablos 2003: 65; Kivikas 2004: 475 et seq.; Hermans, Kauranen
2005: 173; SKE 2005: 17; Marr 2006: 44; Thorleifsdottir, Claessen 2006: 14; Cohen,
Kaimenakis 2007: 243; Do Rosario Cabrita, Bontis 2008: 217; F-Jardon, Martos
2009: 603; Martin Castro et al. 2011: 654).

Since relationships to the environment as well as its perceptions of a firm are a
result of long-term efforts (Roos et al. 1997: 43) and thus, require time to be build,
they are expected to be path dependent — i.e. causally ambiguous. Furthermore,
such relationships are assumed to be highly company specific and — as a result of
the former mentioned — mainly tacit, undepreciable, intransferable, inimitable and
non-substitutable. For these reasons, RC is viewed as a strategically relevant

source of lasting competitive business performance.

Specifically, Johan Roos et al. (1997: 43 et seqq.) put forward a subclassification of
RC. Precisely, they divide the RC-stakeholders into five subclasses. The first RC-
dimension, namely customers, represents IC related to the sales side of a firm. It is
the most obvious, strategically highly valuable and mainly studied subclass of RC
(Stewart 1997: 143; AKIW 2005: 68, Hermans, Kauranen 2005: 176; Cohen,
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Kaimenakis 2007: 244; Martin Castro, Lopez Saez 2008: 658; F-Jardon, Martos
2009: 603; BMWi 2010b: 5; St-Pierre, Audet 2011: 204). That is, in particular,
because “(...) gaining a sale with a new customer is much more expensive (...)
than gaining the same sale with an existing client” (Roos et al. 1997: 44). Thus,
generating a loyal customer base with retaining customers and communicating
with them to meet their needs - e.g. their time-, quality-, performance- and
service-concerns — is essential for sustained competitive business performance
(Kaplan, Norton 1992: 73; Brooking 1997: 26 et seq.; Roos et al. 1997: 44; Bontis
1998: 67; Wang, Chang 2005: 225; Daud, Yusoff 2010: 143; Martin Castro et al.
2011: 658).15* Especially the latter mentioned knowledge and IC exchange between
an enterprise and its customers needs to be stressed since customers are the main
source for gaining innovation relevant information (RICARDIS 2006: 33). The second
RC-subcategory relates to the IC of a company’s supply side (AKIW 2005: 69):
Supplier relationships are the second RC-dimension. They are a relevant IC-based
strategic sources of success — especially for manufacturing firms (BMWi 2010b: 5)
— because close, long-term interactions with suppliers are important, for instance,
to save costs, to perform just-in-time, and to generate high quality outputs through good
quality inputs (Roos et al. 1997: 47). Thirdly, Johan Roos et al. (1997: 44 et seq.) also
point attention towards the RC-subgroup alliances. These vary from formal joint
ventures to informal handshake agreements. Such inter-firm linkages are
strategically necessary because they allow, for example, exchanging best practices or
undertaking business opportunities which are individually difficult to pursue — e.g.
developing products together or sharing risks and costs. Especially idiosyncratic
alliances are of high strategic value because they are historically developed and
thus, hard to imitate (Brooking 1997: 31; Roos et al. 1997: 44 et seq.; RICARDIS
2006: 33; Welbourne, del Val Pardo 2008: 4). Creditors and shareholders make up
the fourth RC-subclass which expresses the IC embedded in the financing

activities of a firm. Good relationships with external financiers are important to

134 Because of this, RC is originally referred to as customer capital (CC) (Kaplan,
Norton 1992: 73 et seq.; Edvinsson, Malone 1997b; Stewart 1997: 142 et seqq.; Bontis 1998:
67; Kaplan, Norton 2004: 54; AKIW 2005: 68). Yet, especially more recent categorizations
broadened this narrow class towards relationship capital (Bontis, Keow, Richardson 2000:
88; Do Rosario Cabrita, Bontis 2008: 217).
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uphold access to financial aid as well as to their experience, to establish trust, or to
promote favorable terms and credit ratings. Furthermore, they contribute to a
smooth approval of management decisions (without conflicts) (Roos et al. 1997:
45; AKIW 2005: 69; Hermans, Kauranen 2005: 176 et seq.). The last RC-dimension
of Johan Roos et al. (1997: 43 et seqq.) includes other stakeholders such as locals
or the government. Relationships with them are the hardest to build because a firm
cannot please the interest of each stakeholder group simultaneously (Roos et al.
1997: 45; Do Rosario Cabrita, Bontis 2008: 218). Thus, it is the task of an enterprise
to identify the most contributing and/or threatening stakeholders and to guide
actions towards their requests (Do Rosario Cabrita, Bontis 2008: 218).

However, Johan Roos et al’s (1997: 43 et seqq.) sub-classification does not
incorporate stakeholders’ perceptions of a firm and its products and services.
Especially brands, image and reputation are, however, of high significance for
sustained competitive business performance (Brooking 1997: 20 et seqq.; Daum
2003: 27 & 111). That is, for example, because they allow a firm to charge prices
above competitors. Furthermore, they can lead to advantages, for example, with
respect to labor and business partner markets (Daum 2003: 27) since they “(...)
communicate to stakeholders what the company stands for” (ibid.: 159) and
because it takes time to build as well as to constantly nourish them (Brooking
1997: 22) — ie. they are difficult to copy, transfer etc. Moreover, brands, in
particular, are “(...) powerful reminders to customers to buy the products and
services of one company in preference to another” (ibid.: 20). Because of the
impact of externals’ perceptions on above-average performance, a sixth RC-

category is advisable.

The entire RC construct, including its above defined dimensions, is presented in

figure 33.
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Figure 33: Relationship Capital and its Dimensions

Relationship
Capital (RC)
Customers Suppliers Alliances Creditors and i Perceptions

Shareholders Stakeholders

Source: adopted from Roos et al. 1997: 43

Before wrapping up the RC section of this chapter, it needs to be mentioned
that RC is — similar to HC — only “(...) a productive resource enjoyed by the
organization as long as the relationship exists but disappears when the relationship
ceases to exist (...)” (Khan 2011: 131).1%

Taken as a whole, RC is of high relevance for companies because it
highlights the (success) potential to explore, integrate, and exploit the IC
embedded in external structures as well as networks with stakeholders.
Furthermore, it allows an enterprise to evaluate its IC-base against an external
background. In detail, RC is necessary because it allows to learn from external
stakeholders, to gain inputs relevant for innovations, to satisfy the market’s
expectations and wishes, to identify market opportunities as well as competitive
dynamics, to leverage (other) external potentials, and ultimately to sustain
competitive business performance (Lynn 1998: 12; MERITUM 2001: 80; Daum
2004: 54 et seq.; Hermans, Kauranen 2005: 173 & 176 et seqq.; SKE 2005: 17;
Thorleifsdottir, Claessen 2006: 14; Tovstiga, Tulugurova 2007: 700 et seqq.; Do
Rosario Cabrita, Bontis 2008: 217 et seq., Daud, Yusoff 2010: 140 et seqq.;
Kamukama, Ahiauzu, Ntayi 2010: 556 & 563; Kamukama, Ahiauzu, Ntayi 2011:
154; Martin Castro et al. 2011: 658).

However, RC is less investigated than HC and SC because its IC-attributes are
highly complex, heterogeneous and less certain. This is, firstly, due to the fact that

RC depends on the combination of different partners’ or stakeholders” IC and

155 Cf. footnote 19.
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secondly because such external relationships as well as perceptions may
eventually change (Sveiby 1997: 11; Daud, Yusoff 2010: 140; Martin Castro et al.
2011: 658). As such, it is the furthest away from a firm’s core (Bontis 1998: 67).
“Nevertheless, an additional effort must be done, because, as Acedo et al. (2006)
remark, one of the most fruitful developments (...) will be the 'relational one"
(Martin Castro et al. 2011: 658).

2.4.2 Summary of Literature Review on Intellectual Capital

In the 1980's and the beginning of the 1990's much research was conducted
on the relation between customer capital (or market orientation) and economic
performance’® instead of the above introduced IC-framework (Cohen,
Kaimenakis 2007: 245). However, especially since the end of the 1990's this focus
has shifted towards an overarching view of IC at an accelerated rate (Serenko,
Bontis, Grant 2009: 9; Martin Castro et al. 2011: 650).1%

The first stage of the development of an IC-discipline was predominantly
practitioner orientated and focused on defining IC as well as its categories. Moreover,
it was concerned with raising awareness of the potential of IC for gaining,
sustaining as well as managing competitive advantages and thus, lasting business
performance (Bontis et al. 1999: 397; Petty, Guthrie 2000: 156 et seqq.; Reed,
Lubatkin, Srinivasan 2006: 887 et seq.; Serenko et al. 2010: 4; Martin Castro et al.
2011: 649). The second stage of the IC-movement started to establish the research
field of IC by gathering robust evidence. Furthermore, it constituted IC as a

1% Examples include John Narver and Stanley Slater (1990: 20 et seqq.), Bernard
Jaworski and Ajay Kohli (1993: 61 et seqq.), Adamantios Diamantopoulos and Susan Hart
(1993), Gorden Greenly (1995: 1 et seqq.), and Leyland Pitt et al. (1996: 5 et seqq.).

157 For example, one can find about 20 special (scientific) journals on the topic of IC
(Serenko, Bontis, Grant 2009: 9) — such as journal of intellectual capital, journal of
knowledge management, knowledge and process management (Serenko, Bontis 2004: 185)
-, many special issues in other publications have been released, various research
associations were founded (Martin Castro et al. 2011: 650) and multiple conferences are
held (Serenko, Bontis, Grant 2009: 9).
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scholarly discipline recognized by the scientific community (Petty, Guthrie 2000:
156; Serenko, Bontis, Grant 2009: 9; Martin Castro et al. 2011: 649).

Despite the difficulties of evaluating and measuring IC (Tovstiga,
Tulugurova 2007: 695; F-Jardon, Martos 2009: 601) and dozens of different
measurement models or techniques (Ittner 2008: 261), many studies have verified
to date that one or more categories of IC are critically important for creating as well as
sustaining competitive advantages and (economic) business performance (F-Jardon,
Martos 2009: 603; Matos, Lopes 2009: 344; Steenkamp, Kashyap 2010: 369 et seq.;
St-Pierre, Audet 2011: 202 et seq.) — no matter which country (F-Jardon, Martos
2009: 603), industry (Bontis, Keow, Richardson 2000: 85 et seqq.), scientific or
practical focus (Matos, Lopes 2009: 344) or performance indicators.'® These
findings can also be applied to the general IC-model underlying this doctoral
thesis — as defined in chapter 2.4.1. Specifically this means that it is assumed that
HC, SC and RC either all or at least one of them positively impact(s) a firm’s
lasting competitive business performance (if the IC-based strategic sources of
success are managed well). This also explains why the arrows of figure 34 point
from HC, SC and RC to lasting competitive performance. Moreover, figure 34
connects the insights of chapter 2.2 with the topic of IC. In detail, it highlights that

15 Ahmed Riahi-Belkaoui (2003: 220 et seqq.), Belen Villalonga (2004: 205 et seqq.),
Chun-Yao Tseng and Yeong-Jia Goo (2005: 197), Day-Yang Liu et al. (2009: 260), William
S. Chang (2010: 121 et seqq.), and Daniel Zeghal and Anis Maaloul (2010: 54), for example,
provide evidence for a positive relationship between IC and (corporate) wvalue
creation/market value. Likewise, Nick Bontis et al. (2000: 91 et seqq.), Maria de Rosario
Cabrita and Nick Bontis (2008: 220 et seqq.), Muhammad Makki and Suleman Lodhi
(2008: 86 et seqq.), Tomaz Cater and Barbara Cater (2009: 186), and Jose Diez et al. (2010:
348 et seqq.) prove that IC positively impacts (business) performance. Furthermore, Ming-
Chin Chen (2005: 159 et seqq.), Wen-Ying Wang and Chingfu Chang (2005: 228 et seqq.),
Hong Tan et al. (2007: 77 et seqq.), Amrizah Kamaluddin and Rashidah Rahman (2009: 8
et seqq.), Meng-Yuh Cheng et al. (2010: 442 et seqq.), and Samuel Chu et al. (2011: 249 et
seqq.) demonstrate a positive link between IC and (corporate) value creation/market value as
well as (business) performance — i.e. mixed performance measures. Lastly, it is worth
mentioning that 'only' Steven Firer and Mitchell Williams (2003: 251 et seqq.), Bharathi
Kamath (2008: 691 et seqq.), and Dimitrios Maditinos et al. (2011: 140 et seqq.), and do not
find a positive relationship between IC and success.
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HC, SC and RC represent success potentials, which are further specified via the
HC-, SC- and RC-dimensions, which symbolize in combination with their
defining attributes strategic success factors. Together, the IC-categories,

-dimensions and attributes serve as IC-based strategic sources of success.

Figure 34: Intellectual Capital, its Categories, Dimensions and Relation to

Lasting Competitive Business Performance

IC-Based Strategic Sources of Sustained Success

Intellectual Capital : |ntellectual Capital and
_______ Dimensions _~© its Categories
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attributes = (HC)
: Organizational Capital .
Structure of : - Structural Capital
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Customers —-———— . . .
Structure of P Relationship Capital
RC E Supplier ... etc ... T T (RC)
attributes  : i
] ... Perceptions HEREE
. J J N V)
Y Y Y
Intellect-based strategic success factors Intellect-based success potentials which (Sustainable) Competitive
— each specified via one or more attributes; and are substantiated by success factors advantages manifested in
measured via indicators financial figures

Own source inspiried by MERITUM 2001: 95

Nevertheless, the majority of IC-studies is, till now, based on case studies or
constitutes frameworks and literature reviews instead of (large scale) empirical
tests. As such, (large scale) empirical examinations are highly recommended for
future research (Wong, Aspinwall 2005: 65; Liu, Tseng, Yen 2009: 262; Serenko,
Bontis, Grant 2009: 18; Serenko et al. 2010: 16; Martin Castro et al. 2011: 660).
Moreover, reliable objective measurements are advised for empirical studies
because they reveal the actual practice of IC — i.e. what firms really do — as

opposed to subjective perceptions which often tend to be overestimated (Bontis
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2001: 57, Wong, Aspinwall 2005: 77; St-Pierre, Audet 2011: 210 et seq.).'”” In
addition, 57% of all research outputs on IC are produced in the USA, the UK,
Australia, Spain, and Canada while Germany only represents the sixth place in
the ranking (Serenko et al. 2010: 17).1* Consequently, it can be argued that more
objectively measured, empirical research in the academic field of IC is required in
general and in particular from Germany to (even) better understand IC, its
interaction as well as management practice (Schiuma, Lerro 2008: 8; Serenko et al.
2010: 3; Martin Castro et al. 2011: 660 et seq.; St-Pierre, Audet 2011: 602 et seq.).

Lastly, it is worth mentioning that various authors (e.g. Wong, Aspinwall
2005: 65; Cohen, Kaimenakis 2007: 241 et seq. & 245; Tovstiga, Tulugurova 2007:
695; Hutchinson, Quintas 2008: 132; F-Jardon, Martos 2009: 601; Kamaluddin,
Rahman 2009: 14; Tovstiga, Tulugurova 2009: 70; Steenkamp, Kashyap 2010: 369;
St-Pierre, Audet 2011: 202 et seqq.) indicate that mainly large companies’ IC is
studied whereas rather little is known about the IC of small and medium sized

enterprises (SME). Yet, since SME differ significantly from large firms (Pfohl 2006a:

1% “In order to make any significant claims, IC researchers must now move from
perceptual measures in isolated cases to large-scale studies with objective measures. This
task is daunting, since the challenges are enormous but the potential benefits are far-
reaching across many management disciplines including accounting, human resources,
finance, training and development and strategy, to name a few” (Bontis 2001: 57). Nick
Bontis” recommendation is in line with Kuan Wong and Elaine Aspinwall’s (2005: 77)
findings: “Another limitation was that the survey was aimed at exploring the perception
of the respondents with respect to the importance of the CSFs. It would be interesting to
expand this study in the future by investigating the practice of these factors. Hence, the
emphasis would shift from 'perceived importance' to what organisations do in practice in
order to make their KM initiative successful”. Besides, “although studies using perceptual
outcome measures provide preliminary evidence on the benefits from intangible asset
measurement and useful insights into some of the factors influencing its effectiveness,
they suffer from (...) limitations (...). First, (...) 'common method bias' (...). Second, the
perceptual outcome scales often leave considerable room for interpretation” (Ittner 2008:
263 et seq.).

160 This is one of the results of Alexander Serenko et al.’s (2010) study - “(...) the most
comprehensive scientometric analysis of the KM/IC field ever conducted (...)"(ibid.: 3 et
seqq.) - which reviews 2,175 articles published in 11 major KM/IC peer-reviewed journals
between 1994 und 2008.
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18 et seqq.), it has to be investigated if the positive impact of IC's categories (and
dimensions) on business performance also holds for them (Cohen, Kaimenakis
2007: 241 et seq.).

Because of this, the above presented model of IC (cf. figure 34) is to be examined
against the background of (German) SME. This is done in chapter four — after the
term SME is generally defined in chapter three.



3 SMALL AND MEDIUM SIZED ENTERPRISE (SME)

At first, chapter three of this dissertation defines the term small and
medium sized enterprises (SME). In detail, section 3.1 concentrates on the specific
qualitative and quantitative characteristics of SME which need to be understood since
they influence SME’" IC (management) (Wong, Aspinwall 2004: 45). Chapter 3.1.3
closes with a definition of SME for the scope of this doctoral thesis. Following
this, the importance of SME for the global and German economy is highlighted in
section 3.2. This is important in order to acknowledge the relevance of dealing

with (IC-based) strategic sources of success of German SME.

3.1 DEFINITION OF SME

“A small business is not a little big business”

(Welsh, White 1981: 18).

John Welsh and Jerry White (1981: 18) indicate that small and medium sized
enterprises (SME) are confronted with unique conditions and specific attributes
which differ from large businesses (settings). As such, SME are viewed as an
independent class of companies which clearly distinguishes itself from big
corporations (Pfohl 2006a: 2 & 18 et seqq.; Behringer 2009: 30; Krol 2009: 12).
However, since the individual enterprises within the group of SME are still
heterogeneous, it is highly difficult to establish a distinct, comprehensive
definition (Daschmann 1993: 51; Gruber 2000: 16; Pfohl 2006a: 3 et seqq.;
Vogelsang 2008: 12 et seq.; Reinemann 2011: 4). As a result, one can find various
explanations of what constitutes SME and a large variety of determining criteria.
Yet, there is no universally accepted definition of the term SME (Daschmann 1993: 51;
Gruber 2000: 16; Pichler, Pleitner, Schmidt 2000: 11, Wong, Aspinwall 2004: 45;
Stroeder 2008: 29; Vogelsang 2008: 12; Behringer 2009: 31; Gonschorek 2009: 37;
Holland-Letz 2009: 13; Wolf, Paul, Zipse 2009: 14; Steenkamp, Kashyap 2010: 372)
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— neither nationally nor internationally (Wolter, Hauser 2001: 29; Mertins, Kohl,
Krebs 2008: 7; Altman, Sabato, Wilson 2010: 99). Nevertheless, in the German
literature it is common to define SME in terms of quantitative and qualitative
criteria (Becker, Staffel, Ulrich 2008: 5 & 7; Gonschorek 2009: 38; Krol 2009: 11).1¢!

3.1.1 Quantitative Criteria

Quantitative criteria allow defining SME according to measurable indicators
which are represented by objective firm-size/economic benchmarks (Sombart 1927: 539
et seq. cited by Gruber 2000: 16 et seq.; Zimmermann 1960: 159 cited by Pfohl
2006b: 3; Colbe 1964: 31 et seqq.). Examples include number of employees,
working hours, amount or value of applied input factors, capacity, capital
employed, working capital, equity, profits or sales (Wolter, Hauser 2001: 29;
Kayser 2006: 37; Pfohl 2006b: 3 et seqq.; Krol 2009: 12 et seq.; Dillerup, Stoi 2011: 5
et seq.)(Kamp 1959: 5, Giinzel 1975: 8 et seqq., Naujoks 1975: 32 et seq. and Reske,
Mortsiefer 1978: 39 & 56 all four cited by Daschmann 1993: 50). The advantage of
such figures is, among others, that they are fairly easy to apply and that they can
be traced back over time (Kayser 2006: 37). The challenge is, however, to decide
upon the selection of appropriate benchmarks and to determine the threshold values
which differentiate between the levels of micro, small, medium and large
enterprises (Gruber 2000: 17 et seq.; Wallau 2005: 2 et seqq.; Holland-Letz 2009: 13;
Krol 2009: 12 et seq.).

In the German literature, there are three predominantly applied quantitative
definition-schemes for SME (cf. table 7).

161 The following authors do, for examples, define SME in terms of quantitative and
qualitative criteria: Hans-Achim Daschmann (1993: 50), Marc Gruber (2000: 16 et seqq.),
Johann Pichler (2000: 11 et seqq.), Frank Wallau (2005: 2 et seqq.), Gunter Kayser (2006:
37), Kai Mertins et al. (2008: 7), Mark Staiger (2008: 12 et seqq.), Dirk Stroeder (2008: 29 et
seqq.), Till Vogelsang (2008: 13), Stefan Behringer (2009: 30 et seqq.), Malcolm Schauf
(2009b: V), Jochen Wolf et al. (2009: 14 et seqq.), the Ifm Bonn (2011), Holger Reinemann
(2011: 2), and Sebastian Stiitz (2011: 14 et seqq.).
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Table 7: SME Definition: Quantitative Aspects
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IFM Bonn EC §267 HGB
< 9 Employees
. and
Micro <€2 m. Turnover p.a. or
<€2m. B/S Total p.a.
<49 Employees 2 out of 3:
s I <9 Er:ﬁ(ljoyees and ¢ <50 Employees
ma <€1m. Turnoverp.a <€ 10 m. Turnover p.a. or *<€9.68 m. Turnover p.a.
= : p-a. <€10m. B/S Total p.a. *<€4.84m. B/S Total p.a.
< 249 Employees 2 out of 3:
Medi <499 ir:gloyees and e <250 Employees
edium <€50 m. Turnover p.a <€ 50 m. Turnover p.a. or * <€ 38.5m. Turnover p.a.
= ’ p-a. < €43 m. B/S Total p.a. *<€19.25m. B/S Total p.a.
> 250 Employees 2 out of 3:
L >500 Ear:gloyees and * > 250 Employees
arge € 50 m. Turnover p.a >€ 50 m. Turnover p.a. or *>€ 38.5 m. Turnover p.a.
> : p-a. >€ 43 m. B/S Total p.a. «>€19.25m. B/S Total p.a.

Source: adopted from European Commission 2005: 14,
HGB 2009: § 267 and IfM 2011

The most popular quantitative SME definition in the German literature is
the one from the institute for small and medium sized business research, Bonn
(IfM) (Kayser 2006: 38; Pfohl 2006a: 15; Becker, Staffel, Ulrich 2008: 10; Holland-
Letz 2009: 13; Krol 2009: 13; Reinemann 2011: 3). According to the IfM’s definition
(2011), the term SME comprises all enterprises whose number of employees does not

exceed 499 and whose turnover is below Euros (€) 50 million (m.) per year.

