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GLOSSARY

AAR: After-Action Review is a short, focused meeting for a small team, conducted by the team,
and usually only lasting 30 minutes or less. An AAR allows a team to capture useful operational
knowledge that is of immediate short-term benefit and that can be ploughed back into daily work
practices and processes.

ANC: African National Congress

ATM: Asynchronous Transfer Mode. An internationally standardised implementation of cell relay
technology, ATM represents the first worldwide standard to be embraced by the computer,
communications, and entertainment industry. The SONET standard for a high-bandwidth, low-
delay, connection-oriented, packet-like switching and multiplexing technique that uses packets
(cells) of fixed length (53-byte cells, 5-byte header and 48-byte payload) that are switched
throughout a network over virtual circuits. Standardised by the ITU-T in 1988 to create a
Broadband Integrated Services Digital Network (B-ISDN). Its ability to accommodate multiple
types of media (voice, video, data) and high-speed makes it a likely player for full service
networks based on ADSL and VDSL. Because of the architecture, ATM has the capability to run

from 45 Mbps using a DS3 to 2.5 Gbps using an OC-48. Also referred to as BISDN and Cell
Relay.

AWD: Automatic Workflow Distribution System that usually supports business process-based
integration, enabling modelling, automation, and continuous improvement of business processes,
routing information of any type according to user-defined business rules. As e-business
accelerates the demand for integration of applications within the firm, as well as integration of a
firm’s systems with partners, alliances, vendors, suppliers and business-to-business exchanges,
firms make use of workflow systems to automate and streamlines business processes both within
and beyond firm boundaries, through support of traditional applications-based workflow as well as
e-business integration workflow.

BANCASSURANCE: Bancassurance in its simplest form is the distribution of insurance
products through a bank's distribution channels (e.g., Auto-Teller Machines, Tele-Banking and
Internet Banking). In concrete terms bancassurance, which is also known as Allfinanz - describes
a package of financial services that can fulfil both banking and insurance needs at the same time.
It takes various forms in various countries depending upon the demography and economic and
legislative climate of that country.

BANTUSTAN: Bantustan refers to any of the territories designated as tribal “homelands” for
Black South Africans during the Apartheid era. These homelands were allocated to Blacks by the
White Apartheid government, and were designated to become independent states under a plan
called “separate development.” This plan would have given independence to Blacks in these
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newly created tribal states, while stripping them of their SA citizenship, leaving whites as the
majority in SA.

BEE: Black Economic Empowerment can be described as a process aimed at redressing the
imbalances in the ownership and control of South Africa’s economic resources by increasing Black
participation at all levels of the economy. This is done through job creation, poverty alleviation,
specific measures to empower Black women, education, skills transfer and management
development, meaningful ownership and access to finance to conduct business. Over the years, the
government has expanded the parameters of its empowerment objectives in business to include
training, affirmative action, affirmative procurement and equity ownership. Black economic
empowerment can also be seen as a way to deepen the economy and stimulate growth in the
country, by releasing the economic potential of the previously excluded, and disenfranchised,
majority Black population. The sectors most affected by empowerment are broadcasting, gaming,
fishing, IT and telecommunications, construction, transport, energy, mining, asset management in
the financial services sector, municipal services (including water and sewage provision),

education, health care and the defence industry. Altogether these sectors contributed 38.5% to the
South African GDP in 1998.

BPR: Business Process Reengineering — a systematic, disciplined improvement approach that
critically examines, rethinks, redesigns, and implements the redesigned processes of a firm. BPR’s
goal is to achieve dramatic improvements in performance in areas important to customers and
other stakeholders, and is also referred to by such terms as business process improvement (BPI) or
business process development (BPD), and business process redesign. While the term can be
applied to incremental process improvement efforts, it is more commonly and increasingly
associated with dramatic or radical overhauls of existing business processes, and typically relies on
information technology to achieve breakthrough results.

BRAIN DRAIN: Brain Drain can be defined as the one-way movement of highly skilled people

from developing countries to the developed countries that only benefits the industrialised (host)
countries.

BU: Business Unit

CAQDAS: Computer-Aided Qualitative Data Analysis Software Tool — also sometimes simply
called Qualitative Data Analysis Software (QDAS or QDA software) — searches, organises,
categorises, and annotates textual and visual data. Programs of this type usually support theory-
building through the visualisation of relationships between data and/or theoretical constructs.

CEO: Chief Executive Officer
CFO: Chief Financial Officer

CIO: Chief Information Officer



Glossary ix

CORE CAPABILITIES: Capabilities that are valuable and rent-producing in the marketplace
(“that differentiate firms in the game”), and are those capabilities that a firm relies on for its
competitive advantage (i.e., ‘order-winning capabilities’ or ‘critical capabilities’)

COSATU: Congress of South African Trade Unions

CPP: Cognitive Process Profile — a recruiting and personal development tool used for measuring
thinking (cognitive) processes, and is based on leadership theory and Eliot Jacques Stratified
Systems Theory. It looks at current and prospective employees’ positive style and five levels of
leadership (and provides an alleged realistic estimate of the rate at which a person can develop and
acquire new knowledge and cognitive skills).

CRCs: Complementary Resource Combinations, defined in this research, are not factor inputs like
tangible and intangible assets; they are complex combinations of assets, people, and processes that
firms use to transform inputs to outputs. Thus, CRCs can be viewed as a configuration or network
of assets or resources, which in turn implies that there will be specific relationships between the
assets or resources. Many of these configurations are a blend of ‘hard’ tangible assets (such as
buildings, equipment, people, training manuals) and ‘soft’ intangible assets (such as how well
teams work together and the relationships between the people in those teams, or the internal
culture) which simply cannot be easily recreated by another firm.

CRM: Customer Relationship Management - an information industry term for methodologies,
software, and usually Internet capabilities that help a firm manage customer relationships in an
organised way. For example, an enterprise might build a database about its customers that
described relationships in sufficient detail so that management, salespeople, people providing
service, and perhaps the customer directly could access information, match customer needs with
product plans and offerings, remind customers of service requirements, know what other products
a customer had purchased, and so forth.

CVM: Customer Value Management — a specialised type of customer relationship management.

DEMUTUALISATION: Until recently in the UK, building societies (the equivalent of the US
savings and loans) were almost the only source of mortgages and played a key role in personal
savings. These were always mutual societies, owned by and run for the benefit of their members,
with no shareholders taking profits. Fundamental changes in financial systems in the 1990s have
led many of them to turn themselves into banks — so ceasing to be mutual societies — because there
are fewer restrictions on the way banks do business and it is thought to be easier to raise finance
(fashion probably has something to do with it, too). This shift is furthest advanced in the UK and
South Africa, but is also taking place in Australia and elsewhere. The process is called
demutualisation and has been controversial, not least because members have been given cash
settlements to encourage them to agree to the change in status. This has led to people opening
accounts solely in hope of a windfall profit, a technique which has been dubbed carpetbagging in
the British press. The process has now extended to some British insurance firms which are also
mutual in structure.
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DSS: Decision Support Systems
DTI: Department of Trade and Industry

ECRM: Electronic Customer Relationship Management. The online version of CRM, utilising
and interfacing business processes and data with offline, back-end systems that gives firms a way
to conduct interactive, personalised communications with customers over both electronic and
traditional channels.

EDMS: Electronic Document Management System — provides a firm with all the software and
hardware required to insure that it maintains control over all its documents, both scanned images,
and files that were created on computer-like spreadsheets, word processing documents and
graphics. A complete EDMS includes document imaging, OCR, text retrieval, workflow, and
Computer Output to Laser Disk capabilities.

EE: Employment Equity - The Employment Equity Act (EE) of 1998 contains a number of
Employment Equity provisions providing for affirmative action and protection against, amongst
other things, unfair discrimination and sexual harassment.

EDI: Electronic Data Interchange System

ETHERNET: The most popular type of local area network, which sends its communications
through radio frequency signals carried by a coaxial cable or twisted pair wiring, at 1 or 10 Mbps.
Each computer checks to see if another computer is transmitting and waits its turn to transmit. If
two computers accidentally transmit at the same time and their messages collide, they wait and

send again in turn. Software protocols used by Ethernet systems vary, but include Novell Netware
and TCP/IP.

EWP: Employee Well-Being Programme. Firms are more aware of the fact that, on occasion,
personal problems outside the workplace can interfere with an employee’s ability to meet his or
her work responsibilities. Moreover, they recognise that, if left unresolved, such problems could
have a significant impact on the personal lives of employees and their families. As a result, they
offer a range of programmes by providing access confidential, professional support on a range of
issues such as marital or family distress, emotional difficulties, alcohol and drug abuse, difficulties
with a child, stress overload, HIV positive diagnosis and many others.

FAIS: Financial Advisory and Intermediary Services

FSC: Financial Services Charter. The charter seeks to improve the lives of thousands of Black
South Africans over the coming decade by redressing imbalances in ownership, procurement,
employment equity and access to financial services. The financial sector has been noted by the
central SA government as central to the economic development and transformation of the
economy, and this sector needs to address the following key issues: diminished Black ownership in
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the sector; low levels of operational Black participation; low levels of investment in areas of
national priority; dismal provision of access to financial services and products to the poor; a high
number of unbanked people; and insufficient support for Black firms and small- and medium
enterprises.

FSO: Financial Services Operation

GDP: Gross Domestic Product - the total of goods and services produced by a country over a
given period, usually one year.

GM: General Manager

HIV/AIDS: HIV stands for Human Immunodeficiency Virus, the virus that causes 4AIDS
(Acquired Immune Deficiency Syndrome).

HR: Human Resources

IM: Information Management
IS: Information Systems

IT: Information Technology

JAVA: A cross-platform programming language from Sun Microsystems that can be used to
create animations and interactive features on World Wide Web pages. Java programs are
embedded into HTML documents. Opera, Mozilla and Internet Explorer are Web browsers that
run Java applications. Using small Java programs (called applets), Web pages can include
functions such as animations, calculators, and other fancy tricks.