Jochen Wolf et al. (2009: 15), Mark Staiger (Staiger 2008: 13) and Dirk Stroeder
(2008: 30) state that the SME definition of the European Commission (EC) is also
often used in the German context and establishes itself more and more. This is,
among others, because this definition has been widely applied (Kayser 2006: 35)
in Europe since 1996 — especially for public subsidy schemes and other funding
programs — and was modified in 2003 (effective since 1¢ of January 2005) to better
match the current environment (European Commission 2005: 6; Staiger 2008: 13;
Reinemann 2011: 3). Specifically, the EC (2005: 5 et seqq.) digresses from the IfM’s
definition in the sense that it distinguishes not only between small, medium, and
large scale firms but also incorporates micro enterprises which are enterprises with a
staff headcount of smaller than 10 and a turnover or balance sheet (B/S) total

below € 2 m. Furthermore, the EC’s definition differs from the IfM’s because it
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specifies SME as all those firms which employ less than 250 employees. Thus, the
SME cutoff-limit is 249 people lower. The threshold of the second compulsory
criteria of the EC is, however, in accordance with the IfM’s definition: € 50 m.
turnover per year. This turnover attribute can, however, be substituted by a B/S total
of less than € 43 m. This optional exchange serves the purpose to treat firms with
different economic activities — e.g. trade or manufacturing — equally (ibid.: 12 et
seqq.). Lastly, the EC’s definition also declares that SME have to be autonomous.
Precisely, they need to be either completely independent or have a minority
partner which holds less than 25% of their shares (ibid.: 11 & 16 et seq.).

Although the EC’s definition clearly differs from the one of the IfM, it is, however,
similar to the threshold criteria of the German commercial code (HGB). The HGB
(2009: § 267) states that a firm is a SME if two of the following three benchmarks
are not surpassed: 249 employees, € 38.5 m. turnover and € 19.25 m. B/S total.
Nevertheless, it has to be born in mind that this definition does legally only apply

to limited and corporate companies.

Based upon the above it can be summarized that the three definitions, which are
common in the German literature, all determine SME in terms of two compulsory
criteria: staff headcount and a financial indicator (annual turnover and/or
B/S-figures). But the three definitions differ regarding the measurement scales
between the individual groups of enterprises and the amount of these categories.

As such, there is no consensus.

Lastly, it needs to be stated that quantitative criteria suffer from their limited
scope. In detail, they do, for example, not constantly hold — i.e. firms grow and
transcend threshold criteria’®> — and do not consider psychological as well as
social aspects. Thus, they are not sufficient to precisely define SME (Becker, Staffel,
Ulrich 2008: 5; Stroeder 2008: 31; Staiger 2008: 13 et seq.; Gonschorek 2009: 39;
Holland-Letz 2009: 13; Wolf, Paul, Zipse 2009: 16; Reinemann 2011: 2).

162 For example, an enterprise grows from 499 to 600 employees within a year.
Moreover, its turnover increases to €60m in the same year. According to these figures, the
firm is not considered a SME anymore. However, its (management) characteristics and
policies may still be the same than in the previous year. Thus, according to qualitative
criteria, the firm is still a SME (Wolf, Paul, Zipse 2009).
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3.1.2 Qualitative Criteria

On top of defining SME with respect to hard, numerical facts, it is necessary
to consider their soft qualitative characteristics which are often classified into a
catalogue of SME attributes (Gantzel 1962: 280 et seqq. cited by Stroeder 2008: 32
and by Daschmann 1993: 50 et seq.)(Staiger 2008: 14; Krol 2009: 15). It is relevant
to discuss these qualitative attributes because they provide broader insights into the
nature, specifics, values and the (daily) business of SME - i.e. their socio-
economic context (Gruber 2000: 21; Staiger 2008: 13 et seqq.; Schauf 2009a: 7;
Reinemann 2011: 2 & 4). However, similar to the quantitative definition, there is
no commonly accepted set of qualitative criteria which distinguish SME from other

kinds of companies.

Hans-Christian Pfohl (2006a: 18 et seqq.) suggests one of the most
comprehensive catalogues which qualitatively distinguishes SME from large
firms.'®* He proposes — based upon empirical results and plausible assumptions —
ten qualitative criteria of SME.

e  Corporate management: SME are generally managed by their owners.
These entrepreneurs are often professionally educated but not in terms
of business studies or management. As such, they regularly improvise
and act intuitively (ibid.: 18).

e  Operations: SME” operation is shaped by specialties like scarce business
divisions and short as well as direct communication flows. Moreover,
SME give directions, guide and control via direct personal contact.
Furthermore, they favor limited delegation and minor formalization.
Because of that, they do not usually suffer from coordination problems
but instead are highly flexible (ibid.: 19).

163 ikewise, various national and international authors such as Josef Mugler (1999: 19
et seqq.), Johann Pichler et al. (2000: 12), Kuan Wong and Elaine Aspinwall (2004: 50),
Kerstin Hausch (2004: 14 cited by Becker, Staffel, Ulrich 2008: 15), IfM (2007 cited by
Mertins, Kohl, Krebs 2008: 7), Kai Mertins et al. (2008: 7 et seq.), Malcolm Schauf (2009a: 8
et seqq.), Stefan Holland-Letz (2009: 15 et seqq.), Reinhard Schulte (2010: VIII et seqq.),
Anette von Ahsen (2010: 4), and Holger Reinemann (2011: 5 et seqq.) present
similar/alternative sets of qualitative SME criteria.
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Procurement: SME are generally confronted with low(er) bargaining
power over suppliers. The latter are, however, highly important
because SME purchase supplies driven by orders (ibid.: 19).
Production: SME’ production is usually highly work-intensive.
Moreover, it is characterized by little division of labor, mainly universal
equipment and machines, small economies of scale as well as a long-
term dependence on a single basic innovation (ibid.: 19).
Sales: In general, SME sell relatively small scales. These sales are
usually driven by individual demands and thus, are custom-tailored.
Moreover, SME’ customers are either (regional) locals or purchase SME’
offerings because of their specificity. Thus, their market segments are
rather limited (ibid.: 19).
Logistics: Many SME lack systematic logistic-concepts and
institutionalized departments which are in charge of logistics. Instead,
they focus on operational logistic tasks (ibid.: 20).
Financing: Because SME do not have access to anonymous capital
markets and are predominantly financed by the owner (‘s family), they
are usually faced with constrained financial opportunities (ibid.: 20).
Research and development (R&D): Similar to logistics, SME do not have
special departments for R&D. Moreover, SME” R&D is rather short-
term orientated, intuitive and mainly concerned with product- and
process innovations instead of basic matters. Nevertheless, SME need
little time between inventing and using their innovations (ibid.: 20).
Human resource: As seen in the quantitative definition, SME comprise
no more than 499 employees and thus, are relatively small. Besides,
most of their workforce is usually well professionally trained (in terms
of a broad scope of expertise) but not academically. Lastly, it is
important to note that SME’ staff is generally highly satisfied (ibid.: 20).
Waste: In general, the public is less concerned about the waste
management of SME (ibid.: 21).
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Although Hans-Christian Pfohl’s (2006a: 18 et seqq.) and his peers’
catalogues are very comprehensive and helpful to understand the nature of SME,
they are, however, less suitable to accurately define SME.'% This is because many of
the suggested characteristics only hold for a small group of SME (Mugler 1998: 20
cited by Staiger 2008: 15; Gonschorek 2009: 41). Consequently, a more simple
qualitative definition which holds for the majority of SME is advisable. Wolfgang
Becker et al. (2008: 15 et seqq.) declare that the smallest common denominator of
the range of catalogues rests on the following three criteria: Firstly, economic and
legal independence (ibid.: 16). This criterion is in accordance with the above
discussed definition of the EC (2005). In detail, it points to the fact that SME are
firms which are mainly private and autonomous and thus, make strategic
decisions independently (Wolter, Hauser 2001: 33; Stroeder 2008: 32; Vogelsang
2008: 14; Krol 2009: 16; Reinemann 2011: 6). The second and most important
qualitative characteristic of SME is the unity of ownership, control and management
(Daschmann 1993: 46; Pichler, Pleitner, Schmidt 2000: 12; Becker, Staffel, Ulrich
2008: 16; Stroeder 2008: 32; Krol 2009: 15; Reinemann 2011: 5; Stiitz 2011: 16).
Specifically, this means that the owner of the firm — who provides the enterprise’s
capital — does not only bear the full risk but is also in direct charge of its
(operational and strategic) management, including all relevant decision making
and monitoring. As such, the existence of the firm and of the entrepreneur are
closely related (Daschmann 1993: 56; Wolter, Hauser 2001: 32 et seq.; Behringer
2009: 35; Gonschorek 2009: 40; Krol 2009: 16 et seqq.; Schauf 2009a: 7 et seq.;
Reinemann 2011: 5).1 The last criterion to qualitatively define SME is their
personally orientated management. It points to the fact that the owner or manager
and his/her personality are central for the way the firm functions (Becker, Staffel,
Ulrich 2008: 17). As a result, it is usually impossible and/or very difficult to
replace the entrepreneur (Holland-Letz 2009: 15). The characteristics of SME’

personally orientated management are also often associated with the close and

164 These characteristics of SME can, in a wider sense, be interpreted as their strength
and weaknesses and thus, as a competitive edge (or failure) over large firms (Daschmann
1993: V; Kunert 2006: 64).

165 “In small (and medium-sized) business the owner is the business” (Glueck 1980: 46
cited by Daschmann 1993: 56).
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trust-orientated relationship between the entrepreneur and the staff (Holland-
Letz 2009: 15; Wolf, Paul, Zipse 2009: 9) as well as with business partners and
other stakeholders (Schauf 2009a: 7).

Overall, it can be concluded from the above that the entrepreneur takes on the
most crucial role in qualitatively defining SME.

3.1.3 Definition Underlying this Research Work

The focus of this doctoral thesis” SME definition is quantitative. This is the
case because an objective, statistical definition offers the benefit that it can be
relatively easy applied to determine SME (Daschmann 1993: 50; Kayser 2006: 37;
Stroeder 2008: 30; Staiger 2008: 13; Behringer 2009: 30; Krol 2009: 12; Ahsen,
Heesen, Kuchenbuch 2010: 3).1%¢ With respect to the precise criteria as well as
thresholds, this research work adopts the IfM recommendation (2011) which is also
the most frequently applied definition in the German context. Specifically, this
means that this dissertation defines SME as all enterprises with less than 500

employees and € 50 m. turnover per year.

3.2 ECONOMIC IMPORTANCE OF SME

It is worldwide acknowledged that SME and in particular young SME
(Baumol 2009: 71) are highly important for their respective economy — whether
developed and high-income or developing and low-income. That is because SME
largely contribute not only to economic prosperity but also and specifically to
employment, gross domestic product, innovations, technological advances, or
development (Baumol 2009: 71; Savlovschi, Robu 2011: 278 et seqq.; Edinburgh

166 Because of its practicability the qualitative definition is also predominantly applied
in empirical research — cf. Wolfgang Becker, Michaela Staffel and Patrick Ulrich (2008: 9),
Florian Krol (2009: 17), Holger Reinemann (2011: 2), and Sebastian Stiitz (2011: 19).
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Group 2012/2013: 4 & 6 et seq.; European Commission 2013). In detail, the
statistics among the countries vary only little. They mainly agree that SME
represent the majority of firms and supply up to two out of three jobs (Savlovschi,
Robu 2011: 278 et seqq.). The same applies to European SME. They...
e represent 99% of all European businesses (2013),
e provide 66.5% of all European jobs (2012), and
e accomplish over 57% of European value added (2012)
(European Commission 2013; Gagliardi et al. 2013: 11 et seqq.).

Likewise, SME play a significant role in the German economy and its
competitive structure, productivity, innovation power, employment, wealth
generation, success as well as growth, too (Staiger 2008: 16 et seq.; Schulte 2010:
VII; Reinemann 2011: 13; Hoch, Heupel 2013: 418). This importance is doubtlessly
recognizable by the following quantitative data: SME ...

e account for 99.6% of all firms in Germany (2010),

e generate 36.9% of all taxable turnover (2010),

e employ 60% of all workers who are subject to insurance contributions

(2010),

e  vocationally educate 83.2% of the all apprentices (2010),

e undertake 46% of all investments (2008),

e develop 75% of all patents (2008), and

e  contribute 57% of all gross value added

(IftM 2012a; IfM 2012b; Mittelstands - Akademie 2012; IfM 2013a).

In more detail, SME are of great importance for realizing the objectives of
German regulatory policies (Staiger 2008: 17). That is because SME contribute to
healthier competition — especially against more powerful large corporations — and
provide a check to monopolies/cartels. This, in turn, is required to support an
efficient market economy. Hence, SME are a highly critical element of the German
market-economy-oriented democracy (Wong, Aspinwall 2004: 46; Hamer 2006: 33 et
seq.; Kayser 2006: 34; Kriiger 2006: 14; Staiger 2008: 17; Behringer 2009: 50; Stiitz
2011: 31 & 33).
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Secondly, SME help to leverage the aims of German economic policies (Staiger
2008: 17). Precisely, SME offer a broad range of products as well as services which
are in large parts custom-tailored and different from large companies’
standardized products. Because of this differentiation, SME are very often
positioned in niche markets which are little or even not advantageous for big
firms. As a result, SME foster the economy by covering differentiated markets and
closing market gaps (Wong, Aspinwall 2004: 46; Staiger 2008: 17). SME’
specification as well as related cost advantages and flexibility also explain why
SME are well-liked suppliers to large corporations (Hamer 2006: 36; Staiger 2008:
17). Hence, SME significantly account for their economic success, too (Wong,
Aspinwall 2004: 46). Additionally, SME" focus on individualized customer
solutions and their ability to fast respond to economic or market changes -
arguably faster than big corporations — is vital to uphold the innovative response of
the German economy (Wong, Aspinwall 2004: 46; Hamer 2006: 36; Staiger 2008:
17). Besides, the latter mentioned innovation power of Germany is further
strengthened by the fact than many SME are continuously founded and that those
enterprises are often settled in innovative industries like high-tech, satisfy new

demands or modify established structures (Kayser 2006: 42; Reinemann 2011: 13).
Thirdly, the fulfillment of German social policy targets depends majorly on SME

since they act — as seen in the above illustrated statistics — as the backbone of the
German labor market (Staiger 2008: 17; IftM 2012a; BMWi 2013a: 10). This is, on the
one hand, because of SME’ focus on specialization and services which requires
flexibility and thus, skilled humans instead of machinery (Hamer 2006: 35).1” On
the other hand, SME significantly support the labor market because of their
location-loyalty: while large firms continue to perform their business activities
(increasingly) in foreign countries, SME stay national or even local (ibid.: 35).
Apart from this, SME contribute essentially to the apprenticeship market as seen in
the above stated hard facts (IfM 2012a). These high rates of trainees are mainly
rooted in the reasoning that SME require experts who are able to perform various
(firm and/or job) specific as well as general tasks in order to uphold their

enterprises’ flexibility. Opposite to this, large firms conduct less vocational

167 This is also one of the reasons why SME tend to keep their staff headcount during
crisis (Glinterberg 2012: 4; Reinemann 2011: 12; Staiger 2008: 17).
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education because they require less of this kind of expertise (Hamer 2006: 35).
Altogether, SME’ vital role for the labor and apprenticeship market is also
relevant in terms of social security payments. Precisely, SME represent the major
source of social security payments and thus, the German household budget and
social system (ibid.: 38).
Lastly, it is worth mentioning that SME positively shape other social areas, too.
About 80% of them engage, for instance, in corporate citizenship activities such as

the sponsoring of social, cultural, educational or sports-orientated institutions
(Wallau 2005: 12; Kriiger 2006: 20).

Overall it can be summarized that the competitive, productive, flexible,
innovative and reliable SME sector — which represents 99.6% of the German firms
— is a highly critical element of the German nation and its wealth. Thus, it is
obvious that research in the field of IC in SME is relevant not only for improving SME’
competitive business performance via an optimized IC-management but is also of

major significance for the success of the German economy.
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4 INTELLECTUAL CAPITAL OF GERMAN SMALL AND MEDIUM
SIZED ENTERPRISES: HYPOTHESES AND CONCEPTUAL
RESEARCH MODELS

This dissertation combines the previously illustrated growing relevance of
intellectual capital (IC) and the increasing research-interest on German small and
medium sized enterprises (SME) (Pfohl 2006b: V; Schauf 2009a: 3; Schulte 2010:
VII; Meyer 2010: V; Reinemann 2011: 1) by investigating the extent to which IC
impacts the lasting competitive business performance of German SME. To do so,
the following chapter puts the in section 2.4 presented (general) concept of IC into
the context of the in chapter 3 defined German SME. Such a transformation-
approach is necessary because of two reasons: Firstly, the IC-management
instruments and concepts created for and based on large firms are not applicable
to SME since they have majorly differing (management-) needs (Schulte 2010: VII
et seq.; Reinemann 2011: 1). Secondly, no generally accepted SME-IC-model -
especially for the German context — exists. This is because only little literature
and, in particular, empirical research is available on SME" IC in
general/internationally’®®; and the sources which are accessible are arguably only
partially applicable to German SME since German SME are assumed to be unique
and thus, considerably differ from SME in other countries (Simon 2007: 39 et seq.;
Malshe 2012: 14; Malshe, Eckhoff 2012: 6; Ibbeken 2013: 2). Moreover, there are

even fewer literature sources and research studies which look into the IC of

168 The identified international sources of SME’ IC primarily include: Niels Bosma et al.
(2004: 227 et seqq.), CEN (2004a, 2004b), Sandra Cohen and Nikolaos Kaimenakis (2007:
241 et seqq.), Kevin Desouza and Yukika Awazu (2006: 32 et seqq.), Carlos F-Jardon and
Maria Martos (2009: 600 et seqq.), Raine Hermans and Ilkka Kauranen (2005: 171 et seqq.),
InCaS (2008), Miguel Nunes et al. (2006: 101 et seqq.) RICARDIS (2006), Natasja
Steenkamp and Varsha Kashyap (2010: 368 et seqq.), Asta Thorleifsdottir and Eggert
Claessen (2006), Georg Tovstiga and Ekaterina Tulugurova (2007: 695 et seqq, 2009: 70 et
seqq.), Kuan Wong and Elaine Aspinwall (2004: 44 et seqq., 2005: 64 et seqq.), and Josee St-
Pierre and Josee Audet (2011: 202 et seqq.).
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German SME!,

This doctoral thesis follows a rather unconventional procedure and evaluates the
internationally tested and (mainly) agreed IC-framework (cf. chapter 2.4) in the
light of the identified sources and studies on the IC of German SME in order to
identify commonalities (and differences, respectively). Furthermore, this
evaluation scope is expanded by also incorporating the results of German SME’
success factor research'”’ as well as literature on young German firms and
startups'”' which exposes various (individual) IC-attributes and -dimension. In
accordance to the outcomes of this alignment, a modified IC-model, which fits the
context of German SME among various age segments and their confirmed sources
of success, is established. Likewise, hypotheses are derived based on the
illustrated literature review, past studies in the German and international (SME)

context, and other theoretical as well as logical grounds (Hiibler 2005: 22).

160 The literature review revealed various sources covering the IC of German SME.
These include: Kay Alwert (2005), Kay Alwert, Peter Heisig and Kai Mertins (2005: 1 et
seqq.), Kay Alwert and Nadine Vorsatz (2005: 323 et seqq.), Kai Mertins, Kay Alwert and
Peter Heisig (2005), Peter Pawlowsky et al. (2006), BMWi (2007), Kai Mertins, Markus Will
and Sven Wuscher (2007: 197 et seqq.), Ellen Walther-Klaus and Frieder Zimmermann
(2007: 43 et seqq.), BMWi (2008), Susanne Durst (2008: 410 et seqq.), Kay Alwert, Manfred
Bornemann and Markus Will (2009: 354 et seqq.), Susanne Durst and Stefan Gueldenberg
(2009: 181 et seqq.), Kai Mertins and Holger Seidel (2009), Kai Mertins, Wen-Huan Wang
and Markus Will (2009: 111 et seqq.), Kai Mertins, Markus Will and Ronald Orth (2009: 91
et seqq.), Peter Pawlowsky, Aylin G6zalan and Simone Schmid (2010), Peter Pawlowsky,
Aylin Gézalan and Simone Schmid (2011), and BMWi (2010a, 2010b, 2013c). Yet, it has to
be mentioned that many of these publications are based on one study - i.e. various
publications refer to the same examination/dataset.

170 Examples of German SME’ success factor research incorporate, among others, Hans-
Achim Daschmann (1993), Hans-Ulrich Kiipper (1994), Hermann Simon (1996), Marc
Gruber (2000), Stephan Schleef (2001: 1 et seqq.), Matthias J. Kunert (2006), Hermann
Simon (2006), Claus Adenduer (2007: 15 et seqq.), Hermann Simon (2007), Roger Tinner
(2007), Marlis Heidenbauer (2008), Christine R. Schneider (2008), BDA (2009), Peter
Eichhorn (2009: 229 et seqq.), Marlis Heidenbauer (2009), and Marc Witte (2011).

171 Examples are: Joachim Wagner (2005), Wolfgang Becker (2005), Jan Brinckmann,
Soren Salomo and Hans G. Gemiinden (2006), Jorg Freiling and Maria-José Estevao (2006),
Liv K. Jacobsen (2006), Malte Brettel et al. (2008), Sandra Gottschalk (2008), Jiirgen Egeln
et al. (2010), Kirsti Dautzenberg et al. (2012), Helmut Fryges et al. (2012), Urs Fueglistaller
et al. (2012), and Joachim Schoss (2013).
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Specifically, section 4.1 focuses on establishing the contents (and in particular the
dimensions and attributes) of the IC-categories, namely human capital, structural
capital and relationship capital, in the German SME context. Moreover, the
relevance of managing these issues is discussed against the background of the
current German environment. Building on this, hypotheses, which relate to the
direct (passage 4.1) as well as indirect (part 4.2) impact of the IC-categories on
competitive business performance, are formulated. Altogether, the transformation
of the general IC-framework into the German SME context is summarized in two
conceptual research models (section 4.1.4 und 4.2.4). Lastly, chapter four closes
with part 4.3 which outlines hypotheses focusing on company-age and IC.

4.1 THE DIRECT IMPACT OF GERMAN SME’ INTELLECTUAL CAPITAL
CATEGORIES ON LASTING COMPETITIVE BUSINESS PERFORMANCE

Drawing on the theoretical conclusions of the knowledge-based view and
its conceptual IC-framework (chapter 2), one can deduce that German SME’ lasting
competitive business performance increasingly rests on their idiosyncratic, undepreciable,
intransferable, inimitable, non-substitutable (Bamberger, Wrona 1996: 139), intellect-
based intangibles — i.e. their human capital, structural capital and relationship
capital — as well."”? In detail, it can be argued, for example, that German SME’
company-specific and thus, unique knowledge (BMWi 2008: 7 et seq.; Durst 2008:
417; BMWi 2013c: 7) which is closely related to their specialization focus (Jaspers
2008b: 4), dynamic capabilities to quickly, flexibly as well as innovatively adapt to
(new) environmental conditions (Simon 1996: 199; Gruber 2000: 260 et seqq. & 295
et seqq.; Schleef 2001: 25; Kunert 2006: 64; Heidenbauer 2008: 308 & 312;
Heidenbauer 2009: 162; Schlomer-Laufen, Maafs 2012: 1), and close as well as
long-term stakeholder relations (Bischof 2012: 10) are highly relevant to succeed in
today’s complex as well as volatile business world (cf. chapter 1.1 and figure 1);

especially because they are internally driven and cannot be externally bought

172 ]t is argued that IC is already and will become further important for German SME
(BMWi 2007: 9; Durst 2008: 417).
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(Wolf, Paul, Zipse 2009: 30). Precisely, these and other intangible factors (further)
help SME, among others, to compensate for their shortcomings — e.g. due to their
relatively small size compared to large firms (St-Pierre, Audet 2011: 208; Bischof
2012: 10) and related insufficient economies of scale (St-Pierre, Audet 2011: 208) or

limited (financial) resources (Thorleifsdottir, Claessen 2006: 23).173

Apart from these pull factors, which promote the potential of successfully dealing
with the current environment, there are also push factors which urge German SME
to manage their IC in order to improve and (further) leverage their lasting
competitive business performance (Wong, Aspinwall 2004: 46 et seq.). An
example includes the fact that German SME’ IC is often tied to or predominantly
embodied in a small number of (elder) key people whose withdrawal from the
firm can seriously harm business (human capital) (Wong, Aspinwall 2004: 56;
Jaspers 2008b: 4). An additional exemplary issue, which threatens German SME’
intellect-based strategic sources of success, is that German SME commonly fail to
engage with all relevant stakeholders, who provide for externally gained IC,
because of related investments (relationship capital) (Hiigens, Peters, Zelewski
2007: 443; Mertins, Kohl, Krebs 2008: 50; Bischof 2012: 12). With respect to the
avoidance of these two as well as other thrusts, it is therefore significant to
establish a) all relevant and b) the most important attributes and dimensions of

German SME’ IC in order to devote management actions towards them.