JSE: Johannesburg Stock Exchange

KEY CAPABILITIES: Capabilities that are merely necessary for the firm to be a player (“to be
in the game”) in its industry (i.e., ‘commodity capabilities’ or ‘threshold capabilities’)

LOA: The Life Officers Association of South Africa is an association of registered long-term
insurance firms conducting business in South Africa, and is a forum where member offices can
interact to promote their interests and the interests of current and future stakeholders. Established
in 1935, it seeks to promote the interests of the life insurance industry, and thus also of the insured
public, in three ways: (1) promote a better understanding of life insurance among the general
population of the country, (2) represents the industry and its policyholders in negotiations with the
authorities, and (3) it is in the name of the LOA that South African life insurers regulate their
industry.
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MAINFRAME: Originally it meant the cabinet containing the central processor unit of a very
large computer. After minicomputers became available, the word mainframe came to refer to the
large computer itself. The older computers used many large vacuum tubes and generated a lot of
heat, thus requiring specially air-conditioned rooms. A single computer might have hundreds of
users at a time. Today, because the large vacuum tubes have given way to transistors, a desktop
personal computer can have as much power as a mainframe computer that once filled a whole
room. Mainframes in use now often have smaller computers as front-end processors.

MBA: Masters in Business Administration
MD: Managing Director

NAIL: New Africa Investments Limited is one of South Africa’s first dedicated empowerment
firms, and was founded by the country’s pre-eminent Black entrepreneurs to provide previously
disadvantaged stockholders with a voice in the formal economy. The firm, mainly active in the SA
market, listed on the Johannesburg Stock Exchange in 1994, shortly after the first democratic

elections in SA, and to date it has functioned as an investment holding firm with publicly traded
subsidiaries.

NDA: Non-Disclosure Agreement

NT: Windows New Technology. A 32-bit operating system from Microsoft for high-end
workstations, servers, and networks, first released in 1993. It has built-in networking, pre-emptive
multitasking, multi-threading, memory protection, and fault tolerance. It can be used on PCs and
other types of computers, including DEC Alpha. Windows NT supports the Unicode character set,
which allows more characters than standard ASCII. The minimum requirements for Windows NT
are an 80386 processor, and at least 12 megabytes of RAM. Windows NT has become especially
popular as a server because of its extra security features. In order to avoid the negative associations

with first release of software, Microsoft decided to call the first release of NT as version 3.1 rather
than 1.0.

NP: National Party
OVA: Overhead Value Analysis

PANDEMIC: A pandemic is an epidemic that is geographically widespread; occurring
throughout a region or even throughout the world.

PC: Personal Computer
PDA: Personal Digital Assistant

PMP: Project Management Professional
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PPR: Policyholder Protection Rules

RAID: Redundant Array of Inexpensive Disks, is a method whereby information is spread across
several disks, using techniques such as disk striping (RAID Level 0) and disk mirroring (RAID
level 1) to achieve redundancy, lower latency and/or higher bandwidth for reading and/or writing,
and recoverability from hard-disk crashes.

R&D: Research and Development

ROIR: Return On Investment Rate

SA: South Africa

SACP: South African Communist Party
SANSA: South African Network of Skill Abroad
SLA: Service Level Agreement

SMS: Short Messaging System. A feature of PCS phones (primarily GSM) that allows users to
receive and sometimes transmit short text messages using their wireless phone.

SOUTH AFRICAN EMPLOYMENT EQUITY ACT: The S4 Employment Equity Act (EE) of
1998 contains a number of Employment Equity provisions providing for affirmative action and
protection against, amongst other things, unfair discrimination and sexual harassment.

TOKEN RING: Token-ring is a local area network in which computers are configured in a ring,
and a message called a token is passed from station to station. The token is used to avoid conflicts
in transmission; a machine can only transmit messages while it holds the token. The most common
type of token ring is defined in the IEEE 802.5 standard.

UCT: University of Cape Town
UK: United Kingdom

US: United States

WAP: Wireless Application Protocol — is the leading standard on wireless terminals like digital
mobile phones, and was designed to show Internet contents on such wireless clients. The WAP
standard is based on Internet standards (HTML, XML and TCP/IP). It consists of a WML
language specification, a WMLScript specification, and a Wireless Telephony Application
Interface (WTAI) specification.
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Y2K: Year 2000 Problem. Briefly defined, the Y2K problem involved any or all of these: (a)
representing the year as a two-digit number, causing failures in arithmetic, comparisons, sorting,
and input/output to databases or files when manipulating date data: incorrect software would
assume that the maximum value of a year field is "99" and would roll systems over to "00" which
could be mistakenly interpreted as 1900 rather than 2000, resulting in negative date calculations
and the creation of many overnight centenarians, (b) Incorrect leap year calculations would assume
that the year 2000 had only 365 days instead of 366. What’s more, although the 1** January 2000
was the primary witching hour, many date-dependent algorithms and forward-referencing systems
were already beginning to fail due to not properly classifying years divisible by 400; and software
values involving limited date ranges, including hardcoded values and "magic bullets," and (d) it
potential set limits to system date data types in hardware registers. There were many possible
systems at risk for the Year 2000 problem. In addition to mainframes, workstations, and PCs, there
were other systems sensitive to dates such as nuclear power stations, air traffic control systems,
phone and power systems, heat and light management systems, elevators, ATM machines, heart

pacemakers, kidney dialysis machines, etc. Anything with an embedded microcontroller had the
potential to fail.
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CHAPTER 1: INTRODUCTION

1.1 Introduction: Research Focus and Motivation

This research dissertation explores one of the classic themes in business research, i.e., how IT
enables sustainable competitive advantage. The literature review in this dissertation describes the
contribution of others in the fields of economics, strategy and IT management in creating and
maintaining competitive advantage. Although all three literature sources on competitive advantage
were rich with insights and macro-theoretical constructs, the researcher found that the within-firm
dynamics on how advantage is actually created, and sustained, somewhat “thin.” Many
researchers described the need for firms to differentiate themselves through developing core
capabilities — however, what was missing was “how these differentiators of advantage evolve
within the black box called the firm?” This research is an effort on the part of the researcher to
remove some of the mystery, by making the dynamics of the firm less opaque. Resource-based
theory (RBT) provided the intellectual foundation for this research, because it helped structure the
initial framework of how firm assets and resources can be made to create “rarity.” What RBT
lacked was a means of demonstrating “complementary-ness” of complex resources and processes
to create “rarity.” The researcher was keen to explore the micro-forces within firms that fuelled

the development of core capabilities.

1.2 Research Topic: Importance and Approach

This explorative research extends the examination of IT-dependent strategic initiatives that enable
sustained competitive advantage. This topic continues to be of interest to economists, and
business/IT researchers alike, because many businesses have created advantage with appropriate
complementary barriers to slow erosion of market competitive parity (Piccoli & Ives, 2005; Feeny,
Ives & Piccoli, 2003). This research addresses a concern of researchers such as Wiggins & Rueffli
(2002), that RBT’s notions of asset rarity, and barriers to replication and substitution remain

difficult to operationalise. It does so by probing into the internal efforts of firms to construct
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complementary resource combinations (described later in this research as CRCs) that create both

key- and core capabilities.

For practitioners whose firms are besieged by an ecological ferment of changing technologies,
fickle markets, and competitor mergers for global scale, understanding internal dynamics to enable
competitive sustainability becomes crucial. This research provides insights and a researched
sustainability framework that can potentially help these practitioners to re-jig the strategic agendas

in their firms to more effectively meet the challenges of their respective marketplaces.

For those researchers who are engaged in furthering the understanding of sustainable competitive
advantage, this research offers “food for thought” in providing new conceptual notions such as the
complementary-ness of resources, a framework that shows how firms use assets and resources to
create key- and core capabilities, new insights into the concept of causal ambiguity, and how IT-

dependent resources develop within firms to either erode or create advantage.

1.3 Contribution Summary of this Research

Based upon an extensive scan of the pértinent literature in eéonomics, business strategy and IT,
this research provided a contributory framework based upon the precepts of RBT, which firms can
use to better understand the complex internal processes and relationships that drive the key- and
core capabilities of a firm, with particular reference to those processes and relationships
emanating in, and around, IT. The two major contributions of this research are: (1) the
introduction of “complementary-ness” of assets in the form of complementary resource
combinations (CRCs), which introduces the notion that assets such as IT stocks are essentially
inert until combined with other processes, assets, and resources within the firm; and (2) a refined
“Framework of Sustainability” based upon the research evidence that creates a more robust and
potentially “operationalisable” model to enhance the furthering of understanding of micro-firm

efforts to create sustainable competitive advantage.
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The CRC construct provided this researcher with a conceptual toolset to investigate a firm’s
efforts to build distinctive competence. A key finding from this research is that IT assets per se do
not possess properties of rarity. Firms in this research used their IT assets with combinations of
business processes, human action, and functionally integrated project initiatives to develop

barriers to “replicability” which are socially complex and unique.

Building on previous research findings, this researcher presents a robust, pragmatic framework
which identified those elements, i.e., the complementary resource combinations (CRCs), that
firms can employ to gain, and sustain, competitive advantage, more specifically, in the chosen
industry. This “Framework of Sustainability” makes a significant contribution to the body of

knowledge in the discipline of IT, as gives better insight into:

o Sustainability: The evidence from this research offered a new way of conceptualising
how IT, in combination with other firm resources, can contribute to CRC development
as a firm develops its sustainable competitive advantage. Through the literature
review, a “Framework for Sustainability” was developed. The research evidence itself
has extended this framework to create a more robust “Framework of Sustainability”
which provided deeper insights into how firms create, sustain, and at times erode core
capabilities.

o Development of barriers to imitation: Evidence from this research demonstrated how
firms through their strategies, culture, leadership, processes, and resources created
socially complex and unique attributes of sustainability which contributed to a firm’s
strategic architecture of key and core capabilities.

e [T Impact: This study provided a focused look at the role IT played, and where and
how IT supported business initiatives (e.g., whether IT was involved in key- or core
strategic initiatives). This research posited that IT is more than an “inert asset,” but
acted as an enabler of CRCS and processes, and subsequently strategies, within firms.

Furthermore, new IT investment continually changed the combinatorial elements that
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supported key- and core capabilities, with the firm thus creating new CRCs as well as
changing or destroying old CRCs, and subsequent competitive possibilities.

o [Extending the concept of causal ambiguity. This research recognised that deterministic
cause/effect relationships between marketplace success and internal elements that
established a firm’s barriers to imitation does not exist; however, the argument is made
that internal (within firm) clarity may partially lift the veil of ambiguity by
understanding the degree to which “publically declared” strategies are actually
internalised as a firm creates sustainable advantage through combining complementary
resources to support value-generating, core capabilities. Most certainly a firm may
intentionally obfuscate those loosely causative relationships of resource combinations

to core capabilities from “public or competitor gaze.”

In order to achieve the above contributions to the body of research knowledge, this researcher
designed a study approach that was both, appropriate and robust, to gain insight into the concepts
necessary for development of the contributory “Framework of Sustainability.” Since the purpose
of this research was exploratory in nature (i.e., to investigate how firms use IT combined with
other resources to construct barriers of imitation), a qualitative design was proposed which used
the case study method; the primary tools for gathering evidence were semi-structured interviews
conducted within each firm and document-based evidence from both internal and publicly
available sources. In order to provide additional cross validation of the evidence, a “bottom-up”
view with evidence gained through focus groups, conducted in each firm, was also included in this
research. The use of managerial interviews, documentary evidence, and focus group data were

constructed to “triangulate” the evidence, thus strengthening the validity of the evidence.

1.4 Scope of the Research

This research explored the dynamics of competitive sustainability with firms. More specifically,
this research investigated these dynamics in the top four assurance firms within South Africa,
which all offered a wide range of insurance products, spanning both short-term (e.g., healthcare,

home, and automobile products) and long-term (life insurance, investment, and pension products).
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However, for purposes of this research, the focus was on the long-term assurance subsidiaries of
these firms. After an extensive scan of the literature on economics, IT management and business

strategy, especially as it pertained to resource-based theory (RBT), the following two, overarching

research questions were developed:

. How does IT impact competitive advantage in the context of the top personal
financial services (assurance) firms in South Africa?

e  Why do certain combinations of resources enable capabilities, particularly IT-
dependent capabilities, to become competitively advantageous to high-
performing personal financial services firms?

Within the context of this dissertation, information technology (IT) was defined in a “strategic”
sense as infrastructure and applications which are exploited to the advantage of a firm (Feeny,
1997; Morton, 1991). More specifically, this research did not take an “engineering, nuts and

bolts” perspective of the various IT assets of a given firm.

Although this research was not “quantitatively” designed, the researcher found it useful to develop
the following three propositions to help maintain the discipline of evidentiary development that
remained faithful to the two overarching questions stated above, as well as to a richer
understanding of the “Framework of Sustainability” introduced in Figure 2.3 in Chapter 2. These
were:

(1) IT assets can establish “rarity” within a firm, thereby contributing to its sustainable
competitive advantage (SCA).

(2) Firms combine a variety of complementary resources to meet marketplace challenges,
which includes developing both key- and core capabilities. In other words, differences in
the CRCs of firms will lead to differences in sustainable competitive advantage (SCA).

(3) A firm’s strategic architecture reflects both key- and core capabilities that sustain their

competitive advantage.
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1.5 Business Climate in South Africa (SA)

Since this research is based on case studies of South African assurance firms, a context for the
business climate is appropriate to help readers unfamiliar with SA. In SA, a new tripartite
government, consisting of the African National Congress (ANC), Congress of South African
Trade Unions (COSATU) and the South African Communist Party (SACP) took office in 1994
from the National Party (NP) which ran the Apartheid government for many decades. The New
ANC-led government established expectations through sensible policy-making to encourage
private businesses, public institutions and civil society organisations to transform their agendas
from their previous paradigms of benefiting the minority White population in the country, to
paradigms that were more inclusive of all South Africans. The SA government expected the shift
in political equality to be accompanied by shifts in economic equality, bringing the benefits of
education, jobs and wealth to all South Africans. The challenge of economic equality was, and
still is, significant. SA still has a large core of unskilled and semi-skilled people; many of whom
remained trapped by poverty, are poorly educated and HIV/AIDs infections are among the worst
in the world. For example, the percent unemployment in SA’s poorest third of the population has
run an average of 58% (Natrass & Seekings, 2000). Coupled with this was the pressure of global
competition, supported by the advent of rapid information and communication technology
advancements worldwide, which required SA businesses to become more aggressive in meeting
the challenges of global competition. The government, therefore, has increased its commitment to
investing in education projects and other complementary initiatives that are focused on developing
a richer core of human capital — and, as a result, the government has required the same actionable
intent from private businesses and civil society organisations. This has brought with it new
pressures and opportunities for the private sector to initiate actionable and trackable plans to
improve employment equity, create transparent, responsible corporate governance, better training
requirements and general skills development in their respective industries, and creative Black
economic empowerment arrangements to increase the ownership in large publicly-traded firms.
In addition to promoting a transformed social agenda, the SA government, over the past ten years,
has recognised its own responsibility in creating an economic environment conducive to

sustaining growth and stability. It has sustained growth rates of between 2% and 4% over the past
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five years and, through good fiscal discipline, has been able to reduce the budget deficits
(inherited from the previous NP) from 9.5% of GDP (including the deficits of the Bantustans) in
1993 to fractionally over 1% in 2002/03 and 3% in 2003/04 (PCAS, 2003). According to é recent
study (PCAS, 2003), SA has achieved levels of economic stability not seen in the country for 40
years. The balance of payments is sound, the national inflation rate remains contained and, after a
dip in foreign direct investment, there seems to be the promise of a slight resurgence in new
foreign direct investment (PCAS, 2003). In essence, the Government has managed the country’s

macroeconomic policies well.

1.6 Research Venue: SA Personal Financial Services Industry

The personal financial services (assurance) industry in SA is highly sophisticated, offering a range
of competitive products to the SA marketplace. This industry was selected as a venue for research

for the following reasons:

e Industry Size. The personal financial services industry was among the top five industries
in SA with an asset base in 1999 of well over R578 billion. It was also a highly
concentrated industry with four firms holding 91% of the market (Symeonidis, 2001). The
industry offered a full range of short-term products such as automobile, property and
medical insurance, to long-term products such as single premium insurance and investment
products such as unit trusts and fixed income annuity products to all segments of the SA
society. In addition, the largest firms in this industry provided “wholesale” products such
as re-insurance, as well as products customised for large unions and firm pension funds.

e Role of IT. The industry had invested heavily in IT for well over 40 years (Hartley &
Worthington-Smith, 2003); much of its early investment was to automate its billing and
accounting processes, using mainframe technology. The firms within the industry had
been on the cutting-edge of IT development, investing heavily to not only promote
efficiency gains, but also support its strategic endeavours for bringing customised products
to market (to meet its various market segments needs). This industry has continued to be
among the highest investors in IT within SA, spending significantly in hardware, software,

and outsourcing (Symeonidis, 2001; Hartley & Worthington-Smith, 2003).
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e Ease of Access. Two out of the four major assurance firms (the two largest in the country)
included in this study were headquartered in Cape Town. Since this researcher lived and
worked in Cape Town, the costs of arranging access and interviews and geography were
contributory factors in the choice of this industry. In addition, UCT’s Business School, as
well as this researcher, had long and established relationships with both the industry and
all four individual firms selected — thereby facilitating access to senior- executives and

management at these firms.

As discussed in the scope of this research section below, the assurance industry was ideal to

research how firms create barriers to imitation that sustain its competitive advantage over time.

1.7 Organisation of this Research

This study is organised into two parts. Part I is called “Establishing the Research Foundation”
and contains two chapters. Chapter 2 reviews the literature on competitive advantage; resource-
based theory is discussed in detail, using literature primarily from economics. In Chapter 3, the
study design is discussed, outlining the way in which the research was conducted. Part 2 is
described as “Presenting the Evidence.” Chapters 4 through 7 presents the evidence from the four
firms selected as participants in this research. It uses the “chain of evidence” approach introduced
in Chapter 3 to create higher levels of conceptual abstraction, that ultimately lead to the portrait of
the firm. Using the evidence gathered in the case studies, Chapter 8 presents patterns of insights
gathered through cross-comparative analysis, as well as focus group evidence taken from a
“bottoms-up” view from a non-managerial perspective; this evidence was used to cross-validate
findings found in the pattern analysis. This study concludes with Chapter 9 in which the key

findings, contributions, limitations and areas for future research are discussed.

An outline of the Dissertation follows:
e Chapter 1 Introduction
e Part 1: Establishing the Research Foundation
-Chapter 2: Literature Review
-Chapter 3: Research Design and Method
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e Part 2: Presenting the Evidence
-Chapter 4: Buffalo Case
-Chapter 5: Cheetah Case
-Chapter 6: Giraffe Case
-Chapter 7: Leopard Case

e Chapter 8: Comparative Case Analysis

e Chapter 9: Key Findings, Contribution, Limitations, and Suggestions for Future Research

e Appendices
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PART 1: ESTABLISHING THE RESEARCH FOUNDATION

In the following two chapters, the foundation for this research endeavour will be developed.
Chapter 2 will provide a more comprehensive review of the pertinent literature, supporting RBT
with particular emphasis on its application to the use of IT resources. In Chapter 3, a blueprint for
research is developed that lays out the design to implement the research endeavour into the four
SA firms with the explicit intent of investigating the research questions stated above, using a

resource-based theory framework, developed through an in-depth review of the literature.

Part 1 — Figure 1: Flow Chart of Foundation for Research

Chapter 2: Literature Review Chapter 3: Research Design
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CHAPTER 2: REVIEW OF THE LITERATURE

2.1  Introduction
As stated in the overarching research questions (in Chapter 1), the primary objectives of this

research were to understand how firms differentiate themselves in the marketplace in order to
successfully compete and extract returns, and what the role of IT is in ensuring the sustainability of
that advantage. In order to accomplish this, the literature on strategic theory and its economic
underpinnings are reviewed, i.e., from the two dominant schools of thought: industrial
organisational economics and resource-based theory. The reason for using an economic standpoint
is because economic theories are traditionally used when defining and thinking about competitive
advantage. The literature review is then also used as the argument basis for establishing the
research framework particular to this research, and the particular concepts (and terminology) to be
used in setting the boundaries for discussion throughout this research document. Thereafter the
chapter reviews IT, again through the lenses of the two dominant economic schools (since most of
IT literature lacks rigorous theoretical underpinnings and is essentially anecdotal), and focuses
more specifically on the issues and research surrounding IT and its impact on competitive
advantage. The chapter concludes by positioning IT in the proposed research framework,

essentially through combining the insights of the previous discussion in the chapter.

2.2 Strategy and Competitive Advantage
The competitive advantages that seem to endure through both good and bad economic, political,

technological and social times are highly prized by firms that possess them, and admired while
presenting the most frustrating challenges for competitors that do not have them. In this section
we look at the rise to prominence of strategic analysis and the two most dominant schools of
strategy in modern times that give insight into the “endurance/sustainability” aspects of advantage,
i.e., the industrial organisation school (10) and resource-based view school (RBV), and we look at

both their theoretical underpinnings as well as some criticisms of each of them. After the initial
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discussion on the strategic schools, it is the RBV school that is chosen as the theoretical basis for
the research framework discussed in this section (presented descriptively and diagrammatically),

around which some distinctions are made with regard to oft-used words such as “ability,”

9 <L 2% 66 % 4«

“competence,” “capability,” “resources,” “assets” and “strategic architecture.”