To do so as well as to strengthen the introductory remark of this section and to
address research questions number one and partly number three (cf. chapter 1.2),
the following parts (4.1.1 — 4.1.3) substantiate the three IC-categories, namely
human capital, structural capital and relationship capital, with (IC and success
factor) research-results of German SME. Specifically, this chapter places its focus
on establishing the contents of German SME’ IC-categories as well as the simple
IC-model (Bontis 1998: 76; F-Jardon, Martos 2009: 603). Likewise, hypotheses

173 In general, mass production is, for example, not a promising business opportunity
for (most) SME because they can neither compete with large corporations in terms of their
(constrained) tangible assets nor can they easily escape price pressure via outsourcing in
low-labor-cost counties. Instead, the majority of SME focuses on specialization (often in
niche markets) and hence, competes on difficult-to-copy intangibles (Wong, Aspinwall
2004; Simon 2007: 115 et seq., Hutchinson, Quintas 2008: 133)
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are raised in order to theoretically justify the simple IC-model which is concerned

with the direct impact of the IC-categories on business performance.

411 German SME’ Human Capital, its Dimensions (incl. Attributes) and its
Direct Impact on Lasting Competitive Business Performance

The knowledge-based theory of the firm and the conceptual IC-framework
— both introduced in chapter 2 — proposes that human capital (HC) is a
heterogeneous, undepreciable, intransferable, inimitable as well as
non-substitutable (Bamberger, Wrona 1996: 139) intangible resource which
considerably contributes to sustained competitive advantages and thus, lasting
above-average business performance (cf. chapters 2.4.1.1 and 2.4.2). This
argument can also be transferred to and substantiated in the German SME

context.

At first it can be stated that various international empirical studies in the field of
SME' IC reveal that HC has a positive and significant direct impact on company
success (Hermans, Kauranen 2005: 183; Tovstiga, Tulugurova 2007: 704 et seq.;
F-Jardon, Martos 2009: 604). In particular, HC is regarded as an or sometimes
even the most important IC-based strategic source of SME’ competitive success
(Tovstiga, Tulugurova 2007: 701; St-Pierre, Audet 2011: 209) since it helps SME to
compensate i.a. for their small(er) size (Wang, Chang 2005 cited by St-Pierre,
Audet 2011: 209). More specifically, the great influence of HC on SME’ business
performance can be attributed to the people who work in SME because they are
the “(...) enablers of other corporate resources (...)” (Steenkamp, Kashyap 2010:
381) such as tangible physical products or intangible relationships (Sveiby 2001:
345).

Similar patterns seem to hold for German SME, too. In detail, different research
projects, which unfortunately predominantly investigate German SMFE’
impressions of their HC instead of actual HC-practice (Kiipper 1994: 121, BMWi
2007: 49 et seqq. & 58; Durst 2008: 418; Mertins, Wang, Will 2009: 119; Tovstiga,
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Tulugurova 2009: 76, BMWi 2010b: 5 et seq. & 14; Pawlowsky, Gozalan, Schmid
2011: 22; Vanini 2011: 7)'74, show that the intellect-based intangibles of German
SME’" employees and owners are perceived as relevant for their business
performance. Furthermore, the majority of these studies exposes that German
SME” HC is even more important than SC or RC (BMWi 2007: 58; Mertins, Will,
Wuscher 2007: 201; Durst 2008: 418 & 424; BMWi 2010a: 5, BMWi 2010b: 16;
Pawlowsky, Gozalan, Schmid 2011: 22) since the relevance of SC or RC (only)
increases with growing company size (BMWi 2010b: 5 & 14).

The reason for the critical role of HC can be seen in the fact that (most of) the IC of
German SME’ internal members rests in their heads and brains (Voigt, Finke,
Orth 2009: 280)."”> As such, German SME’ HC is highly tacit and thus, difficult to
buy or imitate by other firms. Consequently, this explains why German SME" HC
can be regarded as a strategic source of lasting competitive business performance
(Wolf, Paul, Zipse 2009: 30).

Besides it is worth highlighting that insights have been gained which confirm that
the contributions of German SME’ employees and the contributions of the
entrepreneurs to the success of a firm are almost equal (Kipper 1994: 121; Durst
2008: 418). This emphasizes that HC-examinations in the German SME context
need to incorporate employees’ intellect-based intangibles as well as the

entrepreneurs’ IC.
The above discussion suggests that the IC of German SME' employees and
entrepreneurs is perceived to have a positive impact on lasting competitive

business performance. Whether the HC of SME is, however, actually and

174 International studies on HC do as well mainly focus on the perceived importance
instead of objective hard facts — cf. Joris Meijaard, Maryse Brand and Marco Mosselman
(2005: 83), Sandra Cohen and Nikolaos Kaimenakis (2007: 250), Georg Tovstiga and
Ekaterina Tulugurova (2007: 701), Carlos F-Jardon and Maria Martos (2009: 602), Salina
Daud and Wan Yusoff (2010: 143), Natasja Steenkamp and Varsha Kashyap (2010: 381),
Shaniz Khan (2011: 133), and Josee St-Pierre and Josee Audet (2011: 209).

175 This IC includes, for example, a) knowledge concerning e.g. markets, competitors
and product features, b) people-based know-how (Voigt, Finke, Orth 2009: 280) which is
required i.a. to perform daily tasks in the first place, to come up with innovations and
finally to succeed (F-Jardon, Martos 2009: 602), and c) the motivation to use these
resources towards a company’s advantage.
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objectively associated with success — in a positive way — and thus, represents a
strategic source of success shall be investigated in this dissertation. Consequently,
the following hypothesis is brought forward and requires empirical testing within
the scope of this doctoral thesis:

Hypothesis 1:
The human capital of German SME is a strategically relevant source

which has an actual positive, direct impact on lasting competitive business performance.

To further specify and strengthen this hypothesis, this chapter also
circumstantiates the HC-dimensions of part 2.4.1.1 — i.e. competencies, attitude
and intellectual agility — in terms of German SME."”® This is done by splitting the
line of thought into an employees’ level and an entrepreneurs’ level — as already
indicated above. Precisely, such a division is necessary since German SME’
entrepreneurs take on an especially strategically significant position (Schleef 2001:
9; Simon 2007: 334; Schneider 2008: 63, 135 et seqq. & 170; Durst, Gueldenberg
2009: 183) which shall not be mixed with the intellect-based intangibles of

German SME’ workforce.l””

176 This transfer is important because the HC of SME significantly differs from that of
large firms (Desouza, Awazu 2006: 33 et seqq. & 36 et seq.).

177 Such a distinction between employees and management/leadership is especially
common in the area of IC-reporting. The German (BMWi 2008: 18 & 20; BMWi 2013c: 18,
20 & 24) and European reporting guidelines (InCaS 2008: 25; Mertins, Wang, Will 2009:
118), for example, divide human capital in four dimensions - i.e. a) employees
professional competence, b) social competence, c) employee motivation, d) leadership
ability — of which one focuses on executives. A similar setting holds true for the Nordic
guidelines: a) employees, b) staff turnover and recruiting, c) skills and competence,
d) employee satisfaction and attitude, e) executive competency (Thorleifsdottir, Claessen
2006: 15 & 53). Besides, international studies on the impact of IC on firm’s success — e.g.
corporate value — adopt a 3:1 HC-separation between employees and entrepreneurs as
well: a) leadership and management ability, b) training and development of human
resource, c¢) workforce attitudes, d) employee knowledge and skills (Tseng, Goo 2005: 194
et seq.).
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4.1.1.1  Competencies of German SME’" Employees

The first dimension of German SME" HC looks into employees’ (professional)
competencies. It comprises the deep and specific (Tinner 2007: 191) as well as
broad and general(istic) (Volker, Sauer, Simon 2007: 145 et seq.), application-
orientated knowledge of German SME” workers and the know-how (Mertins, Kohl,
Krebs 2008: 43) which they have acquired during their career (Mertins, Wang,
Will 2009: 118). Such knowledge and capabilities are regarded as relevant
strategic sources of the lasting competitive success of German SME (Daschmann
1993: 165 et seqq. & 173; BMWi 2007: 17; Walther-Klaus, Zimmermann 2007: 50;
Becker, Staffel, Ulrich 2008: 36; Bindrim 2010: 6; BMWi 2010b: 10; Hoch, Heupel
2013: 421) because they are important to perform German SME’ daily (Mertins,
Seidel 2009: 290) multi-functional and interdisciplinary (Simon 1996: 165; Volker,
Sauer, Simon 2007: 145 et seq.) work-tasks which are (often) influenced by as well
as tough because of SME’ differentiation — incl. specification and niche-market
focus (Adenduer 2007: 26, 35 et seq. & 41 et seq.; Tinner 2007: 191).

In detail, formal education is a specific attribute of German SME’ employees’
competencies since it builds the basis to actually perform (work-related) tasks
(Mertins, Seidel 2009: 290) and thus, to succeed. In particular, it has been
discovered in the international (Bosma et al. 2004: 232; Wong, Aspinwall 2005: 66
& 72) as well as the German (Daschmann 1993: 149; Walther-Klaus, Zimmermann
2007: 80; Mertins, Kohl, Krebs 2008: 46; IfM 2013b) SME context that highly
qualified personnel is very much required to perform well — e.g. to produce high
quality products, services or customized product-solutions (Simon 2007: 303 &
318). In terms of German SME, specifically, the high level of employees’
qualifications and therefore, performance can, on the one hand, be traced back to
the dual apprenticeship system (Tinner 2007: 191; Kay, Kranzusch, Suprinovic 2008:
103; Eichhorn 2009: 232; IfM 2013b). Concretely, German SME vocationally
educated 83.2% of all German apprentices in 2010 (IfM 2012b, IfM 2013a). By
doing so, German SME are given an (competitive) edge in mainly to areas: Firstly,
they are able to compensate for the limited number of directly available skilled
workers — especially in rural locations. Secondly, it helps them to secure their flow
of qualified employees (Simon 1996: 173; Simon 2007: 319 et seq.) and it increases
their internal recruitment possibilities (Kay, Kranzusch, Suprinovic 2008: 92). Both

of these two issues are especially noteworthy in the light of the current
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demographic changes!”® and their consequences like labor shortage and the tough
war for talent that SME have to fight against large companies (RICARDIS 2006: 41;
Kay, Kranzusch, Suprinovic 2008: 1 et seqq.; Fuchs, Zika 2010: 8; Kiipper, Zoch
2010: 333; Wallau 2011: 43; Heupel 2012: 12; Hoch, Heupel 2013: 421 et seq.). On
the other hand, it has also been noticed that the number of academics increases in
German SME, too. This, in turn, supports German SME in leveraging their
concentration of knowledge (Simon 2007: 318).

It is also highlighted in chapter 2.4.1.1 that HC comprises not only knowledge-
and IC-stocks such as educated personnel but also knowledge- and IC-flows such
as the development of HC. The latter aspect is closely linked to specifically targeted
(advanced) training which offers SME the potential to strengthen their
employees” knowledge as well as capabilities, to uphold their actuality standards
and thus, to succeed in the long-run (Adenduer 2007: 26, 35 et seq., 41 et seq.; Frai,
Thiehoff 2007: 35; BDA 2009: 29; Pawlowsky, Gozalan, Schmid 2011: 6 et seq.)'”. It
is discovered that approx. 75% (Pawlowsky et al. 2006: 10 et seq.; Doring,
Turnwald 2007: 2) of German SME offer continuous advanced education and
internal training to their staff while quite a few of these firms plan to further
increase their actions (Pawlowsky et al. 2006: 11). Additionally, it is revealed that
employees’ chances to receive further professional training do not depend on the
size of the SME (Landsberg, Wehling 2006: 6) and that all German SME seem to
conduct advanced education to a certain degree. Altogether, the discussion above
highlights that German SME emphasize more training possibilities than large firms
(Graf 2007: 116 et seq. cited by Doring, Turnwald 2007: 2). Moreover, the training
issue can be further strengthened by the fact that German SME’ employees are
generally highly willing to learn (Simon 1996: 223). Consequently, it can be argued
that employees’ advanced education is key to German SME’ competitive

advantage — especially over big firms — and hence, lasting supernormal business

178 The most influencing demographic challenges are the generally increased life
expectancy (Wallau 2011: 43) and the decrease of the German population by 16.6% until
2050 (Statistisches Bundesamt 2006; Kay, Kranzusch, Suprinovic 2008: 3) - especially the
working age population (Kay, Kranzusch, Suprinovic 2008: 6) —i.a. due to a decline in the
birth rate (Wallau 2011: 43).

179 About 70% of German SME place the focus of their training on knowledge and
capabilities (Witte 2011: Appendix 16 & VII et seqq.).
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performance (Simon 1996: 165; Kunert 2006: 203; Tinner 2007: 191; Heidenbauer
2008: 312 et seq.).'® On top of this, it is important to state that German SME’
training is to most parts informal, less systematic and in-house conducted (Simon
1996: 174; Hamel 2006: 251 et seq.) — e.g. learning by doing, learning from others
and learning-on-the-job (RICARDIS 2006: 41). “This type of training practices
result in tacit competencies and skills, which contribute to the competence base of
SMEs and are difficult to imitate by competitors” (ibid.: 41). Moreover, such
internal training helps SME to build as well as strengthen common knowledge
and thus, to reduce knowledge losses when employees withdraw from the firm
(Desouza, Awazu 2006: 36 et seq.; St-Pierre, Audet 2011: 205). Therefore, informal
education arguably again contributes to German SME’ lasting competitive
business performance. Lastly, it is important to highlight that advanced training —
including lifelong learning — is a specifically relevant IC-based strategic resource
of German SME because of the current demographic change: it is required for the
older workforce to uphold its workableness (Without author 2006: 41; Kay,
Kranzusch, Suprinovic 2008: 58 & 84; Wallau 2011: 45) and for less qualified
personnel — due to labor shortage — to be taught how to perform its tasks well

(Kay, Kranzusch, Suprinovic 2008: 92).

Building on the established primary and advanced education, employees do
further collect supporting knowledge and know-know during their career: that is
in the form of (work) experience (Mertins, Seidel 2009: 290). Employees’
experiences are, according to international research, a critical IC-based source of
SME’ success (Steenkamp, Kashyap 2010: 376, 379 & 390). In the German SME
context employees' wealth of experience is expected to be particularly high as
well as majorly contributing to business performance because of the staff’s
heterogeneous, interdisciplinary experience within a firm or across different
companies (including come-backers) (Simon 2007: 308 & 327) which are inimitable
and not easily substitutable (Bamberger, Wrona 1996: 139).

Overall, the above discussion highlights that the competencies of German SME’
workers are highly important for German SME” HC, their sustainable competitive

180 International studies do as well prove that employees’ training is a success factor of
SME (Wong, Aspinwall 2005: 66; Steenkamp, Kashyap 2010: 376, 379 & 390).
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advantages and hence, long-term success. Consequently, the following hypothesis

can be formulated:

Hypothesis 1a:
The competencies of German SME’ employees are
a strategically relevant dimension of German SME’ human capital and

thus, important for lasting competitive business performance.

4.1.1.2  Attitude of German SME’" Employees

Knowledge and skills of the workforce solely are not enough to succeed in
the long-term (cf. chapter 2.4.1.1). Employees” positive and contributing behavior
— e.g. loyalty, high identification with the organization as well as (intrinsic)
motivation — is also an IC-based strategic source of German SME’ lasting
competitive business performance (Kiipper 1994: 121; Simon 1996: 222 et seq.)
because it promotes that people i.a. take on responsibilities, commit to their work,
are willing to use and exchange knowledge as well as skills in order to contribute
to corporate success, etc. (Mertins, Wang, Will 2009: 118; Pawlowsky, Gozalan,
Schmid 2010: 17; Pawlowsky, Gozalan, Schmid 2011: 17).

Generally speaking, employees’ loyalty is an important attribute of SME” HC
(Steenkamp, Kashyap 2010: 376, 379 & 390) and particularly of the HC-dimension
‘personnel’s attitude' because it illustrates the extent to which SME” HC remains
within the firm and can contribute to business performance in the long run. Staff’s
loyalty is also relevant in the context of German SME as can be seen in the
following: German SME are usually characterized by a high level of seniority
(Tinner 2007: 191) which averages to approx. 37 years (Simon 1996: 169; Simon
2007: 306). The fact that German SME’ workers tend to stay in a particular
company for many years and thus, are less mobile than workers in large firms
with an average seniority of 15 years (Scholz, Stein, Miiller 2007: 18) goes also
hand-in-hand with low fluctuation rates of round 2.5% to 5% in German SME
(Simon 1996: 165 et seqq.; Simon 2006: 58 & 60; Simon 2007: 305). Furthermore,

high company-loyalty can be seen in the fact that sometimes various generations
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of a family were or are employed at the same SME (Simon 1996: 173; Simon 2007:
315) and hence, that company-devotion is transferred to the staff’s private life,
too. Lastly, it is interesting to point out that German SME’ low sick-leave rates of
around 4% (Simon 1996: 167; Simon 2006: 58; Simon, Huber 2006: 69; Simon 2007:
304) cannot only be interpreted as an indication of employees’ loyalty but also as
a sign of SME’ increasingly recognized or encouraged health promotion which
indicates prevention concerning demographic challenges (Without author 2006:
41; Frai, Thiehoff 2007: 33).!8! In total, the discussion highlights that the loyalty of
German SME’ workers is fairly high and arguably even higher than in large
companies (Fueglistaller, Halter, Miiller 2004: 13). Hence, it gives German SME a
competitive edge and offers potentials to competitively succeed over big firms in
the long-run. In particular, employees’ loyalty helps German SME to tie their
peoples’ IC to the firm, to reduce their efforts — e.g. time and money — to recruit
and/or train new staff (Simon, Huber 2006: 69; Simon 2007: 306) as well as to
decrease the need to transfer tacit knowledge into organizational IC so that it can
be used even after a worker's withdrawal (Jones, Leonard 2009: 27).
Consequently, it is important for SME’ lasting competitive business performance.
On top of this, loyalty is also remarkably relevant in the light of the current
demographic changes. In detail, German SME’ high loyalty and thus, the
subordinated need to constantly hire new staff, positions them reasonably well
concerning the demographic changes and related issues such as employment

gaps and labor shortages (Kay, Kranzusch, Suprinovic 2008: 84; Wallau 2011: 48).

The reason why German SME’ employees are reasonably loyal is not necessarily
materially shaped but arguably grounded in intangibles such as trust in or towards
the entrepreneur, who is personally known by most of the workers (Fueglistaller,
Halter, Miiller 2004: 13). German SME’ good, personal, trust-worthy as well as

close relationships between the employees and the entrepreneurs'®?, for example,

181 Same seems to hold for big German companies (Sterzel 2011: 142).

182 These relationships may be particularly strong in rural locations: e.g. the
entrepreneur and his/her employees went to school together or are neighbors (Simon
1996: 173; Simon 2007: 315); or because there are limited employment possibilities and
thus, good relationships are required in order not to be unemployed (Reinemann 2011:
70).
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(Daschmann 1993: 61; Simon 1996: 173; Gruber 2000: 262; Simon 2007: 315; Tinner
2007: 194; BMWi 2010b: 16, BMWi 2010b: 16) are not only one-sided but rather
mutual: the employees are trusted and given (high) responsibilities, too (Simon 1996:
176) — e.g. to self-organize their work (Kunert 2006: 195).% Because of these
circumstances as well as the related shorter communication- and feedback-
streams, the fact that the personnel more frequently sees the outcomes of its
working efforts due to the firm’s small(er) size, and since the workforce often
knows that the success of their company depends (to a large extent) on them and
their contribution (Wong, Aspinwall 2004: 55), German SME’ staff exhibits also a
high identification with the firm (Daschmann 1993: 61; Simon 2006: 58). Other results
of these non-financial and intrinsic drivers are that German SME’ personnel are
generally also very much motivated (Daschmann 1993: 61 & 173; Kiipper 1994: 121;
Simon 1996: 176; Leitner 2001: 174 & 204), satisfied, committed to fulfill their duties
and willing to openly exchange knowledge (InCaS 2008: 25; Mertins, Kohl, Krebs
2008: 46; Mertins, Wang, Will 2009: 118). Altogether these SME- and workforce-
specific, difficult to transfer, hardly imitable as well as non-substitutable facets of
German SME’" HC lead, in turn, to lasting competitive business performance
(Daschmann 1993: 165 et seq.; Leitner 2001: 174; BMWi 2007: 17, BMWi 2010b: 10).

Overall, the above presented literature review can be concluded by saying that
German SME’ lasting competitive success seems to be dependent on the unique,
intangible attitude of their employees. To elaborate on this, the following

hypothesis is to be empirically tested:

Hypothesis 1b:
The attitude of German SME’ employees is
a strategically relevant dimension of German SME’ human capital and
thus, important for lasting competitive business performance.

183 “The close social ties between the members of the SME act as a deterrence against
employees leaving the business” (Desouza, Awazu 2006: 39).
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4.1.1.3  Intellectual Agility of German SME" Employees

The intellectual agility of German SME’ employees — as the mix of
competencies and behavior (cf. chapter 2.4.1.1) - is also regarded as a strategically
relevant dimension of German SME’ HC and thus, an IC-based strategic source of
German SME’ lasting competitive performance which helps, for instance, to
compensate for limited (physical) resources. This is because German SME’
employees are, i.a. due to their multiple or even multifunctional tasks (Simon
1996: 165; Volker, Sauer, Simon 2007: 145 et seq.) and common as well as
generally-oriented knowledge'®* (Volker, Sauer, Simon 2007: 145 et seq.),

particularly characterized by the following intellectual agility-attributes:

First of all, it can be noted that German SME’ staff is able to effectively transfer its
knowledge from one context to another — e.g. to facilitate interdisciplinary
(cooperation) projects — and to link different (kinds of) knowledge in order to
allow constructive communication, for example, in cross-departmental meeting
(broadly adapted from Mertins, Wang, Will 2009: 118).'% In depth, it is assumed
that the competencies of German SME’ employees (including common
knowledge) are distinctive enough so that the workforce can, for example, a) be
flexibly delegated and deployed within the firm, among projects, between locations,
along with functions or time wise — e.g. depending on demand (Simon 1996: 171;
Simon 2007: 303, 313, 327)'%; b) understand each other’s issues and challenges; and
¢) help another out or pitch in for each other's”. Moreover, it is believed that German
SME’ workers are not just able and willing to accomplish the previously
mentioned abilities or functions because of the above mentioned multifunctional
duties (Simon 1996: 165; Volker, Sauer, Simon 2007: 145 et seq.) and their common

18 The common as well as generally-oriented knowledge is arguably advantageous
because it provides room for mutual interpretation, communication and cooperation
(Desouza, Awazu 2006: 36 et seq.).