2.2.1 Rise to Prominence of Strategic Analysis

The dialogue on strategy is not new. For example, the revival of Sun Tsu’s treatise on “The Art of
War” (1963) and the Taoist Lao-tsu’s “Te-Tao Ching” (1989) have sparked interest among
business practioners who view the wisdom on strategy and leadership of these two sages relevant
to today’s business climate; even though both of them lived over 2000 years ago. As the industrial
revolution began to shape the commercial landscape in England, Wales and Scotland during the
18" century, Adam Smith (1776) was one of the first to observe and write about the “mercantile
system.” Smith’s notions — the division of labour, balance of trade between nations, stocks and
capital accumulation, and self-regulated markets — created what has evolved into a capatilist
ideology in which competition was viewed as one of the foundations of “good management.”
During the early half of the 20™ century, researchers began to develop concepts that later formed
the rudiments of strategic response to competitive forces (Chamberlin, 1939; Selznick, 1957,
Penrose, 1959; Schumpeter, 1934, 1950). In addition, both Bain’s (1956) focus on strategy in the
external environment, and Chandler’s (1962) suggestion that not only a firm’s structure, but also
its marketplace response embedded in its strategies were crucial to business success, propelled

strategy to centre stage in the mid-20™ century.

The field of modern strategy has largely been shaped around a framework first conceived by
Andrews (1971)}, who defined strategy as the match between what a firm can do (organisational
strengths and weaknesses) within the universe of what it might do (environmental opportunities
and threats). According to Collis & Montgomery (1995), although the power of Andrew’s
framework was recognised from the start, managers were given few insights about how to assess

either side of the equation systematically. The first important breakthrough came in Porter’s

! Kenneth Andrews (1971) in his classic book : The Concept of Corporate Strategy.
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(1980) book, in which he discussed his work built on the structure-conduct-performance paradigm

of industrial-organisational (10) economics’.

The principles of 10 economics generally dominated the strategy discipline during the 1980s>.
During this period, both academicians and practitioners focused more on the relationship between
strategy and the external environment. Porter (1980) advanced the idea that competition in any
industry is rooted in its underlying economic structure, and thus it is more than a superficial game
of moves and counter moves among participating firms, which was the dominant strategic thought
during the 1960s and 1970s. This view of strategy which was derived from industrial economics,
and reflected in Porter’s ‘5-forces’ framework which he proposed to explain the dynamics of
competition in an industry, presented strategy as a more analytical concept than previous attempts,
and was seen as a real departure from previous strategic thought. Porter (1980) expanded the Bain
(1956) concept to include such factors as the number and relative size of firms, the existence and
degree of product differentiation in the industry, and overall elasticity of demand for the industry.
His 5-forces framework stressed the fact that aggregation of the changes in five competitive forces
eventually alters the industry structure, viz., rivalry among existing competition, threat of new
entrants, bargaining power of customers, bargaining power of suppliers, and the threat of substitute
products and services. The collective strength of these five competition forces provides an

indicator to analyse the industry structure.

An important implication of this framework is the idea of extended rivalry. To understand
competition in an industry, one must look beyond current competitors to include customers,
suppliers, firms producing substitute products and potential entrants. Firms generally try to
manipulate the competitive forces in their industry in order to achieve comparative advantage over
competitors. There are certain generic strategies that can be employed to that end, and Porter
(1980) highlighted three such strategies: low cost leadership, product differentiation and the

pursuit of niche markets, which is similar to product differentiation strategies. Other such

? Since Bain’s (1956) concept of competition, competition from the IO economics perspective has been determined
based on the industry structure in which firms compete.

* Barney (1986¢) made the point that the concepts of IO economics were still common in the current theories of
strategy.
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strategies may include the exploitation of potential synergies with a firm’s customers or suppliers,
or the notion of gaining bargaining advantage over one’s customers and suppliers. Therefore, in
the 10 view, competitive advantage is defined as a position of superior performance that a firm
achieves through offering products or services at lower prices than other providers or by offering
differentiated products or services for which customers are willing to pay for premium (Lado,
Boyd & Wright, 1992).

In 1985, Porter introduced the concept of ‘value chain’ in conjunction with the concept of
competitive advantage. He argued that competitive advantage was the objective of strategy, and
competitive advantage can be understood only by examining a firm’s activities separately. Porter
maintained that each activity determines whether a firm is high- or low cost relative to its
competitors, and differences in value chain among competitors are sources of competitive
advantage. The value chain was developed as a tool to identify two types of competitive
advantage, i.e., cost leadership and differentiation. In contrast to the 5-forces analysis, which
focuses on the entire industry, value-chain analysis is oriented to a specific business within the

industry.

Porter (1985: 34) claimed that “a firm’s value chain is embedded in a larger stream of activities,”
and views a business as a “collection of value activities that are performed to design, produce,
market, deliver, and support its product.” These value activities are identified as primary and
support activities’. In Porter’s (1985) view, the support activities in the value-chain are there to
help the primary activities get better over time. Disaggregating a firm into its strategically relevant
activities enables the manager to understand both the behaviour of costs, and the possible bases for
differentiation. Competitive advantage potential can then be assessed by examining essential
differences among competitor value chains. Porter argued that the differences of the value chains
among competitors are the sources of competitive advantage. According to Cho (1996), Porter

revised the traditional IO view, with his value-chain framework, by stating that the sources of

* The primary activities are composed of five generic categories, i.e., inbound logistics, operations, outbound logistics,
marketing and sales, and service, whilst the support activities involve firm infrastructure, human resource
management, technology development, and procurement.
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competitive advantage are not only from the external environment but also from a firm’s internal

and unique characteristics, which was a missing link from most of the 10 research at the time.

Value-chain analysis is essentially an implementation tool, and assumes that the firm or individual
have already done an 5-forces analysis and know what strategy they want to pursue. The
framework of the value-chain is therefore used to deliver that strategy. If, however, it fails in its

task to do so, then Porter suggests a retreat and re-look at the value-chain within the firm.

There is no doubt that competition plays an important role in determining strategic position. The
argument from the 10 school is that when a firm faces many competitors, its strategic position is
vulnerable, resources are squeezed, profits are stressed, and even survival is threatened (Klepper &
Graddy, 1990; Shan, 1990). Because of the many look-alike firms and products in highly
competitive markets, it is difficult for firms to set themselves apart from others. In contrast, in
markets with fewer competitors, profits are higher (Klepper & Graddy, 1990; Porter, 1980) and
survival is more likely (Carroll & Hannan, 1989). Since the introduction of Porter’s frameworks
(1980; 1985) on competitive advantage, many practitioners and academicians have analysed the
concepts of competitive advantage from the IO point of view, and it still is the dominant model

taught at most Business Schools today.

2.2.2 Criticisms of the 10 School and I0-Based Strategy

Researchers in the field of strategic management have long understood that competitive advantage
depends upon the match between distinctive internal or organisational capabilities and changing
external or environmental circumstances (Andrews, 1971; Chandler, 1962; Hofer & Schendel,
1978; Penrose, 1959). Surprisingly, strategy research in the 1980s was almost exclusively focused
on the external environment, even though strategy has been defined as “the match an organisation
makes between its internal resources and skills ... and the opportunities and risks created by its

external environment” (Grant, 1991: 144).

As Porter (1980) contended that competition is determined by the industry structure, researchers

who understand the concept of competition from an IO perspective argue that the source of
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competitive advantage results from a firm's external environment, rather than from its internal
characteristics. IO economics emphasises industry attractiveness as the primary basis for superior
profitability, the implication being that strategic management is concerned primarily with seeking
favourable industry environments, locating attractive segments and strategic groups within
industries, and moderating competitive pressures by influencing industry structure and competitors
behaviour. Yet, empirical investigation has failed to support the link between industry structure

and profitability (Grant, 1991).

While Porter’s frameworks have provided many useful insights to both practitioners and
researchers, by concentrating on the external-opportunities- and threats side of the analysis, it
nonetheless suffers from several significant problems (Black and Boal, 1994: 131-132). First, it
runs the risk of being tautological, i.e., it posits that firms in attractive industries are successful.
They are successful because they are in attractive industries. Secondly, it has a limitation that
stems from the implicit advice it gives managers for formulating strategy. McWilliams & Smart
(1993) point out that it misdirects managers to focus on industry level characteristics, encouraging
them to expend resources on influencing the industry’s structure even though their firm will not
uniquely benefit from the changes, thus allowing competitors to free ride on the firm’s
expenditures. This has long been an argument, and problem, of marketing strategists’. However,
evidence (Roquebert, Phillips & Duran, 1993; Rumelt, 1991) suggests that, at best, industry
structure accounts for 8-15% of variance in firm performance. Furthermore, it has been shown that
firms basing their strategies on market power, significantly under-performed, on multiple
performance measures, their competitors who followed a resource-based strategy, e.g., Carr (1993)

in his analysis of the vehicle components industry.

Grant (1991) makes the point that business strategy should be viewed less as a quest for monopoly
rents®, and more as a quest for Ricardian rents’. A third and far more important limitation is the

one concerned with the issue of sustainability of competitive advantage. According to Grant

* The misdirected focus could possibly be justified if it can be shown that industry structure was the dominant
determinant of firm performance.

® The returns to market power.

7 The returns to the resources which confer competitive advantage over and above the real costs of these resources.
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(1991: 116), “in a world where customer preferences are volatile, the identity of customers is
changing, and the technologies for serving customer requirements are continually evolving, an
externally focused orientation does not provide a secure foundation for formulating long-term
strategy.” The framework of Porter is concerned with the cross-sectional problem and not the
longitudinal problem (Black & Boal, 1994). In their view, Porter’s- and the IO school’s analyses
put the spotlight on choosing the ‘right industries’ and, within them, the most attractive
competitive positions8 and does not address why some firms are able to get into advantageous
positions in the first place, and why some firms are able to sustain these positions and others are
not’. Although the value-chain framework did not ignore the characteristics of individual firms,

the clear emphasis was on phenomena at the industry level.

While this researcher agrees with most RBV theorists when they claim that IO researchers and

practitioners'®

overly emphasised the external environment, the writers quoted above who criticise
the work of Porter have misunderstood his frameworks''. Porter advanced the notion that the
secret to strategic success is to understand bargaining power. His frameworks, and hence strategic
analyses, were developed as tools for identifying and recognising the negatives factors within an
industry, and once a firm is able to recognise which of the factors are negative, they would then
know how to attack the most negative forces and which parts of their strategy needed to be
addressed. It was the Boston Consulting Group who developed the notion of being in the right
industries and being in the right position, and stating that bigger is better. Porter does not say that
where factors are negative, firms can not be successful and profitable. Nor did he make comment
about the importance of firms’ market share. Rather, he actually took the focus away from getting
into the right industries, and upheld the notion that it was possible for firms to make good profits,

as long as they produced a superior response to the negative factors.

¥ The cross-sectional problem.

® The longitudinal problem.

' Including Porter’s 5-forces framework.

' For instance, Porter never said that firms should get out of certain industries and into the ‘right industries,’ as
asserted by Black & Boal (1994).
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Another questionable claim by Black & Boal is their assertion that value-chain analysis is focused
on phenomena at the industry level. No researcher or practitioner seriously uses value-chain
analysis for looking at the industry level. What they are highlighting, is in fact merely the first
step in doing value-chain analysis, i.e., coming up with the building blocks once a view has been
taken of an industry sector — which does not constitute analysis of any sort. The actual value-chain
analysis looks within the building blocks, and comes from questions such as: “which of these

activities do we care about and why?”

Grant’s statement regarding the changing nature of customers, and the changing world, is
surprising and, in this researcher’s opinion, invalid. It is precisely the ability of a firm to adapt to
the competitive environment, by making use of its internal resources and capabilities, which
ensures its future survival. Grant does, however, draw our attention to the futility of a solely
externally-focused strategy. However, it would be equally dangerous for a firm to lose touch with

its customer-base and become solely focused on identifying internal capabilities.

As far as this research is concerned, the best, and most relevant, criticism of Porter and the 10
school is in regard to the notion of sustainability of competitive advantage. The question left
begging is: “So where is the lasting advantage?” It can be argued that the value chain, though
promising in identifying the mechanisms to sustainability, stopped short of going deeper into the
internal characteristics of firms, thus being unable to address the longitudinal problem. This is the
main drawback of these Porter frameworks, 10 research and applied strategy during the 1980s —
the inability to incorporate effective discussion and research into the issue of sustainability, and its
underlying mechanisms. By consigning competitive advantage to the imperatives of
industry/market structure, these theories apparently overlook the idiosyncratic firm competencies
elicited from managerial volition, organisational routines, reputation and culture that are potential

sources of sustained competitive advantage.
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2.2.3 Emergence of Resource-Based Theory

With the appearance of the concepts of ‘distinctive competence’ (Hitt & Ireland, 1985, 1986;
Hofer & Schendel, 1978; Snow & Hrebiniak, 1980), ‘core competence’ (Hamel & Prahalad, 1989,
1990) and ‘competing on capabilities’ (Teece, Pisano & Shuen, 1991), the focus of attention
among strategy academics changed from outside to inside the firm. As described by Hamel and
Prahalad, ‘core competence’ was a capability or skill that provided the thread running through a
firm’s businesses, weaving them together into a coherent whole. Ulrich & Lake (1990) re-
emphasised the strategic importance of identifying, managing, and leveraging core competencies
rather than focusing only on products and markets in business planning. These approaches
emphasised the importance of both of the skills and collective learning embedded in a firm and of
management’s ability to marshal them. This view assumed that the roots of competitive advantage
were inside the firm, and that the adoption of new strategies was constrained by the current level of
the firm’s resources. Hamel & Prahalad (1989; 1994) emphasised the importance of “competing
for the future” as a neglected dimension of competitive advantage. According to this view, the
firm had to not only be concerned with profitability in the present and growth in the medium-term,
but also with its future position and source of competitive advantage. This view required explicit
strategising about how the firm would compete when its current strategy configuration was either

copied or made obsolete.

Some writers have equated the activities the firm performs better than its competitors'> with its
core competencies. However, according to Long & Vickers-Koch (1995: 15), “by drawing
attention to activities, activity-based management keeps us focused on the present. We end up
rearranging the portfolio of current activities, instead of examining the potential the underlying

capabilities have for new activities, products and services.”

The idea that a core competence uniquely defined a firm, and was the source of value creation, was

intuitively appealing. Managers in multi-business firms began to conceive of their firms as

"2 And which are critical to its end products or services.
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portfolios of compe:tencies13 . Their role, therefore, was to nurture these competencies and deploy
them into the businesses. According to Collis & Montgomery (1997), this perspective suggested a
new, viable, and important role for CEO’s that resonated with executives'®. In practice, however,
these approaches often led to only partial solutions'®. Also, the initial discussion left out much of
the detail regarding how to develop a corporate strategy based on core competence. Thus,
meaningful application of the core competence notion was difficult because of the generality of its
level of analysis, and the absence of specific prescriptions. “The external environment received
little, if any, attention, and what we had learned about industries and competitive analysis seemed

to disappear from our collective psyche” (Collis & Montgomery, 1995: 121).

The management literature also suggests that a purely internal (competitive) approach may prove
inadequate because issues of external (social) legitimacy and reputation are also extremely
important (Bowman & Faulkner, 1997; Gray & Wood, 1991; Westley & Vredenburg, 1991).
According to Long & Vickers-Koch (1995: 18), “each company needs to look inward to
understand its own specific capabilities, and outward to identify its special opportunities in the
world around it.” Indeed, it has long been recognised that competitive advantage must be created
within a broader scope of social legitimacy (Bozeman, 1987; DiMaggio & Powell, 1983; Meyer &
Rowan, 1977, Selznick, 1957).

However, it has only been during the past decade that the resource-based view (RBV)'® of the firm
has re-emerged, articulating the dynamic relationships among firm resources, capabilities, and
competitive advantage. Its main merit is that it offered new insight into the issue of sustainability
of competitive advantage. Grant (1991) suggested that the resource-based perspective developed
as a result of the dissatisfaction surrounding the IO economics’ static, equilibrium framework.
Similar sentiments were echoed by Mintzberg (1994), in which he outlined the shortcomings in the

way strategies were developed in firms in years past, and elaborated on the weaknesses of the

¥ Portfolios of activities, not just as portfolios of businesses.

" Particularly after the pressures they had felt in the 1980s.

¥ Kodak, for example, restructured three times in five years around a competency in imaging before CEO Kay
Whitmore was replaced (Collis & Montgomery, 1997).

' The resource-based view (RBV) of the firm has also been termed resource-based theory (RBT), and these terms are
often used interchangeably in the literature, as well as in this document.
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traditional strategic planning process. The re-emerging RBV of the firm, however, helps to bridge
these seemingly disparate approaches and to fulfil the promise of Andrew’s (1971) framework. It
shares another important characteristic with industry analysis: it, too, relies on economic
reasoning, and it combines the internal analysis of phenomena within firms with the external
analysis of the industry and the competitive environment (McWilliams & Gray, 1995)"". Like the
capabilities approaches, RBV acknowledges the importance of firm-specific resources and
capabilities, yet it does so in the context of the competitive environment. Even Porter (1991)
posited that RBV builds on, but does not replace, the two previous broad approaches to strategy by

combining internal and external perspectives.

2.2.3.1 Resource-Based View and Its Roots

Early work on the resource-based of the firm'® initially came from the works of Chamberlin
(1933), Robinson (1933), Penrose (1959) and Selznick (1957). Subsequently, it has attracted
attention from additional researchers including : Lippman & Rumelt (1982); Wernerfelt (1984);
Barney (1986a; 1986b; 1986¢; 1989a; 1989b; 1991; 1992; 1993; 1995); Dierickx & Cool (1989;
1997); Conner (1991; 1994); Mahoney & Pandian (1992); Lado, Boyd & Wright (1992); Grant
(1991, 1995; 1996; 1997); Peteraf (1993); Amit & Schoemaker (1993); McGrath, MacMillan &
Venkatraman (1995); Azzone, Bertele & Rangone (1995); Collis & Montgomery (1997; 1995);
Chen (1996); Segal-Horn (1997) and Bowman & Faulkner (1997). So much attention has been
drawn to the RBV of the firm that it is considered to be a re-emerging theory in the strategy

discipline.

The idea of looking at firms as a broader “set of resources” goes back to the seminal work of
Penrose (1959). Chamberlin (1933) argued that a firm’s competitive advantage is achieved from

the firm’s unique assets and capabilities, and some the factors that were considered as a firm’s

' «“Instead of seeing the firm as a portfolio of activities only, resource-based firms look beyond activities to understand
the underlying skills and know-how that give the firm the ability to perform certain activities better than others. By
taking this deeper view, they free their thinking to see new and different applications of their underlying capabilities”
(Long and Vickers-Koch, 1995: 15). .

'® In many ways, the resource-based view (RBV) of the firm is an “old” set of ideas — Ricardo’s (1817) analysis of the
economic consequences of the “original, unaugmentable, and indestructible gifts of Nature,” with its emphasis on land
as a critical resource in fixed supply, has many linkages with modern resource-based theory.
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unique assets and capabilities are technical know-how, reputation, brand awareness, and the ability
of managers to work together (Cho, 1996). According to Chamberlin, heterogeneous
characteristics'° of firms create imperfect competition that allow them to enjoy monopolistic
competition. This monopolistic competition enables a firm to gain competitive advantage, which
leads to superior financial performance for a certain period of time (Barney, 1986c). Thus, in
order to achieve competitive advantage, firms should have a strategy to develop their idiosyncratic

resources.

Barney (1986¢: 794) asserted that this Chamberlinian view of competition is not that different to
that espoused by IO economists. He argued that the two models are complementary and indicated
the same strategic implication, which is that “firms should implement strategies, including product

2

strategies, which cannot be duplicated by rivals.” The traditional concept of strategy (Andrews,
1971) is phrased in terms of the resource position (strengths and weaknesses) of the firm, whereas
most of our formal economic tools operate on the product-market side?’. The integration of these

21

two views“' is presented by the SWOT approach (strengths, weaknesses, opportunities, and

threats) (Learned, Christensen, Andrews & Guth, 1969; Thompson & Strickland, 1990).

The concept of a firm’s unique assets and capabilities as the source of competitive advantage has
been incorporated into several research articles on distinctive competencies (Ansoff, 1976; Hofer
and Schendel, 1978), which has built on the work of Selznick (1957). These authors identified a
firm’s distinctive competencies as the source for competitive advantage and integral components
for corporate strategy formulation. This Chamberlinian concept of competitive advantage can be

linked to the re-emerging theory of RBV/RBT.