185 Same holds for European SME — cf. RICARDIS (2006: 41) and InCaS (2008: 25).

186 This is offered/conducted by the majority of German SME (Kay, Kranzusch,
Suprinovic 2008: 127).

187 Although this argument is established based on international SME literature (cf.
Kevin Desouza and Yukika Awazu 2006: 36 et seq.) it can still be justified in the German
context because of employees strong social ties (Simon 2007: 305) and intolerance with
respect to non-/under-performing employees (ibid.: 310).
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knowledge (Volker, Sauer, Simon 2007: 145 et seq.) but also because of their high
social qualifications, social ties'® (Simon 2007: 305), social controls (Simon 1996:
169, Simon 2007: 327 & 356) as well as intolerance with respect to non- or under-
performing employees — since such colleagues threaten the firm's success and
thus, their jobs (Simon 2007: 310). Taken together, it can be reasoned that the
flexibility, adaptability and changeability of German SME’ employee are
strategically relevant intangible source of competitive success because they are
not only company-specific but also predominantly causally ambiguous,

undepreciable, intransferable, inimitable and non-substitutable.

Another intellectual agility attribute which is closely related to SME’ high social
competencies is their creativity (InCaS 2008: 25) and thus, the source which
creates innovations (Daum 2003: 17). Specifically, international studies discover
that the innovativeness of SME’ employees is a critical factor which contributes to
their success (Steenkamp, Kashyap 2010: 376, 379 & 390). In the German context,
this is expected to be the case, too. This is because German SME" workers are a
strategically important source for continuous improvements since they are the
carriers of innovation-relevant competencies (Simon 1996: 175; Simon 2007: 321 et seq.;
Tinner 2007: 194; Mertins, Kohl, Krebs 2008: 46).

The last attribute of the intellectual agility of German SME’ is the personal
development of the workers — e.g. to identify aspects to improve individuals’
potentials (BDA 2009: 29 et seqq.). This attribute is regarded as an important
intangible source of German SME’ success (Daschmann 1993: 153) because it
strengthens a company’s HC in the long-run (BDA 2009: 29 et seqq.). Moreover, it
needs to be stressed that the relevance of this strategic source of competitive
performance is expected to increase in the future due to demographic changes —
e.g. to acquire and maintain skilled staff is becoming more important (Doring,
Turnwald 2007: 1).

Summing up, the above discussion reinforces the opening statement of this

dimension and thus, supports the claim that the intellectual agility of German

188 “People tend to work better when they feel part of a group and teams achieve more
than a collection of individuals. Whilst different departments may have different ways of
working, it remains essential that they work together, united by a spirit of co-operation
and shared purpose” (RICARDIS 2006: 41).
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SME’ staff is a critical dimension of HC and hence, an IC-based strategic source of

their success. To further examine this, the following hypothesis is proposed:

Hypothesis 1c:
The intellectual agility of German SME’ employees is
a strategically relevant dimension of German SME’ human capital and

thus, important for lasting competitive business performance.

4.1.1.4 German SME’ Leader(ship) and Management Ability

The last dimension of German SME HC, namely leader(ship) and
management'® ability, deals with the HC embodied in the entrepreneurs and
(top) managers, respectively.!® Specifically, it is concerned with the leaders’
competencies — e.g. knowledge, education and (work) experience —, their self
development, their motivation as well as ability to motivate others, their
capabilities to administer and communicate their firm’s strategies, vision etc.
(InCaS 2008: 25; Mertins, Wang, Will 2009: 118; Ramos-Rodriguez et al. 2010: 569).
These and other personality-based attributes of German SME’ entrepreneurs or
managers do not only have a powerful as well as influential role (Simon 1996: 179;

Simon, Huber 2006: 70) and represent a strategically relevant intangible source of

18 This dimension incorporates entrepreneurs and non-family managers because of the
increasing number of the latter. Yet, it has to be considered that many of these external
managers are (part-) owners, too (Simon 2007: 329 et seqq.).

19 This dimension has been named differently depending on the author. In the German
SME context, for example, it is called “leadership competencies” by Kay Alwert and
Nadine Vorsatz (2005: 325) and “leadership ability” by Kai Mertins et al. (2009: 118). In the
international literature on IC in SME this issues is labelled as “leadership and support” by
Kuan Yew Wong and Elaine Aspinwall (2005: 66) and “executive competency” by Asta
Thorleifsdottir et al. (2006: 15). Lastly it is important to stress that Chun-Yao Tseng and
Yeong-Jia James Goo (2005: 194 et seqq.), who refer to Annie Brooking (1996) and Johan
Roos, Goran Roos and Leif Edvinsson (1998), title this HC-dimension “leadership and
management ability”. The latter option is chosen for the scope of this dissertation because
it relies on prime literature in the field of IC.
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success (BMWi 2007: 17 & 52; BMWi 2010b: 10)"' but are arguably the most
important cause of German SME’ competitive business performance (Pleitner
1995: 121 & 371 et seq. cited by Kunert 2006: 153; Gruber 2000: 315 et seq.).
Specifically, SME' leaders are sometimes argued to be more important than the
above discussed qualified and loyal employees (Simon 2007: 334). On top of this,
it is essential to highlight that the leaders’ attitudes and conduct concerning
knowledge- and IC-management are central strategic sources of success in today's

knowledge economy, too (Staiger 2008: 274).1%2
The first attribute of German SME’ leader(ship) and management ability which is

relevant for German SME’ competitive business performance is the leadership’s
high competencies (including qualifications) (Kunert 2006: 152 et seq., 191, 193,
199 & 204; Durst 2008: 424 et seq.). In line with the above presented paragraph on
employees’ knowledge and capabilities, the aspect of formal education is initially
discussed. Some authors argue that the education of German SME’ leaders is
important for success (Schneider 2008: 63 & 170).® In detail, it can be noticed that
German SME which have a high amount of academics in leadership are more
successful (Heidenbauer 2008: 312 et seq.). Moreover, it is highlighted that newly
founded German SME and later company generations are more likely to have a
higher degree of academically educated entrepreneurs and managers,
respectively (Simon 2007: 331 et seq. & 354 et seq.). Hence, they are assumed to
professionalize and perfect management (ibid.: 354 et seq.) which in turn may
impact success. For similar reasons — e.g. better use of leadership instruments and
tools due to higher education (Pohl, Rehkugler 1989: 6 cited by Kunert 2006: 154)

191 Same holds for international SME, too (Matejun 2011: 2; Wong, Aspinwall 2005: 66 &
72 et seqq.).

192 “Top management or leaders should devote themselves to promoting a corporate
mindset that emphasises co-operation and knowledge sharing across the organisation.
They should also contribute to the creation of an environment in which knowledge
creation and cross-boundary learning can flourish. More essentially is for them to provide
continual support and commitment to initiate and sustain the KM effort” (Wong,
Aspinwall 2005: 75).

193 Christine Schneider (2008: 63 & 170) refers to two literature sources which
specifically mention entrepreneurs’ education: Per Davidsson (1991) and Patricia Greene
and Brown Terrence (1997).
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— it is discovered that German SME which are led by (family-) external managers
are more successful, too (Pohl, Rehkugler 1986: 169 et seq. and Pohl, Rehkugler
1989: 11 both cited by Kunert 2006: 154)(Daschmann 1993: 168). The second
characteristic of the competencies of German SME’ leaders is (advanced) training.
Further education of German SME’ entrepreneurs and managers is regarded to be
important for German SME’ success (Schneider 2008: 63 & 170) and thus, explains
why about 40% of German SME offer it to their leaders (Witte 2011: Appendix 16,
VII et seqq.) In depth, (advanced) training does, on the one hand, improve the
competencies and qualifications of the leaders which is especially important
considering the short half-life of knowledge in today’s economy. Furthermore,
enlarged competencies improve entrepreneurs’ professional activities which are,
in turn, reflected in business performance (Kloffel 2008: 63 & 89)."* One the other
hand, additional training at the top management level is relevant since German
SME often initiate such programs in order for these top managers to internally
train the employees afterwards (Hamel 2006: 252). The third and last feature of
the attribute 'leadership’s competencies' — which is also discussed above in the
context of employees’ competencies — is experience. The experience of German
SME’ entrepreneurs and managers are also confirmed to be strategic sources of
German SME’ success (Kiipper 1994: 121 et seq.; Schneider 2008: 63, 135 et seqq. &
170). Specifically, it can be said that the practical experience of German SME’
leaders — e.g. their duration in a leading position — are principally important for
lasting competitive business performance since they help to compensate for lower
levels of education (Daschmann 1993: 160 et seq.).””> More to it, the experience of
German SME’ leaders are fairly large because of the low division of labor at the
top management level. As such, entrepreneurs and top managers, respectively,

are often experienced in various cross-disciplinary areas such as technical issues

194 “Training is, of course, also important for managers and entrepreneurs! Differing
from managers in bigger companies, those in SMEs rarely have an initial training period
in management schools. Often, after a takeover, former employees are driven into the
leadership of the business. Upskilling is often necessary in order to meet the changing
demands of the clientele, to develop the company, to adapt the organisation and
processes, etc” (Maack et al. 2009: 50).

195 Specifically, the highest impact on success can be noticed when education and
experience are combined (Daschmann 1993: 160 et seq.).
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and business tasks (Breidenbach et al. 2006: 8; Simon 2007: 332). The resulting
diversity of experience is, in response, expected to positively impact competitive
business performance since it is historically grown — i.e. causally ambiguous —
and thus, unique, undepreciable, intransferable, inimitable and non-substitutable.
Altogether this paragraph highlights that the competencies of German SME’
leadership are strategically important for German SME’ competitive business

performance.

Leaders’ attitude is the second attribute of German SME’ leader(ship) and
management ability which is expected to positively support HC and thus,
company success. Specifically, the entrepreneurs and managers of German SME
are generally highly motivated (Adenduer 2007: 27, 34, 36) whereas the
entrepreneurs are usually characterized by a higher level of performance-
motivation compared to external managers (Stahl 2003b: 11). This is because of
the entrepreneurs’ full identification with the firm (Simon 1996: 179; Adenauer
2007: 27, 34 & 36; Simon 2007: 351 et seq.). Put differently, due to the fact that
entrepreneurs are completely obsessed with their idea and entirely passionate for
their work, they are portrayed as highly (intrinsically) motivated (Simon 1996:
179; Simon 2007: 351 et seq.). Because of this as well as the fact that most of the
leaders in German SME are typically also the owners, there is usually also a high
consistency of leadership — with an average of over 20 years (Simon 1996: 179;
Simon 2006: 49 & 59; Simon, Huber 2006: 51 et seqq.; Simon 2007: 329 & 333 et
seq., 335; Hohner 2005: 13 cited by Pawlowsky et al. 2006: 3). This loyalty is also
observed in German SME’ low fluctuation rates at top management level. In
detail, there is only a high fluctuation on top management level at the beginning
of a work relationship because of successful SME’ intolerance with respect to
underperformers (Simon 2007: 333). In line with the above used arguments (cf.
chapter 4.1.1.2), the discussion at hand shows that the attitude of German SME’
leadership is important to German SME’ lasting competitive business
performance. This is, specifically, because it highlights that entrepreneurs as well
as managers are willing to perform for the good of their firm and are likely to
contribute their IC to their enterprise in the long-run. This, in turn, leads to
reduced efforts concerning recruiting and training new leaders as well as

transferring tacit knowledge into organizational IC and thus, promotes success.

The third attribute of German SME’ leader(ship) and management ability focuses
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on the entrepreneurs’ and managers’ intellectual agility. With respect to German
SME’ leaders’ capability and/or openness to quickly and flexibly innovate as well
as adjust in the light of changing business environments, to improve performance
via innovations and adaptation, to change practice, to think laterally about
problems, to transfer knowledge among different context etc. (Roos et al. 1997: 32
& 39; Tovstiga, Tulugurova 2009: 71 et seq.), the following can be said: first of all,
German SME’ leaders aim for a very specific goal. That is to perform better, faster
and more resource-optimizing than their competitors (Stahl 2003b: 11 et seq.). In
this respect, they also strive for achieving knowledge leads over their rivals in
order to outperform them (ibid.: 3). Yet, to achieve this, SME’ top managers need
to collect knowledge in order to identify potential threats as well as opportunities
and to subsequently respond in a timely and appropriate manner (RICARDIS 2006:
41). This, in turn, explains why German entrepreneurs often communicate with
employees and conduct internal meeting to consult their workforce (Daschmann
1993: 60) concerning, for instance, work-processes, work place arrangements, the
work environment etc. (BDA 2009: 17 et seqq.). Furthermore, these activities are
expected to be important for lasting competitive business performance because
reflections on successful, bungled and missed decisions build the basis to learn
(Stahl 2003a: 68). On top of this, it can be argued that German SME’ leaders have a
special intuition concerning i.a. changing markets. Hence, they are often able to
quickly recognize chances as well as risks and are able to adopt accordingly
(Gruber 2000: 315). Because of this, entrepreneurs and top managers are also often
able to give impulse for innovations (Simon 2007: 213) — e.g. up to 60% of all
innovations are submitted by the top management of German SME (Witte 2011:
53). Additionally, leaders of German SME have a high capability to solve problems
which further contributes to reaching their above mentioned objective.
Specifically, successful entrepreneurs and top managers of German SME,
respectively, usually develop a repertoire of reactions to potential challenges —
already at the beginning of their career (Stahl 2003b: 22). This again supports
them in reacting faster than competitors may do. Lastly, it is interesting to
highlight that German SME’ leaders are expected to be capable of transferring
their knowledge and IC among different contexts because of their broad
competencies — e.g. because they collect vast experience by getting involved in the

majority of decisions (Daschmann 1993: 60) and because they usually perform
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various tasks simultaneously (Domo6tor 2011: 10). On the whole, this paragraph
can be concluded by stating that the intellectual agility of German SME’ leader —
including their flexibility, adaptability and innovativeness — is fairly high and
especially contributes to HC and hence, lasting competitive business performance
because it is very much tacit, undepreciable, intransferable, inimitable and non-
substitutable.

A fourth aspect of the dimension 'German SME’ leader(ship) and management
ability' deals with the leadership task itself. At first, it is worth highlighting that
the leading competencies of German SME’" entrepreneurs and top managers are
regarded as a strategic intangible source of German SME’ success (Schleef 2001: 9;
Durst 2008: 424 et seq.). This is because the leaders often act as role models which
enables them to convince, inspire as well as motivate others; and in particular
employees (Simon 1996: 189; Simon 2007: 329; Tinner 2007: 194; Volker, Sauer,
Simon 2007: 128 & 157 et seqq.). Furthermore, these aspects can be strengthened
by the fact that good leaders of German SME are generally able to communicate
task and expectations well (BDA 2009: 17 et seqq.). This, in turn, allows them to
practice a participatory leadership style concerning daily operations (Simon 1996:
179 & 190; Simon 2006: 60; Simon, Huber 2006: 51 et seqq.; Simon 2007: 329 &
355) which is expected to motivate employees even more. All of these
leadership issues do, of course, go hand-in-hand with the above mentioned high
level of staff-integration and -consultation which further reinforces the leadership
competencies of German SME’ entrepreneur and managers. Thus, it becomes
clear why the leadership itself is regarded as an important issue of entrepreneurs’
and top management’s IC. Besides, it is arguably critical for sustainable
competitive success because it is mainly tacit, undepreciable, intransferable,

inimitable and non-substitutable.

To finish this section on German SME’ leader(ship) and management ability, the
attribute called 'visionary' is presented. Generally, a visionary can be defined as
“a person with original ideas about what the future will or could be like” (Oxford
Dictionaries 2013). The leaders of successful German SME are regarded to be

1% As opposed to authoritarian leadership style which is preferably applied when it
comes to basic values, objectives and core competencies (Simon 1996: 179 & 195; Simon
2006: 60; Simon, Huber 2006: 51 et seqq.; Simon 2007: 329 & 355;).
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personalities who envision as well as ambitiously plan the future (Gruber 2000:
262 et seq.; Becker, Staffel, Ulrich 2008: 36; Oxford Dictionaries 2013) and may
even imagine or strive for things which seem unrealistic based on today’s
perspective. This is, firstly, because the entrepreneurs and managers of German
SME do usually not live and think in a duplicate of reality but instead orientate
themselves on their own perceptions as well as internal pictures. Based upon this,
they are able to develop their company’s (often aspiring) vision (Stahl 2003b: 18).
Secondly, German SME’ leaders are arguably visionaries because of their
optimistic mental attitude. Specifically, German SME’ entrepreneurs are able to
focus more on opportunities than on risks, more on strength than on weaknesses,
and more on success than failure. Because of this skill to rather exploit “windows
of opportunities” (ibid.: 17) German SME’ leaders are expected to have higher
chances to perform well, too. Lastly, it is interesting to point out that German
SME’ leaders are usually goal-orientated, full of energy, and enthusiastic (Simon
1996: 188 et seq.; Simon 2006: 58 et seq.; Simon 2007: 329) — especially during their
early years (Simon 2007: 339 et seqq.). This again underlines their characteristic of
being visionary, which is tacit as well as difficult to transfer, imitate and
substitute. For these reasons, the visionary-characteristic of German SME’ leaders
is viewed as a strategically relevant IC-based strategic source of lasting

competitive business performance (Gruber 2000: 263).

In total, the above section on German SME’ leader(ship) and management ability
presents five key attributes whose specifications are argued to be positively
contributing to the HC of German SME’ entrepreneurs and top management,
respectively. Hence, they can be regarded as strategic sources of German SME’

HC and thus, competitive success and lead to the following hypothesis:

Hypothesis 1d:
German SME’ leader(ship) and management ability is
a strategically relevant dimension of German SME’ human capital and

thus, important for lasting competitive business performance.



IC OF GERMAN SME: HYPOTHESES & RESEARCH MODELS
4.1.1.5 Summary of German SME” Human Capital
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To finish the discussion on German SME" HC, its dimensions including
their particular attributes and its direct impact on lasting competitive business
performance, it can be stated that the various above presented text passages
confirm that German SME’” HC consists of four key dimensions (cf. figure 35). In
total these four dimensions and their respective (sub-)hypotheses (H1la, H1b, Hlc
and H1d) strengthen the key hypothesis (H1) of this chapter, namely that the HC
of German SME is a strategically relevant source which has an actual positive,

direct impact on lasting competitive business performance.

Figure 35: The Dimensions and Attributes of German SME” HC

Human Capital
(HC) of Ger SME

o

Employees’ Employees’ Employees’ Leader(ship)
Competencies Attitude Intellectual and manage-
Agility ment ability
- formal education, - loyalty, -innovativeness and - knowledge and capabilities:
-specific training, - fluctuation, creativity, education, training and experience,
and - physical / health capacity, and - attitude: motivation, identification
- experience. - satisfaction, - flexibility, adaptability and loyalty,
- motivation, and changeability. - intellectual agility: flexibility,
and adaptability and innovativeness,
- commitment. -leadership: ability to administer and
motivate others, to communicate
strategy as well as its
implementation,
and
- visionary: clear picture about the
future.
Hla H1b Hic H1d

H1
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41.2 German SME’ Structural Capital, its Dimensions (incl. Attributes) and
its Direct Impact on Lasting Competitive Business Performance

In line with chapter 4.1.1, this section also argues that the general
conclusions of parts 2.4.1.2 and 2.4.2 — i.e. that structural capital (SC) represents a
heterogeneous, undepreciable, intransferable, inimitable, non-substitutable
intangible resource which has a positive direct impact on lasting competitive

business performance — apply to German SME.

To start off with, it can be noticed that international studies on SME’ IC reveal
that SME” SC is, if managed wisely, positively (and directly) associated with
success (Hermans, Kauranen 2005: 183; Tovstiga, Tulugurova 2007: 700 & 704 et
seq.; F-Jardon, Martos 2009: 604). The reason for this is, firstly, seen in the fact that
SC consists of HC which is converted into a more 'company-owned' format
(Huggins, Weir 2007: 711) and thus, represents IC which remains with the SME
and is able to contribute to performance even if employees leave their firm (InCaS
2008: 7). Furthermore, SC enables SME to internalize as well as combine the
diverse intellect-based intangibles of their business units and hence, promotes the
flow of tacit IC among the involved individuals. This, in turn, is expected to lead
to SME’ high success (Daud, Yusoff 2010: 143).” Moreover, SC’s impact on SME’
business performance can be attributed to the structures and processes of SC
which allow SME’ staff to work productively and innovatively. As such, it
leverages their HC (Will 2008: 6). Lastly, it is interesting to point out that global
research projects on SME highlight that SME" SC is predominantly informal
because of their lack of automated mechanism — e.g. no IT/ICT designed for
knowledge management activities due to SME’ unwillingness or inability to
invest in such efforts (Nunes et al. 2006: 101, 103 & 115; Daud, Yusoff 2010: 141).
Hence, it is tacit and difficult to copy by others.

In the German SME-IC-literature a comparable line of argumentation is used to
justifty why SC is (perceived to be) important for German SME’ lasting
competitive business performance (Mertins, Will, Wuscher 2007: 201; Mertins,
Wang, Will 2009: 120; Tovstiga, Tulugurova 2009: 76, BMWi 2010b: 9; Vanini 2011:

197 “(...) organizational capital is central to all other firm resources by enabling them to
work together for the benefit of the firm" (Sonnier 2008: 710).
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7). Specifically, it is argued that knowledge, for example, about products, norms
and laws, patents as well as the organization is not only manifested in the brains
of people but also embedded in organizational/structural issues (Voigt, Finke,
Orth 2009: 273) which are owned by the firm (Alwert 2005: 14). Furthermore,
German SME-studies view the relevance of SC in its substance — including
company set-up, process organization, formal as well as informal communication
streams, and corporate culture — which allows the employees of German SME to
actually perform their duties (Alwert 2005: 14; Will, Wuscher 2010: 22).

To conclude, the German literature on SME’ IC, supported by the international

SME perspective, allows formulating the following hypothesis:

Hypothesis 2:
The structural capital of German SME is a strategically relevant source
which has an actual positive, direct impact on lasting competitive business performance.

In order to enhance and argumentatively refine hypothesis 2, the same procedure
as described above (cf. chapter 4.1.1) is applied: the dimensions of the general SC-
model (cf. chapter 2.4.1.2) — i.e. organizational capital, development capital and
technological capital — are evaluated in the light of the German SME context.
Specifically, the global SC-model’s dimensions and their respective attributes are
compared to the literature on German SME’ IC, the outcomes of general success
factor research on German SME as well as universal sources on German SME and

modified accordingly.

4.1.2.1 German SME’ Organizational Capital

German SME’ first SC-dimension is organizational capital. It comprises the
predominantly intangible structure of German SME’ operations — e.g. what makes
a firm tick and its wetware (Roos et al. 1997: 46 et seqq.; Martin Castro et al. 2011:
656 et seqq.) (cf. chapter 2.4.1.2). In depth, the organizational capital of German
SME consists of four key attributes which are expected to positively contribute to
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German SME’ organizational capital and thus, SC as well as competitive success.