In contrast to the early literature on core competence, the RBV more broadly and accurately

defines the assets that can function as core competencies and lays out the conditions under which

'% «Firm heterogeneity can represent an important source of competitive advantage for firms” (Barney, 1986c¢: 793).
2 Some of the strategy theorists like Lenz (1980), Kotler (1976), and Stevenson (1978) alleged that firms seek
strategies which exploit their unique strengths, while avoiding their weaknesses.

21 Even Porter (1991) recognised that a firm’s unique strengths and weakness play an equally important role as the
industry structure for strategy implementation in determining competitive advantage.
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they can be sources of value for the firm. Though relatively new to the field of strategic
management, it addresses some of the most fundamental questions of business-unit strategy: Why
is one firm different from another? Why is one firm more profitable than another? What makes a

competitive advantage sustainable?

2.2.3.2 Basic Concepts of the Resource-Based View

The RBV takes the ‘core competence’ thinking one step further: it posits that competitive
advantage can be sustained only if the capabilities creating the advantage are supported by
resources that are not easily duplicated by competitors. In other words, firms’ resources, or
combinations of resources, must raise ‘barriers to imitation’ (Rumelt, 1984)*2. The crucial aspect
(requirements) for competitive advantage involves the productive services (capabilities) of rent-
generating resources and resource combinations, within the firm, which cannot be easily imitated
or substituted. The notion of isolating mechanisms (at the firm level of analysis) is an analogue of
mobility barriers at the strategic group level (Caves & Porter, 1977; McGee & Thomas, 1986),
which are themselves an extension of Bain’s (1956) entry barriers at the industry level. In this
sense, according to Mahoney & Pandian (1992: 371), the RBV utilises a central concept of the
structure-strategy-performance paradigm from JO literature, albeit at a different level of analysis.
They further claim that “these isolating mechanisms® explain ex post a stable stream of rents and

provide a rationale for intra-industry differences among firms.”

The firm and its resources are the focal level of analysis in this re-emerging strategy theory (Chen,
1996), and the underlying orientation considers a firm as a unique bundle of linked, idiosyncratic,
tangible and intangible assets and resources (Penrose, 1959; Wernerfelt, 1984; Hall, 1992). One of
the central notions of RBT?* is that firms in the same industry compete with substantially different
bundles of resources using disparate approaches. The resource-based perspective is not about

reviewing the attractiveness of entire industries and their profit and growth potential for new

22 Rumelt (1984) called such impediments to the imitation of what a firm has, or does, ‘isolating mechanisms’ — the
great wall around a sustainable competitive advantage, and the essential theoretical concept for explaining the
sustainability of rents in the resource-based framework.

% Barriers to imitation.

* Made explicit in Wernefelt’s (1984) empirical observations.
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entrants, rather it is about what individual firms can do to understand themselves better. It gives
attention to skills and know-how that firms may take for granted. A basic assumption of the
resource-based work is that resource bundles and capabilities are heterogeneously? distributed
across firms, and that each firm is idiosyncratic because of the different resources and assets it has
acquired over time, because of differing histories of strategic choice and performance, because
management of these firms appear to seek asymmetric competitive positions, and because of the
various routines it has developed to manage them (Wernerfelt, 1984; Barney, 1991; Teece, Pisano
and Shuen, 1991). Similarly, Bowman & Faulkner (1997: 33) assert that the resource-based
approach assumes a state of disequilibrium as the norm: that “firms differ essentially from each
~other for reasons of history, of differing assets endowments both inanimate and human, and
through the development of distinct capabilities. At given moments, industries will display
characteristics that make certain factors key to superior profitability for possessing them.” This
has consequences not just in exploiting existing assets specific to individual firms?®, but also for
the (dynamic) development of new capabilities through learning and capability accumulation. In
fact, Grant (1991) argues that for most firms, the most important capabilities are likely to be those

which arise from an integration of individual functional capabilities.

Such strategic capabilities are what Kay (1993) calls ‘distinctive competencies.” In general, and
using Kay’s language, distinctive competencies refer to pools of cumulative experience,
knowledge and systems that exist within a firm and that can be used to reduce the cost or time
required to create a new resource or extend an existing one. They include the ability to access,
internalise and apply new knowledge. Indeed, this may be regarded as the defining characteristic

of a competency-building firm.

Teece, Pisano & Shuen (1990: 38) asserted that strategy is about “choosing among and committing
to long-term paths or trajectories of competence development.” These authors call this a ‘dynamic

capabilities approach,’ to emphasise that the building of distinctive capabilities is a process, and

% Peteraf (1993) state that firms hold heterogeneous resource portfolios whether by history, accident, or design — and
that this resource heterogeneity is responsible for observed variability in financial returns across firms.
% Organisation-specific or firm-specific assets.



Chapter 2: Literature Review

one which must be carried out over long periods of time. Put another way, it means that ownership

of these bundles of assets and resources®’, together with the use the firm is able to make of them,

determines the difference in performance between one firm and another, in the same sector. Even

if ‘bought’ as part of an acquisition, getting the old and new resources to work together to produce

an enhanced capability?® is itself dependent on the organisational capability to integrate two sets of

resources post-acquisition (Segal-Horn, 1997).

Two important concepts are often underplayed in the literature :

(a) resource endowments are ‘sticky’ and likely to constrain a firm’s strategic choices (Teece,

Pisano & Shuen, 1991; Collis, 1991)29. Because many of these resources and capabilities

cannot be accumulated instantaneously, a firm’s choice of strategy is constrained by its current

stock of resources and the speed at which it can acquire or accumulate new ones. This is

because resources may diminish in value or relevance over time, yet firms may be unwilling or

unable to develop new ones. Thus, according to Segal-Horn (1997: 14), “existing sets of

resources may become prisons of strategic thinking®®.” Firms can get locked into thinking of

their existing resources and capabilities as unique, and fail to notice that what was unique has

been copied by competitors, so that everybody can do it and the whole sector standard has

moved on. Fundamentally, it is the resources of the firm which limit the choice of markets it

may enter, and the levels of profits it may expect (Wernerfelt, 1989). Therefore, although the

RBYV view allows for the systematic assessment of these internal elements of strategy, it is

important to stress that an analysis of the resources themselves can only take place in the

context of the firm’s competitive environment (Bowman & Faulkner, 1997). Without

asymmetries in resource stocks, and constraints on the rate of change, any firm could elect to

follow any strategy it wished (Collis & Montgomery, 1997). As a result, successful strategies

27 A firm’s competitive position and advantage in the industry are defined by its unique asset and resource bundle
(Rumelt, 1984; Conner, 1994).
8 What is often described as ‘synergy’ at the time of a merger.
? Collis (1991 : 5 1) made this point explicit: “Strategy is constrained by, and dependent on, the current leve] of
resources ... the firm’s asset investments, which in aggregate are the fundamental determinants of its strategic
gosition.”

They become recipe-like.
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would be very quickly imitated and profits rapidly driven to zero. Resources, therefore, are the

substance of strategy, the base essence of sustainable competitive advantage (SCA); and

(b) RBT is an approach to strategy which emphasises the role of management in determining
how well, or poorly, they use the assets which their firms possess. Amit & Schoemaker (1993)
argue that uncertainty, complexity and conflict, both inside and outside the firm, constitute the
normal conditions under which managers have to manage. However, this leaves room for
‘discretionary managerial decisions on strategy crafting’ (Lado, Boyd & Wright, 1992;
Bourgeois, 1984; Child, 1972; Smircich & Stubbart, 1985; Weick, 1979). In other words, it is
precisely such uncertainties that create the opportunity for heterogeneity between firms to
develop, often as a result of better or worse decision-making by managers about the external
environment or the internal resource mix®>'. From a post-Coasian perspective, managers’
choices as to both the mode of coordination and whether to coordinate tasks within the
boundaries of the firm, or not, determines the types of strategies firms employ — the focus
being task coordination, as opposed to a resource usage focus. As Coase (1937) pointed out,
the advantages of the firm-mode over the market-mode diminish as marginal costs of
coordination increase with more tasks being coordinated within the boundaries of a firm.
However, increasing marginal costs of coordination make room for competition between firms
for the coordination of specialised tasks, creating a pattern of vertical specialisation in the
chain of production. This reduces the overall cost of coordination relative to both coordination
within one firm and pure market coordination (Foss, 2000)*?. From an RBV perspective,
however, Penrose (1959: 75) argues that: “It is the heterogeneity ... of the productive services
available or potentially available from its resources that gives each firm its unique character.”

Top managemc:-,nt33 in a diversified enterprise can be a significant and distinctive resource if it

*! A firm may achieve rents not because it has better resources, but rather the firm’s distinctive competence involves
making better use of its resources (Penrose, 1959: 54).

32 Essentially, Coase (1937) and post-Coasian economics take the costs of coordinating various tasks, as well as the
extent of specialisation in the economy as given, and proceeds to analyse why not all transactions among specialised
agents are coordinated in either firms or in open markets.

33 Lado, Boyd & Wright (1992) made the point that the distinctive competencies or capabilities do not merely “accrue”
to the firm (from a good “fit” with industry/environmental requirements), but may consciously and systematically be
developed by the wilful choices and actions of the firm’s strategic leaders ( Bourgeois, 1984; Child, 1972; Smircich
& Stubbart, 1985; Weick, 1979).
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uniquely contributes to the sustained profitability of the enterprise (Castanias & Helfat, 1991).
The firm may make better use of human capital by correctly assigning workers to where they
have higher productivity in the organisation (Tomer, 1987), and the firm may make better
allocations of financial capital toward high yield uses (Bower, 1970; Williamson, 1975). A
rich connection among the firm’s resources, distinctive competencies and the mental models or
‘dominant logic’ (Prahalad & Bettis, 1986) of the managerial team drives the diversification
process (Ginsberg, 1990; Grant, 1988). Amit & Schoemaker’s (1993) article suggests that the
challenge facing managers is to identify a set of ‘strategic assets’ directly arising from the
firm’s resources and capabilities. These will be developed as the basis for creating and
protecting their firm’s sustainable sources of advantage. Penrose (1959: 77) argues that unused
productive services of resources “shape the scope and direction of the search for knowledge.”
The services and rents that resources will yield depend upon the dominant logic of the top
management team, but the development of the dominant logic of the top managerial team is

partly shaped by the resources with which they deal.

Two important, and related, empirical studies (Montgomery & Wernerfelt, 1988; Wernerfelt &
Montgomery, 1988) suggest that the RBV of the firm provides a theoretical underpinning for
explaining and predicting significant firm effects. The RBV of the firm therefore seems
particularly useful in differentiating competitors from a strategic point of view (Amit &
Schoemaker, 1993; Barney, 1991; Mahoney & Pandian, 1992; Teece, Rumelt, Dosi & Winter,
1994), and is a powerful alternative to the market-positioning view, or privileged-product market
positions, in explaining sources of competitive advantage over time (Rumelt, 1991; Stopford &
Baden-Fuller, 1990; Barney, 1986b; Wernerfelt, 1984; Gabel, 1984; Dierickx & Cool, 1989)**.
While 10 analysis attempts to characterise the behaviour of a ‘representative firm,’ the resource-
based approach focuses on the key success factors of individual firm behaviour to achieve firm-

specific advantages by a portfolio of differential core skills and routines, coherence across skills,

** A number of strategy scholars, and as early as the early 1980s (Barney, 1986b; Wernerfelt, 1984; Gabel, 1984),
have expressed the concern that much of the strategy literature focuses too narrowly on privileged- product market
positions as a basis for competitive advantage and above-normal returns. Dierickx & Cool (1989) made the point that
the resource bundles that need to be deployed to achieve, or protect, such privileged-product market positions is often
overlooked.
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and unique proprietary know-how (Mahoney & Pandian, 1992; Aharoni & Sticht, 1990; Dosi,
Teece & Winter, 1990; Prahalad & Hamel, 1990). This view, as a framework of analysis to
strategy formulation, has gained, and is still gaining in popularity among strategy theorists (Reed
& DeFillipi, 1990; Summer, Bettis, Duhaime, Grant, Hambrick, Snow & Zeithami, 1990; Meyer,
1991; ‘Porter, 1991; Peteraf, 1993; Barney, 1991, 1992).

2.2.3.3 Criticisms of RBT

According to Grant (1991: 115), the implications of RBT for strategic management are unclear for
two reasons: (a) the various contributions lack a single integrating framework, and (b) little effort
has been made to develop the practical implications of this theory. Bowman & Faulkner (1997:
34) believe that “although the firm’s unique resources help to explain why some firms outperform
their rivals, this is only one part of the explanation.” They make the point that a firm may have
great skills in producing a product for which there is little demand, so when assessing the value of
a firm’s resources some account needs to be taken of the context within which the firm is
operating. They claim that “most contributors to the RBV of the firm recognise this problem, but
they either tend to assume a resource is valuable and they then focus their attention on problems of
other firms copying these resources, or they define valuable resources in rather vague and
generalised ways.” Bromiley (1993), similarly, notes that RBT requires some concrete definitions
of resources that is more insightful than ‘anything that leads to performance.” Both Fiol (1991)
and Peteraf (1993) acknowledged the difficulty in determining a priori what firm resources might
lead to sustainable competitive advantage, given the inherent uncertainty of the external
environment. Nonetheless, Bromiley’s (1993) call for the operationalisation of RBT is well taken,
and will be one of the objectives of this research. Barney (1992) and Barney & Griffin (1992)
begin to address this issue by identifying the needed characteristics of firm resources and present
this in the VRIO framework®. However, the VRIO framework, while implicitly acknowledging
the importance of a dynamic view, treats the evaluation of resources from a stand-alone viewpoint,

ignoring how resources are nested in and configured with one another and the nature of

3% The framework assesses the economic performance implications of resources by evaluating the resources for the
characteristics of value, rarity, inimitability and organisational orientation (Barney, 1992; Barney & Griffin, 1992).
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relationships between them. Thus, while Barney talks about bundles of resources, the VRIO

framework treats resources as singular distinct items.

Porter (1991: 108) argues that the RBV of the firm runs the risk of being tautological: “Successful
firms are successful because they have unique resources. They should nurture these resources.”
However, in 1993 Barney responded to Porter’s assertion by pointing out that the independent
variables of RBT are defined at one level of analysis (the level of resources or bundles of
resources) while competitive advantage (the dependent variable), not economic rent per se, is at a
different level of analysis (the level of strategies that the firm is pursuing) (Black & Boal, 1994).
In essence, the independent variable is at the functional level and the dependent variable is either at
the business or corporate level. This eliminates the charge of being tautological. The strategic
significance of firms’ resources and capabilities has been heightened by recent observations that
firms that are better able to understand, nurture, and leverage core competencies (Prahalad &
Hamel, 1990), outperform those that are preoccupied with more conventional approaches to
strategic business planning. However, a firm’s commitment to the existing competency-base also
may make it difficult to acquire new resources or capabilities. Put another way, the RBV may lead
to a firm that is like the “proverbial child with a hammer” — everything starts looking like a nail
(Hart, 1995). The fear is that RBT then leads to an overly internal perspective that provides little
insight into what the firm should try to do to improve its situation. Bowman & Faulkner (1997:
35) describes how some firms are using consultants to conduct competence audits, and quote one
firm which “was cheerfully informed by consultants that it had 39 core competencies” — extremely
unhelpful, they claim. Technological discontinuities or shifts in external circumstances may
render existing competencies obsolete or, at a minimum, invite the rapid development of new
resources (Tushman & Anderson, 1986). Under such circumstances, core competencies might

even become “core rigidities” (Leonard-Barton, 1992).

An increasing concern with RBT is the need for innovation in fast changing environments (Teece,
Pisano & Shuen, 1990). Just as RBT is really a re-emergent theory from the 1930s and 1950s, the
notion of innovating as a means of sustaining competitive advantage is not a new idea either.

Strategy, it would seem, comes in waves and recurring cycles. Schumpeter (1934) explained
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competition by focusing on revolutionary technological and product market shifts. Similar to the
recent ‘dynamic capabilities approach’ (Teece, Pisano & Shuen, 1990), the sense of continual
renewal and regeneration (of industries) in Schumpeter’s theory of ‘creative destruction 36>
suggested that all developed economies are in a state of continuous renewal and reorganisation, but
that such flux was entirely ‘creative,” and to be welcomed since it generated innovation and in
turn, economic growth. In the same way, resources and capabilities must not be treated as fixed,
but as.evolving in response to the evolving strategic intent of the firm. Thus, only firms that either
are able to make revolutionary changes or firms that have a unique ability to adapt to the
revolutionary innovation are able to achieve competitive advantage over other competitors. Early
strategists did not focus on contextual change. Unlike competition defined by the IO economists
and Chamberlinian theorists, Schumpeterian competition does not presume a level of stability in
the business environment. Schumpeter urges organisations to ‘go out’ and ‘create contextual

change.’

Additionally, with revolutionary changes, a firm can only predict imperfectly what actions its
competitors will seek to implement. Barney (1986b) argues that the characteristics of instability
and imperfect prediction result in a firm’s good or bad luck. The concept of luck, which is
considered as an attribute of the source of competitive advantage by Barney (1986b), is difficult to
be incorporated into strategic planning. Barney (1986b) argued that this is one of the reasons why
Schumpeterian competition has not been explored for normative theories of strategy as much as
the I0- or Chamberlinian routes. However, he continues by claiming that the concept of
Schumpeterian competition can be integrated with the other two models in order to be incorporated
into strategic planning. The concept of Chamberlinian competition can be integrated with it by
viewing revolutionary changes as one of a firm’s assets and capabilities, while the integration with
the 10 framework can be applied by considering revolutionary changes as an attribute that changes
the industry structure. Barney (1986b) maintained that only a model that integrates these three
concepts of competition will enable a firm to develop a better strategy in order to gain competitive

advantage.

3 Revolutionary innovations, called “creative destruction” by Schumpeter, are the sources of competitive advantage
(Barney, 1986¢).
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2.2.4 Research Definitions and Research Framework

A number of researchers and academics have developed their own terminology when discussing
RBT and competitive advantage, and therefore, for the purposes of this research, it is important to
clearly define the language, and its meaning, that will be used throughout the research for such
concepts as ‘assets’, ‘resources’ and ‘capabilities.’ Initially, this section will look at what various

authors use as their language in the ongoing conversation of RBT and competitive advantage.

Grant (1995) claims that ‘resources’ are inputs into the production process — they are the basic
units of analysis, but, on their own, few resources are productive. The individual resources of a
firm include items of capital equipment, skills of individual employees, patents, brand names,
organisational culture, finance, etc. Productive activity, according to Grant, requires the co-
operation and co-ordination of teams of resources. Wernerfelt (1984) defined a firm’s resources,
“at any given time, as those tangible and intangible assets which are tied semi-permanently to the
firm, e.g., brand names, in-house knowledge of technology, employment of skilled personnel, trade
contracts, machinery, efficient procedures, capital, etc.” Several other researchers (Barney, 1986;
Itami, 1987; Aaker, 1989; Porter, 1991; Mahoney & Pandian, 1992; Black & Boal, 1994) use the
terms ‘assets’ and ‘factors’ when decomposing firm resources into combinations of resource

‘factors’ or ‘assets’.

Dierickx & Cool (1989) suggested that resources should be differentiated as either ‘asset flows’ or
‘asset stocks.” According to the authors, an ‘asset flow’ is a firm resource that can be obtained or
adjusted immediately, whilst an ‘asset stock’ is a firm resource which cannot be adjusted
immediately and which is built over time from asset flows®’. For example, a reputation for quality
may be built (rather than bought) by following a consistent set of production policies, quality

,38i

control policies, etc., over some period of time. Similarly, a reputation for ‘toughness’”® is

established through a history of aggressive behaviour, and so on. The same goes for factors such

*7 The authors illustrate the distinction between stocks and flows through their ‘bathroom metaphor’: “at any moment
in time, the stock of water is indicated by the level of water in the tub; it is the cumulative result of flows of water into
the tub (through the tap) and out of it (through a leak)” (Dierickx & Cool, 1997: 164)

38 Readiness to retaliate.
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as firm-specific human capital, dealer loyalty, R&D capability (as opposed to a specific
technology), etc®®. The common element is that the strategic asset is the cumulative result of
adhering to a set of consistent policies over a period of time. Put differently, strategic asset stocks
are accumulated by choosing appropriate time paths of flows over a period of time. A crucial
point illustrated by the authors’ insight is that 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.