The first of these four attributes focuses on organizational culture, values and
attributes. In general, the corporate culture of (German) SME consists of, for
example, diverse values, norms and working manners which have an impact on
how individuals feel respected, are confident about the future, commonly
interact, transfer knowledge, comply to rules, handle failures etc. (international
SME literature: RICARDIS 2006: 41 and InCaS 2008: 25; German SME literature:
Alwert 2005: 71 and Mertins, Wang, Will 2009: 118)."¢ Specifically, a company
culture is considered as 'high-quality' if it is jointly shared and accepted. This is
because it is expected that employees as well as managers are (more) dedicated to
contribute to their firm’s competitive strategy (RICARDIS 2006: 41) and hence, its
lasting above-average business performance in such a case. Internationally, SME’
business culture is regarded as appropriate and thus, as one of their strategic
sources of success (Steenkamp, Kashyap 2010: 376 & 390). The same is true for
German SME (Schleef 2001: 9; Alwert, Vorsatz 2005: 325; BMWi 2007: 53; BMWi
2010b: 10). In detail, it can be argued that the corporate culture of German SME is
especially important for their business performance because German SME’
workers are highly motivated by non-financial factors — such as common aims,
values, openness, trust or the allowance to make mistakes (Simon 1996: 165;
Simon 2007: 301 et seqq.; Volker, Sauer, Simon 2007: 129 & 157 et seqq.) — which
(further) support them in (fully) identifying with their firm (Tinner 2007: 191). A
particularly interesting aspect of German SME’ business culture is the fact that it
is frequently very much performance-orientated (Simon 1996: 169 et seq.; Simon
2007: 309; IfM 2013b). It can, for example, be noticed that German SME’ have
quite often more work-assignments than labor-capacity but still manage to
successfully complete their tasks since the employees are motivated by such
challenges and pull together (Simon 1996: 169 et seq.; Simon 2007: 309). As such,

198 "The second most important factor, culture, indicates that a knowledge-friendly
cultural foundation is certainly more important than the deployment of information
technology in KM. In fact, it has been asserted that the success of KM is 90 per cent
dependent on building a supportive culture (...). Important facets of a knowledge-
oriented culture include such attributes as trust, collaboration and openness, to name but
a few" (Wong, Aspinwall 2005: 75 et seq.).
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corporate culture clearly contributes to above-average business performance.
Besides, it is noticed that the corporate culture of German SME is highly
important concerning knowledge (management) issues. Specifically, a common
language or the ability to learn from mistakes are important cultural aspects to
successfully deal with knowledge (Voigt, Finke, Orth 2009: 279) and hence, to
increasingly perform well. Lastly, one can reason that German SME’ corporate
culture is particularly relevant for their long-term competitive business
performance because it is mostly not fixed in written format but commonly
accepted and practiced (e.g. team culture) (Simon 1996: 166 & 169). Thus, German
SME’ business culture is not only unique but also highly tacit and therefore
almost impossible for other firms to copy or transfer — which explains its

contribution to lasting competitive performance.

Communication structure, knowledge documentation and decision making paths
represent the content of the second attribute of the German SME" SC-dimension
‘organizational capital’. In particular, this attribute is concerned with how
information and knowledge are exchanged, stored or saved for later application,
and effectively used in German SME (Alwert 2005: 71; Alwert, Vorsatz 2005: 325;
Mertins, Wang, Will 2009: 118). Such issues are important since SME” workers as
well as managers need suitable and up-to-date knowledge to perform
successfully (Daum 2003: 20; Wong, Aspinwall 2004: 45) — e.g. older employees
inform newer ones or knowledge acquired at exhibitions is spread in the firm
(Voigt, Finke, Orth 2009: 277). In depth, it is essential to highlight, at first, that the
majority of this attribute’s aspects are casually handled in German SME (Voigt,
Finke, Orth 2009: 273; Pawlowsky, Gozalan, Schmid 2011: 5 et seq.) — which is
possible because of their relatively small size (Simon 2007: 269). One finds, for
example, many personal actions among employees as well as between the staff
and their supervisors' (Domotor 2011: 16; Nollens 2012: 29) — such as direct
verbal communication, face-to-face meetings or regular get-togethers — in German
SME and comparably few formal meetings (Simon 1996: 184 et seq.; Pawlowsky et
al. 2006: 5 et seq.; Staiger 2008: 273; Offensive Mittelstand 2010: 13). Accordingly,

199 About 61% of German SME’ employees informally exchange experience among
colleagues and approx. 59% with their boss, too (Pawlowsky, Gozalan, Schmid 2010: 5 et
seq.; Pawlowsky, Gozalan, Schmid 2011: 5 et seq.).
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SME differentiate themselves from large firms which rather focus on formal
mechanism like IT-systems and -processes (Cohen, Kaimenakis 2007: 245;
Hutchinson, Quintas 2008: 135; Daud, Yusoff 2010: 139 et seq.). Specifically, only
one third of German SME uses IT/ICT and even less (approx. 7%) the web 2.0 to
exchange knowledge (Pawlowsky, Gozalan, Schmid 2011: 5 et seq.); which also
explains the absence of fixed rules and standards for information transfer in
German SME (Domotor 2011: 10). Consequently, it can be stated that German
SME" communication structure is rather informal, people-based, direct, short,
straightforward as well as socially-driven (Simon 1996: 184 et seq.; Pawlowsky et
al. 2006: 5) and thus, contributing to lasting competitive business performance
since it is tacit, heterogeneous undepreciable, intransferable, non-substitutable
and difficult to imitate.?®® Because of this exceptional “informal communication
culture” (Daud, Yusoff 2010: 139) of German SME as well as their limited
resources — e.g. personnel (Simon 1996: 190), money (Voigt, Finke, Orth 2009: 273)
and time?"! —, it is not surprising that they document little of their knowledge and
thus, are less interested in keeping data bases as well as conducting systematic
filings (Volker, Sauer, Simon 2007: 145; Voigt, Finke, Orth 2009: 275 & 277). In
particular, only approx. 40% of German SME do, for instance, record projects and
experience, 30 to 35% of German SME have data bases on their employees” expert
knowledge and even less than 20% document the expertise of the employees who
leave the firm (Pawlowsky et al. 2006: 11; Mertins, Kohl, Krebs 2008: 40;
Pawlowsky, Gozalan, Schmid 2011: 5 et seqq.). Thus, Germans SME’ company-

200 “At SMEs, employees are always in close contact with the owner/manager; as a
result the flow of knowledge up and down hierarchical ranks is smooth and normally
occurs via personalized meetings between individuals. Employees working in SMEs are
in close proximity to each other. The result of being in close quarters is employees are in
conversation and communication with one another on a daily basis. Granted that much of
the conversation has nothing to do with the business at-hand, and is more social in nature,
it nonetheless helps build a friendly environment in which knowledge sharing becomes
easier and more effective” (Desouza, Awazu 2006: 35).

201 “SMEs have less resources and capacity to maintain a knowledge repository (...).
Compounded with their limited financial budget, they may ignore (...) organizing and
storing knowledge” (Wong, Aspinwall 2004: 54); cf. also Salina Daud and Wan Yusoff
(2010: 139 & 41).
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knowledge rests predominantly in the heads of their employees and managers?
(Pawlowsky et al. 2006: 5; Voigt, Finke, Orth 2009: 280) who can identify as well
as realize market opportunities more easily and faster than large firms and their
IT solutions. Because of this — and particularly because SME’ knowledge
repository is predominantly tacit — it contributes to German SME’ competitive
advantages (Pawlowsky et al. 2006: 5) and lasting above-average success. At the
same time it has to be considered, however, that German SME’" “lack of explicit
knowledge repositories” (Desouza, Awazu 2006: 36) bears some disadvantages or
even dangers. On the one hand, there is a potential threat that SME” employees —
and owner-managers in particular — withdraw from the firm and take their
company-knowledge with them (Wong, Aspinwall 2004: 54 et seq.;, Watters,
Jackson, Russell 2006: 558). But as (already) discussed in terms of employees’
loyalty (cf. chapter 4.1.1) this is less likely the case. However, it may become an
issue for German SME considering the increasing amount of workers as well as
entrepreneurs who are going to retire in the (near) future?® (Baden-
Wiirttembergische Bank 2010: 3) and who take lots of their knowledge with them
when they leave (Without author 2006: 41). Hence, some sort of process-
orientated knowledge management and documentation like WiKis or other IT-
solutions to increase transparency might be advisable to German SME (Voigt,
Finke, Orth 2009: 276 & 278). On the other hand, the rare existence of knowledge
in retrievable format reduces, as previously mentioned, general transparency
which does not only contribute to tacitness but may also lead to internal
confusion or even disorientation such as delays (Domo6tor 2011: 10). Yet, as it is
internationally argued, this concern is less likely to threaten SME because of their
small(er) size and thus, their lower amount of knowledge which is to be managed
(Wong, Aspinwall 2004: 54). To conclude this debate on German SME” knowledge
documentation, it can be stated that their informal actions and networks

compensate for structural deficits such as explicit knowledge repositories in

202 “(_..) [SME] have fewer employees and most of them know each other well.
Individuals have a better idea of the level of expertise and know-how of their colleagues,
and who to consult if they need certain information. Therefore, it is simpler for small
firms to organize tacit knowledge” (Wong, Aspinwall 2004: 54).

203 In particular, approx. 100,000 German SME go though succession between 2010 and
2014 (Hauser, Kay, Boerger 2010: 20).
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retrievable format (Finke 2009: 101; Voigt, Finke, Orth 2009: 276). Besides, it is not
only interesting to look into the availability of knowledge but also its evaluation
(Walther-Klaus, Zimmermann 2007: 48). This leads to the next discussion-point,
namely decision making. The decision making chains of German SME are short —
since key task are often concentrated in few people or (predominantly) the
entrepreneur (DOmotor 2011: 16) (cf. next paragraph on organizational set-up) —
and hence regarded a strategic sources of German SME’ success (Daschmann
1993: 181; Gruber 2000: 260 & 312; Pawlowsky et al. 2006: 5). Specifically, short
decision-making procedures make it easier, for example, to evaluate market signs
and thus, to quickly adopt accordingly. This particular holds compared to large
firms which need longer to adjust (Gruber 2000: 260; Pawlowsky et al. 2006: 5).204
Hence, SME’ decision-making structures facilitate their dynamic capabilities and
thereby contribute to their lasting competitive business performance. Altogether,
the above discussion confirms that German SME’ communication structure,
knowledge documentation and decision making paths are strategically critical for

their company success.?®

The third attribute of German SME’ organizational capital is organizational
structure and operational processes. This attribute encompasses aspects of how a
firm is structured (Martin Castro et al. 2011: 657) such as work division and
coordination mechanisms which matter for SME’ competitive performance
(Meijaard, Brand, Mosselman 2005: 83 & 85; Matejun 2011: 2). German SME’
organizational structure and operational processes, in particular, can be regarded

as strategic sources of their above-average success, too. This is, firstly, because

204 “Decision-making is generally centralized and the ultimate power of control lies in
their [managers of SMEs] hands. There are also fewer layers of management and decision
makers in small firms, implying that the decision making chain is often shorter (...)”
(Wong, Aspinwall 2004: 49).

25 In general, the discussion on SME’ communication structure, knowledge
documentation and decision making paths is very much alike in various countries — cf.
Kuan Wong and Elaine Aspinwall (2004: 45 et seqq.), Kevin Desouza and Yukika Awazu
(2006: 35 et seqq.), Miguel Nunes et al. (2006: 101 et seqq.), Sandra Cohen and Nikolaos
Kaimenakis (2007: 245), Vicky Hutchinson and Paul Quintas (2008: 135 & 139), Salina
Daud and Wan Yusoff (2010: 139 et seqq.), and Josee St-Pierre and Josee Audet (2011: 205
& 214).
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German SME’ simple and flexible organization allows them to quickly adopt to
environmental changes — e.g. to learn or to recognize opportunities (dynamic
capabilities — cf. chapter 2.3.2.2) (Daschmann 1993: 181; Simon 1996: 220; Schleef
2001: 9; Walther-Klaus, Zimmermann 2007: 48; Becker, Staffel, Ulrich 2008: 36;
Heidenbauer 2008: 308 et seqq. & 312; Eichhorn 2009: 232; Domotor 2011: 10) —
which, in turn, increases their chances to succeed in today’s dynamic and
complex business world (cf. figure 1). More to it, it can be argued that German
SME’ operations are especially flexible because of their little bureaucracy which
again promotes less complicated adjustment to new situations (Gruber 2000: 260
& 312; Eichhorn 2009: 232).2% In particular, it is noticed that many German SME
prefer informal and thus, tacit working systems (Simon 2007: 269) - e.g.
understood but unstated workflows (Marr 2006: 45). This means that it is not
necessarily organizational structure which adapts to environmental changes but
instead it is individual people who alter their work processes (Voigt, Finke, Orth
2009: 276). Put differently, German SME’ organizational structures and their
flexibility are highly tacit, idiosyncratic, undepreciable, mainly intransferable,
inimitable as well as non-substitutable and therefore, important for lasting
competitive business performance. Nevertheless, it is important to also stress that
a little less than half of German SME’ processes are still formalized, too (Simon
2007: 269). The reason for this formalization is, as it is internationally argued, that,
for instance, formalized routines in the form of process manuals or rules (Marr
2006: 45) help to “(...) secure work procedures, quality and to some extend
traditions available to new employees upon their arrival” (Thorleifsdottir,
Claessen 2006: 14) and hence, contribute to long-term success. Another aspect
which is closely related to German SME’ simple organizational structure is their
little division of work (Lanninger 2009: 68). In detail, it is put forth that little work
division of German SME leads to less complexity and fosters to think in a more
overall context (Domotor 2011: 11 & 16) — especially since brain and manual work

are often not split (Nollens 2011; Nollens 2012: 29) — which, in response,

26 Besides, it is worth mentioning that lower bureaucracy — and in particular if
supported by low hierarchy levels - leads to the fact that SME’ top management is closer
related to operational functions and thus, has a better overview of its firm and the
business’ intangibles (Wong, Aspinwall 2004: 49).
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contributes to competitive business performance (particularly over large firms)
(Pawlowsky et al. 2006: 5). The latter can be further strengthened by two key
arguments: Firstly, the little work division means that a lot of (key) functions are
aggregated in one person — mainly the entrepreneur — which facilitates i.a. faster
decision making as well as broader or more generalistic competencies and their
development (Breidenbach et al. 2006: 8 et seq. & 14; Lanninger 2009: 68; DOmotor
2011: 16). Since these issues are tacit as well as hard to copy, substitute etc., they
are viewed as relevant for German SME’ lasting above-average success. Secondly,
a low division of work promotes that employees do not only cover a wider work-
spectrum but are also more likely to see the end-results of their efforts — e.g. a
final product. As such, they are expected to be more motivated to learn, develop
their competencies as well as perform well (Simon 1996: 170; Breidenbach et al.
2006: 8 & 14; Pawlowsky et al. 2006: 5; Simon 2007: 311 et seq.; Lanninger 2009:
68). In a nutshell, the above paragraph highlights that German SMEFE’
organizational structure and operational processes are crucial determinants of
their competitive business performance. Especially in the light of the current
demographical development it is important that German SME’ organizational
structure is suited for an aging workface, too. Thus, apart from flexibility, little
bureaucracy as well as work division, it is recommended to also consider
ergonomically work stations and safety stands (Frai, Thiehoff 2007: 38; Kay,
Kranzusch, Suprinovic 2008: 108 et seq.).

The fourth and last relevant attribute of organizational capital which demands
discussion in the German SME context is quality (AKIW 2003: 1238). The product
and service quality of German SME is highly important for their competitive
advantages and thus, a critical IC-based source of their success (Kiipper 1994: 120
& 122; Simon 1996: 223; Gruber 2000: 296; Simon 2007: 177, 224 & 232 et seqq.;
Heidenbauer 2008: 315; Witte 2011: Appendix 11, VII et seqq.). This is, among
others, because customers have high demands and are likely to switch to
competitors — of whom there are more and more (cf. chapter 1.1) — if their quality-

expectations are not met; alternatively, customers’ loyalty increases with high
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quality standards.?” As such, quality (in particular quality orientated on
customers” wishes) is a basic prerequisite of German SME’ success (Gruber 2000:
264 et seq. & 296; Schroder 2006: Vorwort; Heidenbauer 2008: 313; Mertins, Kohl,
Krebs 2008: 43b & 46). In depth, German SME’ quality is very high and constant
because they value quality over price-issues (Simon 1996: 92; Heidenbauer 2008:
311 & 315); especially since quality helps SME to compensate for their cost/price-
disadvantages compared to large firms (Kaluza, Winkler 2009: 262). Put
differently, quality (assurance) represents a critical part of German SME’ self-
image which is, not only daily practiced but also important to encourage German
SME’ openness to change (Schleef 2001: 21 & 23; Simon 2007: 231 et seq.). Besides,
German SME are able to deliver high quality because of their above mentioned
characteristics such as little work division, employees” high identification with
their tasks etc. (Daschmann 1993: 61) which again highlight the potential to
positively impact success.

To conclude this section on German SME’ organizational capital, it can be
summarized that all four of its above illustrated attributes — i.e. organizational
culture, values and attributes; communication structure, knowledge
documentation and decision making paths; organizational structure and
operational processes; and quality — theoretically represent contributing aspects of
German SME’ SC as well as corporate success. Because of that, organizational
capital is regarded as a strategically relevant source of lasting competitive

business performance and hence, supports the subsequent hypothesis:

Hypothesis 2a:
The organizational capital of German SME is
a strategically relevant dimension of German SME’ structural capital and
thus, important for lasting competitive business performance.

27 Since German SME are located in Germany, they are faced with relatively high labor
costs which can predominantly be counterbalanced via quality and relating superior
prices (IfM-Bonn 2013b).
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4.1.2.2  German SME’ Development Capital

Development capital, the second dimension of German SME’ SC, is
concerned with intangible aspects which relate to the future (value) of a firm
(Roos et al. 1997: 51) (cf. chapter 2.4.1.2). In the German SME context, especially
two attributes of development capital require discussion since they are assumed
to positive contribute to German SME’ prospective development and thus, lasting
competitive success. These two are product, process and structural development;
and intellectual property.

The former mentioned attribute encompasses the development as well as the
continuous improvement of German SME’ products, processes and structures.
These issues play a relevant role concerning German SME’ future and are
regarded as critical intangible source of success (Kiipper 1994: 120 & 122; Simon
1996: 223; Gruber 2000: 296; Schleef 2001: 23 & 25; Alwert 2005: 71 & 144; Alwert,
Vorsatz 2005: 325; Adenaduer 2007: 27 & 34; Tinner 2007: 195; Becker, Staffel,
Ulrich 2008: 36; Heidenbauer 2008: 310 & 315; Mertins, Wang, Will 2009: 118;
BMWi 2010b: 10; Domotor 2011: 103; Witte 2011: 45 et seq. & 54 et seq.) because
they help German SME to compensate for their size-related disadvantages over
large companies (Domotor 2011: 6). Specifically, innovation-issues are
strategically important since they represent the outcomes of SME’ absorptive
capacity (Hayton 2005: 141) and thus, their ability to adjust to as well as survive in
the current complex and fast changing business world — in the long-run
(Schlémer-Laufen, Maafd 2012: 1) (cf. chapter 1.1 and figure 1). In depth, it can be
argued that German SME’ product innovations are particularly relevant for their
competitiveness and success because of today’s saturated markets, shorter life
cycles, quickly changing customer demands, dynamic technological modifications
and increasing competition (Pawlowsky et al. 2006: 1; BDA 2009: 37 et seqq.; Witte
2011: 45).2% Process innovations such as shorter production time (Simon 2007:
220), contrarily, are required in order to improve German SME’ effectiveness and
creativity (BDA 2009: 37 et seqq.). German SME seem to handle these two

innovation-facets quite well since they complete, according to Rainer Volker et al.

208 New products are viewed to have a stronger impact on success than old product
improvements (Leitner 2001: 173 & 203).
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(2007: 154), more innovation projects than large firms — e.g. because of their high
degree of custom-tailored products and services — and thus, have higher
potentials to succeed.?” A particular interesting aspect of German SME’
innovativeness, which requires to be stressed, is the fact that innovations are
mostly not systematically managed. German SME do, for example, little systematic
research and development (management) (Simon 2007: 321 et seq.; Spielkamp,
Rammer 2007: 308; Volker, Sauer, Simon 2007: 145; Witte 2011: 45 et seq., 54 et
seq.) since they do not have sufficient resources such as staff and technical means
for such activities (OECD 2002: 108 et seqq. cited by Maaf3, Fiihrmann 2012: 14;
Spielkamp, Rammer 2007: 308). Instead innovations are created on top of daily
operations via routine jobs, production experience works etc. (DOomotor 2011: 18).
Only 26% of German SME, for example, have a R&D department?’® while 53%
spread it over other departments (Leitner 2001: 141).2"" As such, one can reason
that German SME’ innovativeness is rather tacit — e.g. based on employees’
improvement suggestions (Simon 1996: 175; Leitner 2001: 173 & 203) — and thus,
idiosyncratic, path dependent, intransferably, difficult to imitate and non-
substitutable. In view of that, it is considered as a strategically relevant IC-based

source of lasting above-average business performance.

The second attribute of the German SME SC-dimension 'innovation/development
capital' is intellectual property (IP) (AKIW 2003: 1237). Specifically, it deals with
SME’ legally protected intangible competitive bases (RICARDIS 2006: 40) which
are manifested in, for example, patents, trade secrets and design rights (Martin
Castro et al. 2011: 656) and offers the potential to contribute to long-term success.
In the German SME context, IP is also not to be scoffed at (Weissenberger-Eibl,
Bierwisch 2007: 389 & 406). Yet, it is regarded as a less relevant IC-source of

209 Because of that German SME are also argued to represent the backbone of the
German economy - i.e. their innovation capabilities are believed to contribute to
Germany’s growth, competitiveness and the protection of the labor market (Bullinger
2009: V; Schauerte 2009: VII).

210 Peter Pawlowsky et al. (2011: 4 et seq.) mention even less — i.e. less than 20% of
German SME conduct internal R&D activities.

211 A similar line of argumentation is used in international SME studies — cf. Kuan
Wong and Elaine Aspinwall (2004: 54), Jane Watters, Fiona Jackson and Iain Russell (2006:
565), Marek Matejun (2011: 2), and Josee St-Pierre and Josee Audet (2011: 214).
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German SME’ competitive success (Pawlowsky et al. 2006: 15) because German
SME are less likely to have and register, for example, many patents compared to
large firms (DOomo6tor 2011: 8 & 100).22 This is, as seen above, not because German
SME are not innovative but because of the high costs, the long waiting time (up to
2.5 years), the large bureaucracy and administrative burden, as well as the limited
security which comes with patents (Simon 1996: 98 et seqq.; Simon 2007: 198 et
seqq.). However, this does not hold true for all German SME. Hermann Simon
(1996: 105), for example, states exemplary cases of German SME which have up to
234 patents per 100 employees. As such, IP is to be incorporated in studies on
German SME’ intangible sources of success, too.

The last two paragraphs highlight the strategic importance of German SME’
legally secured as well as unsecured innovations. Specifically, the two attributes
of development capital, namely product, process and structural developments as
well as intellectual property, are perceived to have a positive impact on German
SME’ long-term corporate performance. Hence, they serve as strategically

relevant sources of development capital and allow proposing hypothesis 2b:

Hypothesis 2b:
The development capital of German SME is
a strategically relevant dimension of German SME’ structural capital and

thus, important for lasting competitive business performance.

4.1.2.3  German SME’ Technological Capital

The third and last dimension of German SME’ SC concentrates on their
technical infrastructure. Generally speaking, it includes issues such as the
acquisition as well as the usage of technology, information technology (IT) and
information and communications technology (ICT) (Martin Castro et al. 2011:
656). Special attention is usually, and particularly internationally, paid to IT-based

212 Same is argued internationally — cf. Robert Huggins and Maria Weir (2007: 711), and
Josee St-Pierre and Josee Audet (2011: 214).
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technical aspects like software, hardware and its application which support a
firm’s day to day operation (Danish Ministry of Science, Technology and
Innovation 2003: 11). In the German SME context, the focus is placed on
(production) technologies and equipment as well as IT/ICT - including their
technical status — which play an important role to perform German SME’ daily
task, too. This is because technology and IT/ICT offer German SME diverse
strategic advantages such as flexibility — e.g. the possibility to produce non-
standardized products —, higher levels of efficiency as well as productivity,
enlarged production-capacities, improved throughput times, the opportunity to
better integrate or combine diverse business areas as well as systems, and to
reduce redundant data storage (Kiipper 1994: 122; Schneider 2006: 162 et seq.;
Abrahamczik 2012: 88 et seq.). These issues, in turn, lead to increased business
performance. With respect to IT/ICT as a strategically critical source of German
SME’ success (Becker, Staffel, Ulrich 2008: 36), in particular, it shall be highlighted
that German SME’ IT-infrastructure is reasonably well: about 75% of them did, for
instance, provide their employees with internet access in 2006 already
(Pawlowsky et al. 2006: 10). Besides, it is interesting to point out that some
authors consider not only the actual technological infrastructure as part of
German SME’  production-technological resources and thus, their
competitiveness, but also incorporate SME’ tacit and explicit knowledge to solve
or handle technological challenges (Abrahamczik 2012: 88 et seq.). This is an
especially important issue when taking into account that many of such
investments - e.g. investments in state-of-the-art technologies to produce
innovative, high quality and new products or services — need to be carefully
deliberated since they are relatively expensive and have medium- to long(er)-
term consequences (Schneider 2006: 162 et seq.; Volery 2006: 250 & 255).
Moreover, the latter are strategically relevant for German SME’ lasting
competitive business performance since they are highly company-specific, path
dependent, intransferable, inimitable as well as non-substitutable. Lastly, it is
worth mentioning, however, that especially successful German SME (and their
innovations) are not only technology-driven but value technology and markets
equally (Simon 1996: 107 et seq.; Simon 2006: 52 & 55).

Overall it can be summarized that technological aspects take on an important role

in German SME context and allow proposing the following hypothesis:
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Hypothesis 2c:
The technological capital of German SME is
a strategically relevant dimension of German SME’ structural capital and

thus, important for lasting competitive business performance.

4.1.2.4  Summary of German SME’ Structural Capital

Three dimensions — including their respective attributes — of German SME’
SC are discussed in this chapter. All of them - i.e. organizational capital,
development capital and technological capital — are argued to represent
strategically relevant intangible sources of German SME’ sustainable above-
average success since they give German SME a competitive edge — in particular
over large firms (cf. figure 36). Accordingly, the three sub-hypotheses (H2a, H2b
and H3c) intensify the initially established hypothesis H2 which predicts that
German SME’ SC positively impacts their lasting competitive business

performance.

Figure 36: The Dimensions and Attributes of German SME" SC
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4.1.3 German SME’ Relationship Capital, its Dimensions (incl. Attributes)
and its Direct Impact on Lasting Competitive Business Performance

Building on the line of reasoning of parts 2.4.1.3 and 2.4.2 as well as the
structure of the previous two chapters (cf. chapters 4.1.1 and 4.1.2), this section
establishes the third category of IC — relationship capital (RC) — as a strategically
relevant IC-based source of German SME’ lasting competitive business

performance.

Firstly, it is interesting to point out that it is internationally disclosed that SME’
RC is directly and positively associated with business performance (Hermans,
Kauranen 2005: 183; Tovstiga, Tulugurova 2007: 704 et seq.; Welbourne, del Val
Pardo 2008: 9; F-Jardon, Martos 2009: 604; Daud, Yusoff 2010: 143 & 148 et seq.; St-
Pierre, Audet 2011: 205). This is, as it is contemplated, because relations with firm-
external stakeholders allow the access to and the interaction of intellect-based
intangibles (Matos, Lopes 2009: 347) which are highly required, for instance, to
recognize business opportunities (Ramos-Rodriguez et al. 2010: 566 & 577).
Furthermore, the capability to absorb IC from external sources is regarded as a
strategically important source of SME’ success because of their restricted internal
resources (Desouza, Awazu 2006: 39; Hutchinson, Quintas 2008: 133 et seq.). Put
differently, SME are argued to compensate for their own deficits by working
closely with diverse stakeholders (Huggins, Weir 2007: 711) and by acquiring as
well as applying their intellect-based inputs — e.g. exchanged knowledge,
environmental knowledge, production capacities and technology (know-how) —
to their operations (Desouza, Awazu 2006: 39; Durst 2008: 427; Daud, Yusoff 2010:
141). Most importantly, it is argued that SME” RC excels large companies' RC
(Huggins, Weir 2007: 711) because of SME’ easiness to enter beneficial relations
due to their direct proximity to stakeholders (Wong, Aspinwall 2004: 53; Cohen,
Kaimenakis 2007: 245; Daud, Yusoff 2010: 141; Matejun 2011: 2).2** This in turn,
reduces, among others, distrust, fear as well as dissatisfaction, fosters
(organizational) learning (Daud, Yusoff 2010: 140 et seq. & 149 et seq.), and

contributes to long-term performance.

23 SME’ simple and flexible organizational structure enables close as well as direct
stakeholder contact and relationships (Daud, Yusoff 2010: 149 et seq.).
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The German SME literature claims similar conditions: German SME’ RC is
perceived to positively impact their enterprise performance (Mertins, Will,
Wuscher 2007: 201; Mertins, Wang, Will 2009: 120; Tovstiga, Tulugurova 2009: 76;
BMW:i 2010b: 9; Vanini 2011: 7). In depth, RC is reasoned to be a strategic source
of German SME’ success since SME are unable to survive and are worthless
without customer contact, supplier relationships, capital providers and
cooperations. Yet, it is important to highlight that it is not so much the
stakeholders per se which matter for long-term competitive performance but
German SME’ direct, consensus-orientated, and intensive relationships to their
external partners (Simon, Huber 2006: 60 et seqq. cited by Bischof 2012: 10;
Bischof 2012: 10 et seq. & 20; IfM 2013b). This is, as mentioned above, grounded in
the fact that such external relations enable the acquisition of knowledge (Mertins,
Kohl, Krebs 2008: 31) and arguably other relevant — tacit, undepreciable,
untransferable, rather inimitable and non-substitutable - intellect-based

intangibles.

Based on the previously presented international as well as German lines of
argumentation in favor of RC as a strategic source of German SME’ success,

hypothesis three, which requires empirical support to hold true, is raised:

Hypothesis 3:
The relationship capital of German SME is a strategically relevant source
which has an actual positive, direct impact on lasting competitive business performance.

Following the above described scheme (cf. chapters 4.1.1 and 4.1.2), the next
sections discuss the RC’s dimensions - i.e. relationships with customers,
suppliers, alliance partners, creditors and shareholders, other stakeholders, as
well as public perceptions (cf. chapter 2.4.1.3) — against the background of
German SME. In detail, the order of the dimensions is changed in the German
SME context since German SME’ creditors and shareholders (cf. chapter 4.1.3.3)
are assumed to be more important than their alliances (cf. chapter 4.1.3.4).
Furthermore, it is important to highlight that the dimension named 'other

stakeholder' is replaced by ‘'informal network relationships' because 'other
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stakeholder' is fairly imprecise, especially if one assumes that different SME have
differing stakeholders. Thus, the dimension’s content range would be very broad
as well as little exact; and as such, unlikely to allow formulating a precise
hypothesis. Altogether, chapters 4.1.3.1 to 4.1.3.6 intent to further support and
legitimize hypothesis 3 in the context of German SME.

4.1.3.1 German SME’ Customer Relationships

The relationships to former, current, and potential customers, as well as
their management, represent the center of German SME’ first RC-dimensions
(Alwert 2005: 73; Mertins, Wang, Will 2009: 118). Such a focus is justified because
close and intensive customer relationships are agreed to be a relevant strategic
sources of German SME’ lasting competitive business performance since they
help to overcome disadvantages concerning market power and physical resources
(Ktipper 1994: 120; Gruber 2000: 275 et seqq., 306 & 309; Alwert, Vorsatz 2005: 325;
Simon, Huber 2006: 60 et seqq.; BMWi 2007: 17, 54 & 54; Simon 2007: 160;
Eichhorn 2009: 232; BMWi 2010b: 10; Reinemann 2011: 109).

In depth, a first attribute of German SME’ customer relationship, which deserves
discussion to confirm the above illustrated intangible source of success, is
dependence. Dependence refers to the fact that German SME and their customers
do often have good and interactive relationships because of their reciprocal
dependence. Specifically, it can be argued that many German SME have fairly small
amounts of customers due to their specialization and/or niche market offerings
which means that their turnover may depend on these limited clients, too.?'* At the
same time, these customers do, however, rely on their supplies as well because of

German SME’ specific product-/service-solutions with little alternatives. As a

214 The percentage of turnover generated by the top five customers in Germany is
distributed in the following manner: approx. 10% of German SME generate more than
50% of their turnover with their largest five customers, about 28% of German SME
generate 20-50% turnover with their largest five customers, circa 37% of them generate 5-
20% of their turnover with the top five customers and the rest generates less than 5% of
turnover with its largest five customers (Simon 2007: 166).
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consequence, both parties are interested in close, long-term, trustful, and respective
business relations. Because of the previously mentioned particular, complex, and
sometimes even custom-tailored products or services, German SME and their
customers also foster a high level of reconciliation. This further clarifies why the
majority of German SME tend to promote direct communication and knowledge
exchange’’> between their customers and firm-internal individuals at all hierarchy
levels (Simon 1996: 81 et seqq., 86 et seq. & 90; Simon 2006: 53 et seq.; Simon,
Huber 2006: 60 et seqq.; Simon 2007: 159 et seq., 162, 166 et seq. & 172; Wolf, Paul,
Zipse 2009: 61let seq.). 25 to 50% of German SME’ employees, for example, have
regular contact to customers which is much higher than the approx. 5 to 10% in
large companies (Simon 2007: 161) and hence, supports competitive leads.
Additionally, it is worth highlighting that the personal direct communication and
knowledge exchange is tacit, undepreciable, intransferable, inimitable and non-
substitutable and thus, represents a strategic IC-based source of German SME’
lasting success. Moreover, the close and direct dialogue decreases German SME’
necessity to invest (heavily) in formal or systematic marketing and compensates
for missing market research. As such, it further contributes to success by saving
costs (Simon 1996: 84 et seqq.; Rasche 2003: 228; Simon, Huber 2006: 60 et seqq.;
Simon 2007: 161 et seq.; Wolf, Paul, Zipse 2009: 61; Domotor 2011: 23).

The former mentioned customer proximity is also argued to be a critical intangible
source of German SME’ lasting above-average performance because it allows
German SME to quickly adopt to customer’s needs, to please their demands, and
also to escape price pressure via competitive solutions (Daschmann 1993: 152 et
seq. & 166; Schirrmann 2006: 371 et seqq.; Simon 2007: 162; Tinner 2007: 191; Wolf,
Paul, Zipse 2009: 61; Witte 2011: Appendix 11, VII et seqq.). Going one step
further, customers are (even) viewed as the most important sources of and the
preferred partner for German SME’ innovations (Simon 2007: 217 et seq.; Simon,
Huber 2007: 48; Domotor 2011: 14 & 18 et seq.; Maaf3, Fithrmann 2012: 15). More
to this second attribute of German SME’ customer relationship dimension, it is
extremely interesting to point out that especially successful German SME prefer

to work with highly demanding and sophisticated customers because they 'push’' them

215 89% of German SME use direct contact with their customers to identify knowledge
(Pawlowsky, Gozalan, Schmid 2011: 4 et seq.).
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towards innovative solutions as well as high performance (Simon, Huber 2006: 62;
Simon 2007: 174 et seq.; Wolf, Paul, Zipse 2009: 61). Again, the joint work with
(such) customers is undepreciable, unique, intransferable, inimitable and non-
substitutable and consequently, regarded as a strategically relevant IC-based
source of sustainable competitive advantage and hence, lasting business

performance.

A third attribute of German SME’ relationships to customers is their satisfaction.
Customer satisfaction is highly important because it influences whether
customers purchase from German SME (again) or not (Alwert 2005: 19; Schallmo
2007: 16) and thus, impacts business success (Mddritscher 2009: 320). Specifically,
customers are only satisfied if German SME’ products/services meet their
expectations (Weissman 2011: 72). In this context it is revealed that German SME’
customers are particularly concerned about product quality, economic feasibility,
cost effectiveness and punctuality of delivery; at the same time, they care
reasonably little about price (Simon 2007: 164). If the former mentioned factors are
fulfilled, German SME’ customers are expected to purchase SME’ goods as well as
services and thus, contribute to their performance. Additionally, customer
satisfaction is often manifested in positive word of mouth communication.
Specifically, satisfied customers recommend their SME" products and services to
others and thus, conduct free of charge marketing (Schallmo 2007: 17 et seq.;
Wolf, Paul, Zipse 2009: 67). Since satisfaction as well as word of mouth
recommendation are rather tacit, they are also expected to be unique,
intransferable, inimitable, and non-substitutable. Hence, they are viewed as a
strategically relevant intangible source of German SME’ long-term business

performance.

The fourth attribute in the context of German SME’ customer relationships, which
is closely linked to the above introduced mutual dependence as well as customer
satisfaction, is customer loyalty (Zanger 2006: 185; Schallmo 2007: 18 et seq.). In
detail, customers’ loyalty represents an intangible strategic source of German

SME" success which is particularly important in terms of their future
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(Heidenbauer 2008: 310 & 315; Mertins, Kohl, Krebs 2008: 43).2'¢ This is because
loyal customers allow German SME to establish long-term relationships which
may (in the medium- to long-term) result in trust which is, in turn, important to
convince customers to repeatedly buy a firm's products and not from

(comparable) competitors (Alwert, Heisig, Mertins 2005: 8).

Together the four attributes of German SME’ customer relationships — i.e.
customer dependence, innovations through customer proximity, customer
satisfaction, and customer loyalty — as well as their above presented discussions

lead to the following hypothesis:

Hypothesis 3a:
German SME’ customer relationship is
a strategically relevant dimension of German SME’ relationship capital and

thus, important for lasting competitive business performance.

Lastly, it is worth mentioning that many German SME believe that mainly
their customer affairs — and knowledge about customers — are important for their
success and thus, often neglect (investments in) other stakeholder relationships
(Mertins, Kohl, Krebs 2008: 50; Voigt, Finke, Orth 2009: 274; BMWi 2010a: 14 et
seq.; Bischof 2012: 12).2'7 Yet, good associations with other stakeholders are
relevant, too, as shall be seen the following text passages — starting with the case
of suppliers (Eichler 2006: 330).

216 Same holds true in the international SME context (Steenkamp, Kashyap 2010: 368,
376, 380 & 390); “It is common knowledge that gaining a sale with a new customer is
much more expensive (...) than gaining the same sale with an existing client” (Roos et al.
1997: 44).

217 75% of SME believe that customers are their most important partners (Mertins, Kohl,
Krebs 2008: 50).
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4.1.3.2 German SME’ Supplier Relationships

The second dimension of German SME’ RC looks into German SME’
relations to former, current and potential suppliers (Alwert 2005: 73; Mertins,
Wang, Will 2009: 118). It is important to analyze this subject since German SME’
close supplier relationships are a relevant intangible strategic source of success
(Alwert, Vorsatz 2005: 325; BMWi 2007: 17, 54 & 57; Eichhorn 2009: 232; BMWi
2010b: 10; Bischof 2012: 11 & 17)*'8 which helps to compensate for their
disadvantages concerning market power and physical resources (Gruber 2000:
309). This is especially assumed to be the case for manufacturing firms (compared
to service providers) (Mertins, Wang, Will 2009: 119 et seqq.; BMWi 2010b: 5)
which require inputs to produce output (Arnold 2006: 116).

Firstly, supplier relations are viewed as a strategic intangible source of success
because suppliers and their deliveries have a major — arguably increasing —
impact on German SME’ product quality, purchasing and manufacturing costs, as
well as ability to supply (on time) (Arnold 2006: 123 & 127; Bischof 2012: 11) and
thus, overall business performance. In particular, it is claimed that German SMFE’
relationships to their supplier are especially successful if they are intensive but
not threatening due to too much dependence (Bischof 2012: 14 & 17) — e.g. large
price/cost pressure (Simon 1996: 121) or high risk of losing an important partner.
Yet, this issue seems to be handled well by German SME as can be seen in
Hermann Simon's (1996: 121; 2007: 229) Porter’s five forces (cf. chapter 2.3.1.2)
analysis: suppliers are usually no dominating force. A potential explanation for
the latter may be that German SME’ suppliers are often SME as well (Kriiger 2006:
20) and thus, the above described reciprocal dependence between customers and
suppliers comes into play (Wolf, Paul, Zipse 2009: 76) (cf. chapter 4.1.3.1).2
Therefore as well as in line with the previous discussion (cf. chapter 4.1.3.1), it can
be reasoned that close personal communication (further) improves German SME’
relationship to their suppliers (Hiigens, Peters, Zelewski 2007: 453) and in turn

long-term enterprise success.

28 The same is argued in the international SME context (Steenkamp, Kashyap 2010:
376, 380 & 390).

29 It is assumed that German SME have generally small amounts of suppliers (Stiitz
2011: 43) which impacts their interdependence.
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The second attribute of German SME’ supplier relationships concentrates on
cooperations with suppliers concerning innovations. It can be argued that supplier
collaborations may be generally entered in order to create value via mutually
enlarged knowledge (data basis), experience, and other intellect-based intangibles
(Seifert 2003: 264 et seq. & 276) such as problem solutions which (may) result in
competitive leads (Arnold 2006: 128). In particular, it can be noted that innovations
activities with suppliers are often entered since they help to overcome missing
specific knowledge and limited financial resources by combining resources and
sharing risk (Maaf3, Fithrmann 2012: 15). 70% of German SME, for instance,
believe that their suppliers are relevant for innovations (Mertins, Kohl, Krebs
2008: 51). However, innovation-based cooperations with suppliers are not very
common (D6motor 2011: 14) — especially compared to large firms who favor them
(Maaf3, Fiihrmann 2012: 15): just about 40% of German SME do, for example, learn
from contact with their suppliers (Pawlowsky, Gozalan, Schmid 2011: 4 et seq.)
and only 30% of German SME engage in cooperations with suppliers (around 40%
of these with focus on R&D or innovations) (Witte 2011: 51 et seqq.). As such, it
can be assumed that SME decide upon these cooperations carefully and only

engage in the ones with high prospects of success.

A third attribute of German SME’ supplier relationships, which supports the
assumption that these relations are regarded as strategic sources of success,
focuses on German SME’ satisfaction with their suppliers. In line with the
previous chapter (cf. chapter 4.1.3.1) it can be argued that German SME’
satisfaction depends on their expectations. In this regard, German SME’ focus
seems to lie — similar to their customers’ preferences — on quality issues, too
(BMWi 2008: 26; BDA 2009: 36; Bischof 2012: 17). Thus, it can be reasoned that
German SME’ relationships to their suppliers are especially well and contributing
to lasting competitive business performance if German SME’ suppliers deliver
appropriate quality.

Apart from the above mentioned dependence and satisfaction, it can be argued
that German SME’ relations to their suppliers are long-lasting and thus, adding to
German SME’ sustainable performance for another reason: There seems to be a
high level of loyalty since supplier-loyalty reduces supply-planning-complexity
and routinizes procurement (Arnold 2006: 120; Stiitz 2011: 43). Furthermore, the

loyalty between German SME and their suppliers is mutually reinforced because
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of German SME’ good payment morality (Kriiger 2006: 20) and thus, the

suppliers’ interest in long-term business relationships.

Supplier-dependence, -innovations, -satisfaction, and -loyalty are the four
attributes discussed in terms of German SME’ RC-dimension 'supplier
relationships’. Together they promote German SME’ supplier relations as
strategically relevant sources of lasting above-average success as it is summarized

in hypothesis 3b:

Hypothesis 3b:
German SME’ supplier relationship is
a strategically relevant dimension of German SME’ relationship capital and

thus, important for lasting competitive business performance.

4.1.3.3 German SME’ Creditor and Shareholder Relationships

Creditor and shareholder relations characterize the third dimension of
German SME’ RC. Specifically, this dimension is concerned with German SME’
relationships to capital providers such as banks or stockholders (Alwert 2005: 73;
Mertins, Wang, Will 2009: 118). Intensive relationships with capital providers are
regarded as strategic sources of success (Alwert, Vorsatz 2005: 325; BMWi 2010b:
10) because they provide German SME with a flexible financial basis (Becker,
Staffel, Ulrich 2008: 36) and help to compensate for disadvantages concerning

market power, resources and low equity ratios (Gruber 2000: 309).

Nevertheless, it can be noted that German SME do not judge creditor and
shareholder relationships as relevant for success (BMWi 2010a: 14 et seq.; BMWi
2010b: 10). Instead they generally prefer to finance (their investments) themselves
— e.g. via retained earnings — and thereby keep autonomy (Boérner 2006: 298 & 301;
Simon 2007: 259 et seq.; Domotor 2011: 12; Reinemann 2011: 129; Englisch et al.
2012: 21; BMWi 2013a: 13). The reason for this can be seen in the fact that own
fundings provide German SME with more flexibility (Borner 2006: 298;
Reinemann 2011: 129) and greater management effectiveness — e.g. due to little
restrictions and covenants — and lower risk. Specifically, the issue of self-financing

is closely related to equity capital. High equity ratios indicate not only financial
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stability but also provide German SME with a general risk-buffer which, for
instance, allows more innovations and leads to less difficulties to get access to
bank loans (Netzel 2007: 225 et seq.; Reinemann 2011: 131; Investitionsbank
Berlin, Creditreform Berlin Wolfram KG 2012: 22). However, the equity ratios of
German SME are commonly low?* and also lower than internationally (Borner
2006: 302; Kinne, Kottmann 2006: 262) which would generally lead to the
assumption that German SME have little creditworthiness, high probability of
default, bad credit ratings, and limited access to external capital; and even if they
get access, then most likely with great cost of (external) capital (Kinne, Kottmann
2006: 261). Yet, this is not the case for German SME since their good relationships
to external capital providers help them to compensate for their limited equity
foundation (Borner 2006: 302).

Only if the internal potentials are (fully) exploited, German SME consider to take
on outside (depth) capital (Reinemann 2011: 129). If so, German SME are,
however, faced with limited available financial instruments. Capital markets, for
example, are only restrictively accessible (Borner 2006: 299; BMWi 2007: 20 et seq.;
Domotor 2011: 12; Reinemann 2011: 128). Consequently, bank credits — usually of
five years and longer (Kinne, Kottmann 2006: 262) — are the preferred option
(Kriiger 2006: 20; Simon 2007: 259 et seq.). In particular, German SME prefer to
handle their capital issues with their house bank.??' The advantage of the house
bank relationship lies in the fact that such a relation is usually close, strong,
stable, and long-term orientated. This, in turn, results in less ex ante information
asymmetries since the bank knows its SME well. Moreover, it leads to lower
transaction costs, more trust and better reputation — which makes opportunistic
behavior less likely — (cf. chapter 2.3.1.3), greater certainty of (re)payment, as well
as a higher weight of qualitative aspects — arguably especially on rainy days —
which positively influence a bank’s decision including (lower) cost of dept
(Borner 2006: 307; Netzel 2007: 224; Wolf, Paul, Zipse 2009: 95; Reinemann 2011:

220 31.1% of German SME have an equity ration below 10%. 24.4% of German SME have
up to 20% of equity and 17.7% up to 30% equity. Only 26.8% of German SME have an
equity ratio over 30% (Creditreform Wirtschaftsforschung 2013: 20).

21 Bank credits are the second mostly used financial source of German SME (BMWi
2013a: 13).
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131 et seq.). Put differently, a satisfactory, sometimes even better than necessarily
required (Alwert 2005: 150) as well as loyal relationships between German SME
and their bank improves fruitful mutual interaction and thus, makes it relatively
easy to receive (reasonably cheap) credits (Borner 2006: 302; Netzel 2007: 224; IfM
2013b) — even if the German SME’ equity ratio is low. These good and loyal
capital provider relationships are highly company specific and predominantly
tacit, undepreciable, intransferable, inimitable as well as non-substitutable and
thus, judged as a strategically relevant intangible source of German SME’ lasting
competitive business performance. Additionally, it can be argued that German
SME and their house bank are mutually dependent (Borner 2006: 307) and thus,
cooperate on equal terms. This is, potentially, because some German banks — e.g.
saving banks (Sparkassen) — feature SME characteristics, too (Theilacker 2007: 35).
As such, it can be reasoned that the above explained reciprocal dependence (cf.
chapters 4.1.3.1 and 4.1.3.2) applies for credit provider relationships, too and
therefore, further strengthens the above argument concerning strategically

relevant sources of success.

Lastly, it is worth mentioning that working only with one banking partner bears
some risk (Wolf, Paul, Zipse 2009: 94).2> Hence, it is recommended to
prematurely establish and maintain at least two bank-relationships in order to
a) gain from their differing expertise and b) ensure a constant supply of liquidity
(ibid.: 94). The problem is, however, that many German SME do not believe that
relationships with creditors, investors and external equity owners etc. are relevant
for their success (Alwert 2005: 146 & 152 et seq.; BMWi 2007: 54 & 57 et seq.;
BMWi 2010a: 14 et seq.; BMWi 2010b: 10).2* Consequently, many German SME
are assumed to pay little attention to these relationships which is especially
problematic when taking into account that banks regard these relationships
among the most critical intangibles (Arbeitskreis Wissensbilanz 2006: 21) and

thus, an arguably important element of their credit-decisions.

22 75% of German SME’ debenture capital comes from solely one bank. Similarly, 40%
of German SME transact their banking affaires with only one bank (Borner 2006: 307 et
seq.).

223 The reasons for this view are diverse — cf. Kay Alwert (2005: 146) and the BMWi
(2010a: 14 et seq., 2010b: 11).
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Apart from the lastly mentioned threat of working with one bank only and the
fact that most German SME generally prefer financial independence, the contents
of this chapter allow establishing creditor and shareholder relationships as a
strategically relevant facet of RC. In detail, the discussed aspects and specifically
the ones concerning the advantages of close, trustworthy and long-term
relationships with financial institutions or other capital providers support the

third sub-hypothesis of relationship capital:

Hypothesis 3c:
German SME’ shareholder relationship is
a strategically relevant dimension of German SME’ relationship capital and

thus, important for lasting competitive business performance.

4.1.3.4 German SME’ Alliance/Cooperation Relationships

Alliance and cooperation relationships with diverse partners symbolize the
fourth dimension of German SME’ RC. Especially in today’s business
environment (cf. chapter 1.1) cooperations and strategic partnerships form an
important dimension and are regarded as an IC-based strategic source of German
SME’ competitive advantages and thus, success (Rissbacher, Stahl 2003: 131 et
seq.; Alwert 2005: 19; Alwert, Heisig, Mertins 2005: 7; BMWi 2010b: 10; Bischof
2012: 20; Koschatzky 2012: 8). According to international SME sources, such
collaborations help to compensate for missing resources and are therefore a
critical component of business (Welbourne, del Val Pardo 2008: 3). Moreover, the
international literature puts forward that cooperation relationships represent an
essential way of accessing as well as transferring explicit and in the long-run also
tacit knowledge (Wong, Aspinwall 2004: 55). This, in response, facilitates
organizational learning and thus, long-term survival (Cegarra-Navarro 2005: 3 &
12). Lastly, it is argued that alliance networks are relevant for SME in order to
focus on their core competencies (Huggins, Weir 2007: 710) as well as to build
new ones (Wong, Aspinwall 2004: 55). These and additional pull factors promoting
cooperations are further strengthened by the German push factors: In the light of

the current demographic changes, alliances are increasingly important to make up
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for the shortage of (young) labor and thus, (innovative) knowledge (Verworn
2007: 16). In the German context, authors also suggest that mainly successful SME
engage in cooperations because of two key reasons: firstly, they can handle the
additional efforts of collaborations; secondly, they can contribute more (high
quality) resources and capabilities which in turn motivates others to engage with
them (Rautenstrauch, Generotzky, Bigalke 2003: 69 et seq. cited by Knop 2009: 38;
ibid.: 40 et seq. & 193). On top of this, it is also highlighted against the German
SME background that (the abilities to engage in) cooperations are company
specific intangibles which are undepreciable, intransferable, non-transferable,
inimitable as well as non-substitutable and thus, highly relevant for lasting
competitive business performance (Rissbacher, Stahl 2003: 131 et seq.) — i.a.
because of a high level of informal knowledge exchange (Schone, Freitag 2000: 15
et seq.). In detail, this dissertation splits, based upon a literature review, the
discussion on German SME’ cooperations into three perspectives: alliances with
other (large as well as small- and medium-sized) companies, collaborations with

educational and/or research institutions (BMWi 2013b), and outsourcing.

The first and most common attribute of German SME’ alliance or cooperations
relationships, which is to be reviewed in detail, is the joint work with other
entreprises (Kayser 2006: 46; Kropfberger 2009: V). Intercompany cooperations,
for example, in the field of R&D, distribution and marketing become increasingly
important for German SME and arguably their competitive success since German
SME are reliant on them (Bischof 2012: 11). This is, on the one hand and as
mentioned before, because collaborations between firms help to counterbalance
German SME’ little financial capital, limited resources and low market power by
pooling the partners’ stakes, splitting risk as well as costs etc. (Maaf3, Suprinovic,
Werner 2006: 1; Zanger 2006: 188; Mieke 2007: 339; Kropfberger 2009: V; BMWi
2013b). On the other hand, inter-firm cooperations facilitate mutual advanced
education, promote joint learning, encourage experience- as well as best practice
exchange, increase the competencies of the involved people via knowledge
transmission, enlarge technological knowledge and know-how, enhance innovation
potentials, and may even endorse the transfer of personnel (Fuchs 2003: 64; Alwert
2005: 73; Spielkamp, Rammer 2007: 302; Kropfberger 2009: V); thus, they enlarge
German SME’ IC. It is also worth mentioning that intercompany partnerships are

especially common and recommended in terms of innovations (management)
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(Maaf3, Suprinovic, Werner 2006: 1 et seqq.; Meyer 2006: 218; Mieke 2007: 337 et
seqq.; Spielkamp, Rammer 2007: 302 et seq.; Wolf, Paul, Zipse 2009: 49 et seq.;
Bischof 2012: 11). However, the majority of German SME favors to work
independently and thus, ignores the potential of cooperations concerning
competitiveness and thus, sustainable success (Durst 2008: 418 & 424). Less than
30% of German SME, for example, use best practice transfers in order to learn
from other firms (Mertins, Kohl, Krebs 2008: 50; Pawlowsky, Go6zalan, Schmid
2011: 7) and just about 11% engage in R&D cooperations with other companies
(Pawlowsky, Gozalan, Schmid 2011: 4 et seq.). The reasons for the limited
engagement in inter-firm collaborations include, among others, the fear of giving
up autonomy, binding resources, revealing company-secrets, knowledge or
know-how, being faced with longer decision-making processes, having to divide
returns, and loosing employees’ motivation via decreasing company
identification (Pfohl 2006¢: 270; Simon, Huber 2006: 68; Mieke 2007: 339; BMWi
2013b). If German SME do, nonetheless, enter cooperations then they are usually
project-orientated as opposed to capital participations (Pfohl 2006c: 270) and long-
term (three to five years) (Knop 2009: 36; Czaplok 2013: 11). Furthermore, German
SME’ intercompany cooperations are most likely if the partners trust each other
(Maaf3, Suprinovic, Werner 2006: 6; Meyer 2006: 218, Wagner 2008: 20), are no
direct competitors (Meyer 2006: 218; Wagner 2008: 9), have complementary financial
and intangible resources (Meyer 2006: 218), and share similar corporate cultures as
well as objectives (Alwert 2005: 19; Alwert, Heisig, Mertins 2005: 7). Since the
majority of these aspects is tacit, undepreciable, unique, intransferable, inimitable
and non-substitutable, cooperation relationships are regarded a strategically
relevant intangible sources of sustainable competitive advantage and hence,
lasting business performance. Lastly, it can be summarized that German SME only
join cooperations if the alliances are highly (success) promising, carefully chosen and
well thought through (Simon 2007: 281).224

Collaborations with educational and research institutions represent the second
attribute of German SME’ RC-dimension ‘alliance relationships' which offers

divers advantages (Verworn 2007: 16; IfM 2013b) and prospects of success

24 Only approx. 8% of German SME have no interest in external cooperations at all
(Witte 2011: 51 et seq.).
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(Herstatt, Raasch, Buse 2007: Zusammenfassung). In line with the
aforementioned, these alliances are usually entered in order to e.g. compensate
for limited resources (Wolf, Paul, Zipse 2009: 50), to concentrate on their core
competencies, to minimize risk (Verworn 2007: 16 et seq.), to acquire knowledge, and
to improve internal education and learning (Pawlowsky et al. 2006: 11; Back, Fiirst
2011: 5).2 It is further highlighted that cooperations with universities or other
educational institutions offer a large pool of potential staff and thus, help to
counterbalance labor shortage as well as promote the people-based transfer of
knowledge in the long-run. Specifically, German SME can, for example, employ
working students and trainees or supervise (final) thesis and thereby test as well as
tie people to their company in early years (Verworn 2007: 17; Markowski,
Grosser, Kuhl 2008: 14; Back, Fiirst 2011: 39; Liidecke 2012: 37 et seqq.).
Additionally, alliances with educational and research institutions are debatably
important for German SME concerning innovations as well as R&D assignments
(Pawlowsky et al. 2006: 18; Spielkamp, Rammer 2007: 302; Markowski, Grosser,
Kuhl 2008: 14; Wolf, Paul, Zipse 2009: 49 et seq.; Back, Fiirst 2011: 21; Koschatzky
2012: 14)**¢ — e.g. new product development, product improvements and process
optimizations (Markowski, Grosser, Kuhl 2008: 13). It is, for example, revealed
that approx. 60% of German SME enjoy good relationships with R&D partners
like universities or other research institutions (Mertins, Kohl, Krebs 2008: 50)
while about 19% of them cooperate with universities and approx. 11% with
research institutions (Witte 2011: 51 et seq.)?” Thus, cooperations with
universities and research institutes are not very common (Pawlowsky et al. 2006:

10 et seq.) — especially not in terms of innovations (Markowski, Grosser, Kuhl

25 In the international SME context, relationships to universities and other educational
institutions are viewed as relevant, too (Danish Ministry of Science, Technology and
Innovation 2003: 41, 69 & 72; SKE 2005: 34; RICARDIS 2006: 40) — especially in science-
based industries (Hermans, Kauranen 2005: 177).

26 Cf. global SME discussion (RICARDIS 2006: 18 & 31).

27 The larger the SME, the more likely are cooperations with universities etc. (Thum-
Kraft et al. 2007: 85).
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2008: 1, 9).228 This is, as it is nationally (Herstatt, Raasch, Buse 2007: 2 et seq. & 11
et seq.; Thum-Kraft et al. 2007: 100; Markowski, Grosser, Kuhl 2008: 1; Back, Fiirst
2011: 27) and internationally (RICARDIS 2006: 40) argued, not necessarily because
such collaborations are not contributing to SME” success but because of SME’
limited resources — e.g. time and money -, inadequate experience, insufficient
management competence, as well as scare information or knowledge of possible
partners and (research) subjects; and the universities” high level of bureaucracy.
Conforming to the above line of argumentation, it can therefore be reasoned that
especially successful German SME realize the potential of good relationships with
carefully chosen and well thought through universities and other research as well as

educational institutions.

The last attribute of German SME’ alliance relationships focuses on German SME’
outsourcing activities. Outsourcing belongs, in line with the above discussed
strategic alliances, to the popular issues in management literature (Simon 1996:
145 & 153; Simon 2006: 57; Simon, Huber 2006: 68; Simon 2007: 273) since it offers
(German) SME, for example, the possibility to integrate external know-how, to
develop knowledge, to access new technologies and technological innovations or to
focus on core-competencies (van Bonn 2007: 105; Specht 2008: 51; Matejun 2011:
1).22 However, German SME do not seem to believe in these managerial concepts
very much. As a consequence, their competitive advantage(s) and thus, long-
lasting business performance are rather grounded in the fact that they outsource
fairly little (Simon 2006: 57; Simon, Huber 2006: 68; Adenduer 2007: 27, 34 et seq.,
37, 41 et seq.; Simon 2007: 256 & 273). This is because it helps them, for example,
to prevent the imitation of their unique competencies, products” and services” quality,
employees’ motivation and differentiation (Simon 1996: 145 et seq. & 153 et seq.;
Simon, Huber 2006: 68; Adenduer 2007: 27; Simon 2007: 273). Some German SME
go even one step further and build their own production-machines in order to

generate company-specific competitive advantages (Simon 1996: 149; Simon,

228 Other German SME studies show similar results — cf. Cornelius Herstatt, Christina
Raasch and Stephan Buse (2007: 9). Yet, German SME seem to cooperate more with
university and other research partners than international SME (RICARDIS 2006: 40).

29 For more advantages on outsourcing, especially with focus on R&D cf. Dieter
Specht (2008: 35).
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Huber 2006: 68; Simon 2007: 275 et seqq.) and thus, sustain their financial
performance. Nevertheless, it is recommended that German SME shall still
engage in outsourcing; yet, with focus on non-core competencies in order to
prevent dependence as well as to maintain as well as leverage competitive
advantages and thus, business performance (Specht 2008: 51). In this regard, it is
noticeable that German SME prefer to outsource legal or tax related services
because of cost advantages and the latter’s specific qualities (Simon 1996: 154;
Simon 2006: 57; Simon 2007: 273 & 293). To conclude the discussion on
outsourcing it can be stated, just like above, that German SME realize competitive
advantages and thus, lasting competitive business performance because of their

careful selection of outsourcing activities as well as partners.

Taken together, the three discussed key attributes of German SME’ cooperation
relationships — i.e. inter-company alliances, cooperations with educational
institutions and outsourcing activities — highlight that alliances present strategic
sources of success if they are wisely handled. Since most German SME are

expected to do so, this dissertation proposes the following hypothesis:

Hypothesis 3d:
German SME’ alliance/cooperations relationship is
a strategically relevant dimension of German SME’ relationship capital and

thus, important for lasting competitive business performance.

4.1.3.5 German SME’ Informal Network Relationships

The fifth dimension of German SME’ RC replaces the rather imprecise
general IC-dimension called "other stakeholder” (cf. chapter 2.4.1.3) and instead
looks into informal network relationships. In detail, this dimension is concerned
with German SME’ associations to diverse family members, friends and other
social networks (like personal contact networks) who/which play not only a
considerable role in private life (Fueglistaller, Fust 2010: 25) but also as supporters
of business — especially during the company foundation, in young and in very
small enterprises (Welter, Hohmann, et al 2004: 30; Ruda, Martin, Danko 2009: 41;
Baldegger, Julien 2011: 127).
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In depth, the entrepreneurs’ family members and friends are, as it is nationally
(Baldegger, Julien 2011: 127) and internationally (Hormiga, Batista-Canino,
Sanchez-Medina 2011b: 79 et seq.) declared, highly important for (German) SME
and their success because they provide a) psychological support such as trust,
enthusiasm as well as confidence, and b) active aid. Concerning the latter
mentioned direct help, various authors state that family, friends and fools are
important capital providers — especially for micro and (very) young firms (Welter,
Hohmann, et al 2004: 29; Hering, Vincenti 2006: 383; Kraus, Fink 2008: 160; Kiihn
2010: 10; Baldegger, Julien 2011: 170) — because they help to compensate for
financial restrictions (Hormiga, Batista-Canino, Sanchez-Medina 2011b: 79 et
seq.). On top of this, German SME’ capital from personal contacts frequently
offers the advantage that these individuals ask for none or relatively little
collateral compared to bank credit requirements (Welter, Hohmann, et al 2004:
29), evaluate company information less professionally and rely on trust instead of
written agreements. As such, they only marginally influence the entrepreneur’s
power (Kraus, Fink 2008: 160) and arguably allow the flexibility which is required
to succeed in today’s business environment (cf. chapter 1.1 and figure 1). Another
kind of active help which is mentioned in the German (Baldegger, Julien 2011:
127) as well as global (Hormiga, Batista-Canino, Sanchez-Medina 2011b: 79 et
seq.) SME context is labor of personal contacts. Unremunerated or low paid work
is important for SME’ success because it decreases staff overheads and thus, saves
money. More to it, Esther Hormiga et al. (2011b: 79 et seq.) mention in terms of
international SME that family members and friends are more loyal and need to be
less controlled — e.g. because of their personal, intrinsic incentives — which again
increases chances of success and reduces efforts. Closely related to the pervious
point of cost-savings is also the families’ direct support in the form of minimized
household expenditure (Baldegger, Julien 2011: 127) and potentially resulting more
funds for the business. Besides, German sources indicate that informal network
relations are strategic sources of lasting competitive success because they are
relevant for innovations. It is, for example, argued that family members, friends
and other social contacts (can) provide inputs for the development of a firm’s
strategy (ibid.: 127), and actively support the testing, reorganization, completion
as well as consolidation of ideas (ibid.: 139). Moreover, they transmit a general

mindset required to identify environmental opportunities as well as to translate
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them into innovations (ibid.: 110 et seq.) — especially because they interpret
opportunities in a similar manner than the entrepreneur (Fueglistaller et al. 2012:
29). An additional relevant form of active aid, which cannot only be found in the
international (Cardon, Tolchinsky 2006: 72) but also the German literature, is
families” and friends’ word-of-mouth recommendation as well as (viral) marketing
which is helpful in order to acquire new customers (Welter, Hohmann, et al 2004:
25; Kraus, Fink 2008: 101) as well as other stakeholders such as employees. Lastly,
the global literature puts forth that personal and other social networks support
transitioning a firm from the start-up stage towards growth and beyond (Peltier,
Naidu 2012: 56). This is, according to German literature, arguably the case
because dynamic relations with family and friends continually provide firms with
relevant, comprehensive and presorted®® information as well as knowledge
which are required in order to learn and adopt to new situations (Baldegger,
Julien 2011: 26 et seq., 215 and 218), and motivate via trust (ibid.: 215).

Before wrapping up this paragraph, it is interesting to point out that German
SME do not only focus on family and friends but also incorporate the memberships
in business associations and chambers (Welter, Hohmann, et al 2004: 27, BMWi 2007:
54) in the context of informal networking relationships. This is potentially the case
because such informal networks establish as well as strengthen i.a. collective trust
which, in turn, supports entrepreneurs in building personal trust in their own
firms (Welter, Hohmann, et al 2004: 27).

To conclude, it is worth highlighting that personal networks — especially with
family and friends — are (predominantly) long-term orientated (Baldegger, Julien
2011: 127) and also enterprise- or entrepreneur-specific, causally ambiguous, tacit,
undepreciable, intransferable, inimitable, and non-substitutable as can be seen
above. Hence, they are argued to represent an important intangible strategic
source of lasting above-average business success and allow raising another sub-

hypothesis auf RC:

20 Inputs from social networks are pre-sorted because the involved people usually
know each other as well as their needs well (Baldegger, Julien 2011: 218).
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Hypothesis 3e:
German SME’ informal network relationship is
a strategically relevant dimension of German SME’ relationship capital and
thus, important for lasting competitive business performance.

4.1.3.6  German SME’ Public Perceptions

The last dimension of German SME’ RC focuses on German SME’
relationship to the public in general, former as well as potential stakeholders such
as prospective employees (Mertins, Wang, Will 2009: 118), and the enterprises’
corporate image as well as reputation (Hall 1992: 143; Daum 2003: 27) (cf. also
chapter 2.4.1.3). These and further issues related to German SME’ public
perceptions represent strategic sources of lasting above-average performance
(Alwert 2005: 146; Schneider 2008: 59, 135 et seqq. & 170; IfM 2013b; Zenker 2013:
36 et seq.). That is, as it is argued in the general IC-context, because they require
time to be built, cannot be bought, easily replaced or damaged, and lose value
unless they are taken care of — e.g. via advertising or promotion (Hall 1992: 143;
Brooking 1997: 22).

In depth it can be noticed that German SME’ relationships to the public are
perceived to be increasingly relevant for success (BMWi 2007: 54 & 57; BMWi
2010b: 10; Englisch et al. 2012: 20). This is because SME have a special relationship
to their local public societies because of various reasons. They are, for example,
often important tax payers (in their region) and are committed to local activities —
e.g. from supplying jobs or vocational training opportunities to other public relations
(PR) activities such as sponsoring clubs, cultural activities etc. (Simon 2007: & 299
315 et seq.; Téanzler, Keese, Hauer 2011: 166 et seq.). Especially the former
mentioned focus on prospective employees seems not only reasonable but is also
highly important concerning the labor shortage conditions which German SME
are faced with (Englisch et al. 2012: 21).

Yet, it has to be noted that the broader public is often not aware of German SME
or their existence — especially because many German SME do not produce
products and services for the end consumer (Simon 2007: 161; Grothe, Marke
2012: 26). German SME are, nevertheless, well known by their customers and enjoy a
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good reputation (Simon 2007: 161) — e.g. are well perceived in their market /
business environment (Volery 2006: 256). This good reputation, in turn, represents
an IC-based strategic source of their lasting success?! (Alwert, Vorsatz 2005: 325;
Schneider 2008: 59, 135 et seqq. & 170; Tanzler, Keese, Hauer 2011: 165; Zenker
2013: 36 et seq.) because it enables German SME i.a. to acquire new stakeholders
such as new customers (Schneider 2008: 59) as well as to maintain previous ones
via an increased “attractiveness of an exchange relationship” (Hayton 2005: 141).
Furthermore, it is stated that once established, a positive reputation helps German
SME especially in times of bad public perception to limit the losses of reputation
and other capital (Tanzler, Keese, Hauer 2011: 169). More to it, the whole
reputation issue is generally sustainably-orientated (Volery 2006: 256; Tanzler,
Keese, Hauer 2011: 179) and therefore, provides the potential to promote long-
term competitive success. Besides, reputation is, as previously stated, based on -
peoples” or the enterprise-environment’s — perception (Volery 2006: 256) and
hence, is highly company specific, causally ambiguous, tacit, undepreciable,
intransferable, inimitable, and non-substitutable. For these reasons, the above
mentioned statement that reputation is viewed as a strategically relevant
intangible source of lasting competitive business performance is further

supported.

Another interesting perceptional aspect which helps German SME to differentiate
from competitors and to build loyalty (Gruber 2000: 308) is brands. In particular,
brands represent important intangible strategic sources of German SME’
competitive business performance (Gruber 2000: 308; Alwert, Vorsatz 2005: 325)
because they are highly difficult for competitors to copy (Gruber 2000: 308) and

thus, further strengthen the long-term earning potential.

Lastly, it is worth mentioning that reputation, brand, and other public
perceptions can be promoted via various marketing and PR instruments such as
published media reports in (relevant and professional) journals and magazines,
other press quotations, newsletters, the company-website, or (public) events which
highlight i.a. best-practice examples and thus, let the enterprise stand in a good

21 Vice versa it is argued that a diminishing reputation may cause serious economical
harm because such reputational issues can mostly not be solved in the short- or medium-
term (Tanzler, Keese, Hauer 2011: 165).
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light (Danish Ministry of Science, Technology and Innovation 2003: 71; RICARDIS
2006: 19 & 89; Thorleifsdottir, Claessen 2006: 60; Herstatt et al. 2007: 44).

Overall it can be summarized that the above mentioned attributes of the RC-
dimension 'German SME’ public perceptions' highlight that German SME, for
instance, enjoy good relationships with their (local) public and have a good
reputation and brand status particularly among their customers. Since all of these
aspects are tacit and fulfill the other criteria of sustainable sources of success (cf.
chapter 2.3.2.2.4), they support the formulation of the following hypothesis:

Hypothesis 3f:
German SME’ public perceptions is
a strategically relevant dimension of German SME’ relationship capital and

thus, important for lasting competitive business performance.

4.1.3.7  Summary of German SME’ Relationship Capital

The above discussion on German SME" RC-dimensions, namely customer
relationships (cf. chapter 4.1.3.1 and sub-hypothesis H3a), supplier relationships
(cf. chapter 4.1.3.2 and sub-hypothesis H3b), creditor and shareholder
relationships (cf. chapter 4.1.3.3 and sub-hypothesis H3c), alliance/cooperation
relationships (cf. chapter 4.1.3.4 and sub-hypothesis H3d), informal networking
relationships (cf. chapter 4.1.3.5 and sub-hypothesis H3e) and public perception
(cf. chapter 4.1.3.6 and sub-hypothesis H3f), supports the initial hypothesis (H3)
that German SME’ RC represents an IC-based strategic source of lasting
competitive business performance. This is because each dimension is argued to
represent an important facet of German SME’ RC which positively contributes to

long-term above-average success (cf. figure 37).
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Figure 37: The Dimensions and Attributes of German SME" RC
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414 Summary of Hypotheses 1-3 in Conceptual Research Model I

This chapter summarizes the hypotheses of sections 4.1.1 (including 4.1.1.1,
4112, 4113 and 4.1.1.4), 41.2 (including 4.1.2.1, 41.2.2 and 4.1.2.3), and 4.1.3
(including 4.1.3.1, 4.1.3.2, 4.1.3.3, 4134, 4.1.3.5 and 4.1.3.6) which indicate a
positive, direct impact of German SME’" IC-categories and their dimensions on
lasting competitive business performance. Specifically, the raised hypotheses as
well as their respective sub-hypotheses are shown in figure 38. The three key
hypotheses —i.e. H1, H2 and H3 — which propose that German SME' HC, SC and
RC are positively and directly correlated with corporate success are represented
by the bold arrows in figure 38. The thin lines, in contrast, show the sub-
hypotheses which link diverse IC-based dimensions to their particular IC-
category.
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Figure 38: Research Model I: Direct Impact of German SME’ IC-categories

on Lasting Competitive Business Performance
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Such a model has, to the best knowledge of the researcher, so far not been tested
for German SME based on a large scale empirical investigation. Yet, similar
simple models - i.e. only including H1, H2, and H3 — have been examined and
certified internally (Bontis 1998: 65 et seqq.; Wang, Chang 2005: 224 et seqq.; Wu,
Chou 2007: 51 et seqq.; Kamaluddin, Rahman 2009: 5 et seqq.) as well as with
focus on global SME (Hermans, Kauranen 2005: 171 et seqq. Tovstiga,
Tulugurova 2007: 699 et seqq.; F-Jardon, Martos 2009: 604 et seqq.; Tovstiga,
Tulugurova 2009: 72 et seqq.). Thus, the relevance of hypotheses 1 to 3 'only’
requires empirical support from German SME. More interesting, however, is the
investigation of the newly developed sub-hypotheses — i.e. Hla to H1d, H2a to
H2c, and H3a to H3f — especially for the German SME context.
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42 THE INTERACTION EFFECT OF GERMAN SME’ INTELLECTUAL
CAPITAL CATEGORIES AND LASTING COMPETITIVE BUSINESS
PERFORMANCE

Beside the simple IC-model discussed in 4.1, it is advised that researchers
further investigate more complex models where HC, SC and RC do not only directly
impact lasting competitive business performance but (also) influence and depend on
each other (Bosma et al. 2004: 234) and thereby create additional value (Kivikas
2004: 476) — e.g. the qualifications of German SME’ employees may impact
customer relationship management, or German SME’ leadership competencies
may alter communication systems (Kivikas, Wulf 2006: 47).2%2 Kira Reed, Michael
Lubatkin and Narasimhan Srinivasan (2006: 870 et seqq.) with regard to US
banks, Sandra Cohen and Nikolaos Kaimenakis (2007: 247 et seqq.) in the context
of Greek knowledge-intensive SME?**, Meng-Yuh Cheng et al. (2010: 438 et seqq.)
with focus on the US healthcare industry, Nixon Kamukama, Augustine Ahiauzu
and Joseph Ntayi (2010: 558 et seqq.) for microfinance institutions in Uganda, as
well as Kuang-Hsun Shih, Chia-Jung Chang and Binshan Lin (2010: 80 et seqq.) on
the banking industry, for example, examine interaction models and confirm

relationships among IC-categories.

The mostly applied interaction model is the so called diamond model, in which HC
represents the source of SC as well as RC while SC and RC impact lasting
competitive business performance (Bontis 1998: 70 & 76). This diamond model
was first recommended as 'the optimum' by Nick Bontis (1998: 70 & 76), who

surveyed Canadian MBS students. Ever since the diamond model has -

22 The strength of the interrelationships among the IC sub-domains may provide
managers with a useful tool; it seems that it is possible to affect various aspects of the firm
by tweaking only one category of intellectual assets. Therefore, a firm can enhance its IC
without having to invest in every sub-domain; for example an investment on human
capital is expected to lead to the simultaneous improvement of its organizational and
customer capital. This becomes even more significant if we take into consideration that
our sample consisted of SMEs which are inherently characterized by the scarcity of their
resources. Thus, it is even more important to be able to bring about the desired results
with the least possible use of resources” (Cohen, Kaimenakis 2007: 258).

23 In the following business segment: advertising, information technologies and
consultancy (Cohen, Kaimenakis 2007: 250).
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sometimes slightly modified — been tested and (partially) confirmed by various
authors such as Nick Bontis, William Keow and Stanley Richardson (2000: 90 et
seqq.) on service and non-service firms in Malaysia, Chun-Yao Tseng and Yeong-
Jia James Goo (2005: 187 et seqq.) on Taiwanese manufacturers, Wen-Ying Wang
and Chingfu Chang (2005: 227 et seqq.) on the high-tech IT industry in Taiwan,
Maria de Rosario Cabrita and Nick Bontis (2008: 219 et seqq.) on the Portuguese
banking industry, Carlos Maria F-Jardon and Maria Susana Martos (2009: 604 et
seqq.) on wood manufacturer SME in Argentina, Cheng-Ping Shih and Wen-Chih
Morrison Melton Chen (2010: 6.4 et seqq.) on the Taiwanese design industry, and
Josee St-Pierre and Josee Audet (2011: 209 et seqq.) on Canadian and French
manufacturing SME. These studies’” most common connections between the IC-

categories are presented in figure 39.

Figure 39: Modified Diamond Model Specification
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Source: adopted from Bontis 1998: 76, Bontis, Keow, Richardson 2000: 97,
Wang, Chang 2005: 224, Do Rosario Cabrita, Bontis 2008: 229, F-Jardon, Martos
2009: 606, Shih, Chen, Morrison 2010 and St-Pierre, Audet 2011: 215

However, neither the (general) interaction of the IC-categories nor the
common diamond model has, as far as the researcher of this doctoral thesis is
aware, been studied in the German SME context. As a consequence, it is

important to fill this research gap. Yet, to do so and also to raise corresponding
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hypotheses, the following chapters (4.2.1 — 4.2.3) rely on international IC-literature
as well as global literature on IC in SME and use logical reasoning (building on
the fundamentals of German SME - cf. chapter 3 and chapter 4.1) to transfer the
universal arguments into the context of German SME. The outcomes of this
conceptual transformation are summarized in a final German SME model
(chapter 4.2.4). Lastly, it is important to highlight that the contents of the IC-
categories — specifically the dimensions and attributes — which are established in
chapters 4.1.1.1 to 4.1.1.4, 41.2.1 to 4.1.2.3, and 4.1.3.1 to 4.1.3.6 hold in this
chapter, too. This is because the IC (definition) of German SME does not change
just because the sequence of impacts (on performance) is modified.

421 Interaction of German SME’ Human Capital, Structural Capital, and
Lasting Competitive Business Performance

“People increase or modify their capital just by living their lives: structural capital, in

most cases, needs to be updated by the employees themselves”

(Roos et al. 1997: 42).

Although the interaction between German SME’ human capital (HC) and
structural capital (SC) is, to the best awareness of this thesis’ author, not
empirically investigated, one finds indications of the connection in the literature
on German SME’ IC. Kay Alwert (2005: 14), for example, who refers to Karl
Sveiby (1998), states that SC is (to large parts) made up of employees’ interactions.
Thus, SC would only represent a latent structure without the right people who
know how to make it work. Furthermore, Kay Alwert (2005: 14) implies that the
loss of a single employee can (therefore) harm SC. Consequently, one can assume
that he regards HC as a precondition of SC. On top of this, Kay Alwert (2005: 14)
claims, this time relying on Leif Edvinsson and Michael Malone (1997b), that
people need SC in order to leverage their HC and that people’s IC would only be
latent without SC. This latter view can be interpreted to the following extent: HC

is unable to directly impact success and instead needs to be linked to SC.

The international IC-literature confirms Kay Alwert’s (2005: 14) reasoning, yet is
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more precise. Various general IC sources (Bontis 1998: 71; Bontis, Keow,
Richardson 2000: 94 et seqq.; Ordonez Pablos 2004 cited by F-Jardon, Martos 2009:
605; Tseng, Goo 2005: 193 & 197; Wang, Chang 2005: 231 et seqq.; Martinez-Torres
2006: 618 & 624; Reed, Lubatkin, Srinivasan 2006: 881 et seqq. & 884; Do Rosario
Cabrita, Bontis 2008: 228; Shih, Chen, Morrison 2010) as well as studies with focus
on SME (Cohen, Kaimenakis 2007: 245 & 252 et seq.; F-Jardon, Martos 2009: 604 &
611; St-Pierre, Audet 2011: 205 & 215), for instance, evidence that HC has a
significant positive impact on SC. Such research outcomes are not surprising when
taking into account that various authors (Bontis 1998: 70 et seqq.; Bontis, Keow,
Richardson 2000: 94 et seqq.; Wang, Chang 2005: 223; Do Rosario Cabrita, Bontis
2008: 229), also in the research field of SME (F-Jardon, Martos 2009: 604 & 611; St-
Pierre, Audet 2011: 204 et seqq.), claim that HC is the source of IC (cf. chapter
2.4.1.1). Specifically, it is argued that intellectual employees as well as leaders —
e.g. competent, with a positive attitude towards the enterprise, high intellectual
agility and suitable leadership, respectively — have the required knowledge,
know-how, and mindset in order to build and maintain company owned SC -e.g.
organizational processes, routines, ICT (investments), quality standards,
corporate culture, and innovations — and are capable as well as eager of sharing
and using it (Tseng, Goo 2005: 193; Wang, Chang 2005: 226 et seq.; Martinez-
Torres 2006: 618; Cohen, Kaimenakis 2007: 245 & 252 et seq.; Do Rosario Cabrita,
Bontis 2008: 217; F-Jardon, Martos 2009: 604; Khan 2011: 132). This point of view
can be transferred to German SME, too. This is, for instance, because German
SME’ employees are willing to exchange knowledge for the sake of the firm (cf.
chapter 4.1.1.2), are highly loyal and thus, reduce the need to document
knowledge (cf. chapters 4.1.1.2 and 4.1.2.1), exhibit a high identification with the
firm which is required to produce high quality (cf. chapter 4.1.2.1), are motivated
by non-financial incentives which shape corporate culture (cf. chapter 4.1.2.1),

and provide inputs for innovations (cf. chapter 4.1.2.2).

Additionally, it is internationally claimed that HC and SC require connection
since HC is, on its own, only little worth. HC requires a firm’s supportive
infrastructure including, for example, SC-aspects like corporate culture, processes
or innovations to use as well as boost its potentials and thus, contribute to
performance (Bontis 1998: 70 et seq.; Wang, Chang 2005: 231; Reed, Lubatkin,
Srinivasan 2006: 872; F-Jardon, Martos 2009: 604 et seq. & 611, Kamukama,
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Ahiauzu, Ntayi 2010: 558 et seq.).* In the German context, there is nothing to
argue against this finding. Rather the opposite case is true. In line with the above
it can, for instance, be reasoned that German SME’ staff requires a supportive
culture to experiment with, communicate and implement innovative ideas (cf.
chapters 4.1.1.3, 4.1.2.1 and 4.1.2.2), or that it requires little work division and
related higher responsibilities in order to demonstrate highly advantageous
attitudes and thus, add to performance (cf. chapters 4.1.1.2 and 4.1.2.1).

Altogether, the international literature and logical reasoning — based upon the
awareness of German SME’ IC from the previous chapters (cf. chapters 4.1.1.1 to
4.1.3.7) — allow adopting the following, originally globally raised, hypothesis in
the context of German SME:

Hypothesis 4a:

German SME" human capital is the origin of IC because
it has a positive impact on their structural capital, which, in turn,
determines German SME’ lasting competitive business performance.

Consequently, human capital has an indirect impact on German SME’ corporate success.

4.2.2 Interaction of German SME’ Human Capital, Relationship Capital, and
Lasting Competitive Business Performance

“But human capital is not just the human beings, their backgrounds, education,
knowledge or abilities. Far more important are the relationships employees develop in
the name of the organization (...)”

(Welbourne, del Val Pardo 2008: 4).

24 “Isolated stocks of knowledge that reside in the employees” minds that are never
codified into organizational knowledge will never positively affect business performance.
In other words, it is not enough for an organization to hire and promote the brightest
individuals it can find” (Bontis 1998: 71).
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In consonance with the previous section (chapter 4.2.1), remarks concerning
the (inter)dependence between human capital (HC) and relationship capital (RC)
can be found in Kay Alwert’s (2005: 14) work on German SME, too. Specifically,
he declares that a firm’s relationships between its staff and stakeholder are
frequently closely tied together. An employee who leaves his/her firm may, for
example, take stakeholder-relationships with him/her and thus, withdraws the
respective business relation from the enterprise. Conversely, the stakeholder may,
however, remain loyal to the company and 'only' executes business with a
different member of the staff (ibid.: 14). In both cases, HC can be (widely)
interpreted as a precondition of RC.

However, the German literature is, as previously mentioned, rather imprecise.
Thus, it is worth turning to international sources. In this regard it is important to
stress that diverse researchers such as Nick Bontis (1998: 71), Nick Bontis, William
Keow and Stanley Richardson (2000: 96), Kira Reed, Michael Lubatkin and
Narasimhan Srinivasan (2006: 881 et seqq. & 884), Maria de Rosario Cabrita and
Nick Bontis (2008: 228), Cheng-Ping Shih, Wen-Chih Chen and Melton Morrison
(2010), Chun-Yao Tseng and Yeong-Jia James Goo (2005: 197), and Wen-Ying
Wang and Chingfu Chang (2005: 231 et seqq.) as well as Sandra Cohen and
Nikolaos Kaimenakis (2007: 252 et seq.), Carlos Maria F-Jardon and Maria Susana
Martos (2009: 612), and Shaniz Khan (2011: 133) for SME exposed that HC has a
significant positive impact on RC. First of all, this discovery can be attributed to the
fact that HC is regarded to be the origin of IC (cf. chapters 2.4.1.1 and 4.2.1).
Secondly, this finding is justified by the argument that an enterprise’s employees
represent the heart which is required to establish and sustain relationships with
externals (F-Jardon, Martos 2009: 605, Kamukama, Ahiauzu, Ntayi 2010: 558;
Khan 2011: 132). In more depth, it is declared that the more competent, motivated,
intellectually agile etc. the employees and managers, the better they are at
understanding the demands of their stakeholders — like customers —, building
loyal relationships with them, and satisfying their needs (Bontis, Keow,
Richardson 2000: 96 et seq.; Bosma et al. 2004: 229; Tseng, Goo 2005: 193; Wang,
Chang 2005: 226; Cohen, Kaimenakis 2007: 253; Do Rosario Cabrita, Bontis 2008:
216 & 218; Kamaluddin, Rahman 2009: 4; Shih, Chang, Lin 2010: 81; St-Pierre,
Audet 2011: 205). In the German SME context, this international (general as well as
SME-focused) line of argumentation can be accepted, as well. This is, for example,
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because German SME have a competitive edge since their employees foster close
and regular communication with stakeholders like customers or suppliers (this is
necessary because of the high level of specification or even customized solutions).
This, in turn, facilitates the implementation as well as maintenance of
relationships (cf. chapters 4.1.3.1. and 4.1.3.2). On top of this, sections 4.1.1.1 to
41.1.4 argue that German SME’ employees as well as leaders are highly
competent, motivated, loyal, intellectual agile and so forth. As such, they are
assumed to be able to perform the above mentioned specifications like identifying
and meeting stakeholders” wishes which, again, help to build good relationships.

Furthermore, it is highlighted that the interaction between HC and RC especially
impacts long-term competitive performance (Wang, Chang 2005: 231; Reed,
Lubatkin, Srinivasan 2006: 870; Do Rosario Cabrita, Bontis 2008: 229 et seqq.;
Kamukama, Ahiauzu, Ntayi 2010: 565; Khan 2011: 132). This is because HC is of
little value without RC and thus, only indirectly impacts business success. Employees’
IC, for example, influences, as mentioned before, stakeholders’ satisfaction,
loyalty, and retention which, in turn, has an impact on company success (Do
Rosario Cabrita, Bontis 2008: 218). Alternatively, a firm’s staff requires RC-inputs
such as market information in order to develop successful goods/services (Bontis
1998: 70). In accordance to chapter 4.2.1, there are no reasonable indications which
prevent transferring the international rationale into the German SME context.
Specifically, the introduction of chapter 4.1.3 (cf. particularly Jiirgen Bischof 2012:
10) exposes, for example, that German SME are almost worthless and unable to
survive without external contacts and relationships with, for instance, customers,
supplier, or capital providers. Thus, it can be assumed that HC cannot be
leveraged without customers who buy the firm’s products/services, suppliers

who deliver required inputs, etc.

Overall, the following hypothesis is formulated based upon this chapter’s
international reasoning in favor for a connection between HC and RC and its

transfer into the German SME context:
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Hypothesis 4b:

German SME” human capital is the origin of IC because
it has a positive impact on their relationship capital, which, in turn,
determines German SME’ lasting competitive business performance.

Consequently, human capital has an indirect impact on German SME’ corporate success.

4.2.3 Interaction of German SME’ Structural Capital, Relationship Capital,
and Lasting Competitive Business Performance

Apart from human capital (HC) being the origin of IC by influencing
structural capital (SC) and relationship capital (RC), various authors provide
evidence that SC and RC influence each other as well (Do Rosario Cabrita, Bontis
2008: 219 et seq. & 229; F-Jardon, Martos 2009: 605 & 612; St-Pierre, Audet 2011:
209 & 215). Specifically, the literature shows that one can either claim that SC
impacts RC (Wang, Chang 2005: 233; Do Rosario Cabrita, Bontis 2008: 229; St-
Pierre, Audet 2011: 215) or that RC influences SC (Bontis, Keow, Richardson 2000:
97; F-Jardon, Martos 2009: 612; Shih, Chang, Lin 2010: 85).

Concerning the former line of argumentation — i.e. SC impacts RC —, it is
important to highlight that international studies argue that organizational settings
such as communication structures, information systems, operational processes, or
high quality are the basis for creating, maintaining and improving external
relationships because they allow exchanging knowledge, identifying external
demands, meeting needs, and lastly facilitating transactions (Tseng, Goo 2005:
193; F-Jardon, Martos 2008 cited by F-Jardon, Martos 2009: 606; Kamaluddin,
Rahman 2009: 4; Cheng et al. 2010: 438; Khan 2011: 132). In more depth, the
literature particularly emphasizes the relevance of innovations as a precondition
to maximize stakeholders’ and especially customers’ benefits, to achieve their
satisfaction and thus, to contribute to good as well as potentially long-term
relationships (Tseng, Goo 2005: 193; Cheng et al. 2010: 438 & 446; Daud, Yusoff
2010: 143).
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Building on the knowledge of German SME and their IC (cf. chapters 3 and 4.1),
this research work believes that the international argumentations fit the German
context, too: On top of the aforementioned reason regarding innovation, one can
also note in the German SME context that structural aspects such as product
quality or punctuality of delivery influence, among others, customers’ satisfaction
(cf. chapter 4.1.3.1). Likewise, it can be argued that SC impacts RC because
German SME’ 'easy' organizational structure — e.g. decentralization, little work
division, small size — allows them to intensify their relationship (Simon 2007: 187,
163 & 170 et seq.) as well as to quickly respond to stakeholders” wishes and thus,
to increase their satisfaction, too. Furthermore, chapter 4.1.3.4 highlights that
SME’ corporate culture influences the choice of external relations — e.g. with
cooperation partners. An additional argument supporting the positive impact of
SC on RC concerns the fact that technological issues like state-of-the art
machinery may incentivize stakeholders and in particular (potential) cooperation

partners to engage in joint work.

Contrarily, the literature also puts forth arguments concerning the influence
of RC on SC. It is, for instance, mentioned that external stakeholders and their
(formal as well as informal) relations to a firm as well as loyalty and satisfaction
shape corporate culture, organizational structure, processes, routines, or manuals
and contribute to the creation of knowledge stocks via, among others, knowledge
flows or sharing (Bontis, Keow, Richardson 2000: 98; F-Jardon, Martos 2009: 605 &
613; Shih, Chang, Lin 2010: 87, Khan 2011: 132). Furthermore, diverse authors
believe that external relations are prerequisites to develop innovations which
have a positive impact on business performance — especially in today’s business
environment (Daud, Yusoff 2010: 143; Khan 2011: 132).

In line with the former paragraph, the above illustrated global reasoning can be
applied to the German SME context as well. In detail, the previous chapters on
customers, suppliers, alliance partners and informal networks (e.g. chapters
4131, 4132, 41.3.4 and 4.1.3.5) highlight, for example, the importance of
external inputs for innovations. In detail, these external partners provide
information and knowledge relevant for innovations or present their issues (or
even problems) and thereby push German SME to be innovative. Furthermore,

the discussion on suppliers, in particular, indicates that their performance and
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their deliveries (including their quality) impact German SME’ internal success
potentials (cf. chapter 4.1.3.2). Additionally, the positive impact of RC on SC can
be attributed to the fact that alliance partners give impulse for new ideas such as
new organizational structures or technologies via the exchange of knowledge and
expertise (cf. chapter 4.1.3.4). Lastly, RC may influence SC because German SME’
close stakeholder relationships facilitate easy and quick communication which, in
turn, reduced the need for (extensive) communication structures and/or

knowledge documentation.

After the above presented discussion about the two conceivable linkages
between SC and RC, this dissertation decides in favor of the argument that RC
has an in impact on SC. That is firstly because of the in chapter 1.1 introduced and
in chapter 2.3.2.2 deepened importance to adopt to external circumstances in
order to succeed in today's business environment. Secondly, expert interviews on
this matter are conducted within the scope of this dissertation (cf. chapter 5.2.3).
The outcomes of this qualitative research show that the majority of interviewe