The term “capabilities” was introduced to economics by Richardson (1972), who admits his
analysis is developed from Penrose’s (1959, 1995: 24-25) conception of a firm as a collection of
physical and human resources which may be deployed in a variety of ways to provide a variety of
productive services. Penrose (1995) makes the point that it is never ‘resources’ themselves that are
the inputs in the production process, but only the ‘services’ that the resources can render. In fact,
Penrose explicitly avoids the terms “factors of production” because it fails to distinguish between
resources and the services that they yield, and thus obscures the range of orientations that may be
implicit in any collection of resources — which is essential to her explanation of the growth and
distinctiveness of firms. According to the author, the services yielded by resources are a function
of the way in which they are used — exactly the same resource when used for different purposes or
in different ways and in combination with different types or amounts of other resources provides a
different service or set of services®’. Penrose, in effect, is suggesting that resources are stocks and
services are flows — and it is largely in this distinction that we find the source of the uniqueness of
each individual firm. Richardson (1990: 231; 1972: 888) insists on a similar distinction: “It is
convenient to think of industry as carrying out an indefinitely large number of activities, activities
related to the discovery and estimation of future wants, to research, development, and design, to

the execution and coordination of processes of physical transformation, the marketing of goods,

* In text example of R&D, the amount of water in the tub represents the stock of know-how at a particular moment in
time, whereas current R&D spending is represented by the water flowing through the tap. The fact that know-how
depreciates over time is represented by the flow of water leaking through the hole in the tub.

“® Even as early as 1959, Penrose made a crucial distinction between resources and services (services as bundles of
resources): “resources consist of a bundle of potential services and can, for the most part, be defined independently of
their use, while services cannot be so defined, the very word ‘service’ implying a function, an activity” (Penrose,
1959: 25).
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and so on. And we have to recognise that these activities have to be carried out by organisations
with appropriate capabilities, or, in other words, with appropriate knowledge, experience, and
skills.” Richardson’s focus was on the distribution of economic activities between firms and the
ways in which these activities were coordinated, and Penrose’s on the sources and directions of
growth for individual firms; both rely on the differences between firms in the capabilities that they
possess and in the uses to which they put these capabilities, and in the differential development of

these capabilities and uses over time*!.

Bowman & Faulkner (1997: 49) writes about how activities within a firm combine to deliver ‘key
competencies,” and that these activities themselves are combinations of three factors: resources,
systems and know-how — each of which typically has different characteristics. According to the
authors, ‘resources’ are the basic factors of production involved in the creation of a product or
service. Thus, materials, machinery, technology, location, premises, labour, brands, and reputation
may all be regarded as factors of production that are necessary before a product or service can be
manufactured or performed. Similarly, they define ‘systems’ as the methods by which the
resources are brought to life, i.e., co-ordinated and deployed in the value activity. “Systems are
usually explicit and well understood, and they can often be codified into written procedures,”
according to Bowman & Faulkner. Finally, they define ‘know-how’ as the term used to represent
the individual or group capability to work the systems. According to the authors, it is present in
individuals and can be embedded throughout the organisation, but is not codified - as soon as it

becomes so, it has to be reclassified as a system.

Bowman & Faulkner (1997: 35) further distinguish between ‘key competencies’ and ‘core

competencies.” They describe ‘key competencies’42 as those “required by any firm to be a serious

3

and successful player in a particular market,” and ‘core competencies’* as “what the firm happens

to be good at.” So their approach enables firms to anchor or benchmark an assessment of the

! Together, they provide the economic basis for what has come to be called the capabilities (or competence) theory of
the firm.

2 Key competencies are derived from an understanding of the requirements to compete in a particular market arena.

“ Core competencies are firm-specific.
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firm’s core competencies (internal focus) against some external criteria, the key competencies

required to compete in a given market.

Wernerfelt (1984: 172) broadly defines a ‘resource’ as “anything which could be thought of as a
strength or weakness of a given firm.” Daft (1983), similarly, has suggested that ‘resources’ are all
assets, capabilities, organisational processes, controlled information or knowledge which enable
that firm to develop and implement strategies that improve its efficiency and effectiveness. This
confuses the important difference between resources and capabilities. A ‘capability,” according to
Grant (1995), is the capacity for a team of resources to perform some task or activity. Similarly,
Amit & Schoemaker (1993) claim that ‘capabilities’ are the outcome of using groups of resources
in particular ways. Creating capabilities is not simply a matter of assembling a team of resources:
capabilities involve complex patterns of co-ordination between people and between people and
other resources*, and assets®, and perfecting such co-ordination requires learning through

repetition.

Segal-Horn (1995) refers to ‘capability’ as the combination of firm resources into ‘resource
clusters’ which makes different firms different. The firm’s capability lies upstream from the end-
product — it resides in skills, capacities, and a dynamic resource fit which may find a variety of end
uses (Mahoney & Pandian, 1992; Caves, 1984; Teece, 1982; Ulrich and Lake, 1990). Nelson &
Winter’s (1982) concept of ‘organisational routine’ helps with the understanding of such
capabilities. Organisational routines are regular and predictable patterns of activity which are
made up of a sequence of co-ordinated actions by individuals. Therefore a capability, from this
perspective, in essence is a routine, or a number of interacting routines. In fact, “it is more often
the way in which organisations combine their resources in bundles that creates uniqueness, which

is what is meant by distinctive capabilities” (Segal-Horn, 1997: 8).

“ In the language of Grant.
4
In the language of Barney.
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For the purposes of this research, a clear distinction will be made between ‘the pool of assets or
resources,’” ‘the set of complementary resource combinations (CRCs),’ and ‘strategic architecture’

(Figure 2.1):

2.2.4.1 Pool of Assets / Resources

‘Assets’ or ‘resources’ come in many forms, from common factor inputs that are widely available
and easily purchased in arms-length transactions, to highly differentiated assets, like brand names,
that are developed over many years and are very difficult to replicate. The ‘pool of organisational
assets or resources ’can be classified into two broad categories: tangible assets or resources, and

intangible assets or resources.

e Tangible Assets or Tangible Resources: Tangible assets or resources are
the easiest to value and often are the only resources that appear on a firm’s
balance sheet. They include real estate, production facilities, and raw materials,
among others. Although tangible assets may be essential to a firm’s strategy,
because of their standard nature, they rarely are a source of competitive
advantage. There are, of course, notable exceptions. The twisted copper
telephone and coaxial cable wires that link people’s houses to the outside world
are now highly prized as the on-ramp to the information superhighway (Collis
& Montgomery, 1997). Real estate locations adjacent to popular tourist sites

are also one-of-a-kind assets that may support unusual profits.

o Intangible Assets or Intangible Resources: Intangible assets, or resources,
include such things as technological knowledge, know-how shared among
employees, patented process and design, trademarks, accumulated learning
and/or knowledge, as well as experience. These resources often play important
roles in competitive advantage (or disadvantage) and firm value. Intangible
resources also have the important property of not being consumed in usage.

Even if the firm can market its intangible assets effectively, it could not
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disentangle them from the skills and knowledge of the managerial team (Nelson
& Winter, 1982). Indeed, if applied judiciously, some intangible assets can
grow with use, rather than shrink (Collis & Montgomery, 1997; Davenport &
Prusak, 1998).

2.2.4.2 Set of Complementary Resource Combinations (CRCs)

A firm’s ‘set of complementary resource combinations’ result from bundles or combinations of
certain assets and resources. The firm’s assets and resources may further exhibit complementarity
in deployment or application (Barnard, 1938). Complementarity represents an enhancement of
resource value, and arises when a resource produces greater returns in the presence of another
resource than it does alone, e.g., an electronic data interchange (EDI) system that only marginally
improves performance under ordinary conditions, but produces sustainable advantages when
combined with pre-existing supplier trust (Powell & Dent-Micallef, 1997). ‘Complementary
resource combinations (CRCs),” defined here, are not factor inputs like tangible and intangible
assets; they are complex combinations of assets, people, and processes that firms use to transform
inputs to outputs. Thus, CRCs can be viewed as a configuration or network of assets or resources,
. which in turn implies that there will be specific relationships between the assets or resources.
Many of these configurations are a blend of ‘hard’ tangible assets (such as buildings, equipment,
people, training manuals) and ‘soft’ intangible assets (such as how well teams work together and
the relationships between the people in those teams, or the internal culture) which simply cannot
be easily recreated by another firm. Finely-honed CRCs can be a source of competitive advantage.
They enable a firm to take the same factor inputs as rivals and convert them into products and
services, either with greater efficiency in the process or greater quality in the output. While assets
or resources are the source of a firm’s set of CRCs, CRCs themselves are the main source of its
competitive advantage.  Applied to the firm’s physical production technology, these

‘organisational routines’ govern the efficiency of the firm’s activities.

2.2.4.5 Strategic Architecture
‘Strategic Architecture’ refers to the firm’s capabilities when applied in the marketplace.

However, these capabilities, depending on their ability to generate returns in an industry and
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depending on how they are deployed in industry, will be termed ‘key capabilities,” and ‘core
capabilities.” ‘Key capabilities’ refer to capabilities that are merely necessary for the firm to be a
player in its industry (i.e., ‘commodity capabilities’ or ‘threshold capabilities’). These include
services to support internal customers (human resources, legal, accounting skills and processes, for
example) as well as those skills and systems that are conditions for doing business in the firm’s
industry (Long & Vickers-Koch, 1995). These common firm capabilities can help ensure a firm’s
survival when they are exploited to create competitive parity in an industry (Barney, 1989b).
Under conditions of competitive parity, though no one firm obtains a competitive advantage, firms
do increase their probability of economic survival (McKelvey, 1982; Porter, 1980). This is not to
say that they cannot make a huge difference in a firm’s success, depending on how well they are
used. However, they are typically not the capabilities that account for the firm’s real competitive
advantage in its chosen field. ‘Core capabilities,” on the other hand, refer to capabilities that are
valuable and rent-producing in the marketplace, and are those capabilities that a firm relies on for

its competitive advantage (i.e., ‘order-winning capabilities’ or ‘critical capabilities’).

A firm’s CRCs serve as the bases for developing capabilities, i.e., both key capabilities and core
capabilities, and once bundles of these CRCs are brought to bear on particular value-added tasks
(e.g., just-in-time production, design for manufacturing), they serve as the bases for a firm’s
competitive advantage today, as well as tomorrow’s competitive advantage.

The list of core capabilities includes a set of abilities describing efficiency and effectiveness —
faster, more responsive, higher quality, and so forth — that can be found in any one of the firm’s
activities, from product development, to marketing, to manufacturing. For example, over the last
several decades, some Japanese automobile firms have developed a number of outstanding core
capabilities (Baldwin & Clark, 1990). The first was in low-cost, ‘lean’ manufacturing, next in
high-quality production, and most recently in fast product development. These strategic
capabilities — which was of value to the marketplace and rent-producing for the firms — generated
important efficiency advantages, particularly against foreign rivals, and played major roles in the

competitiveness of these firms.
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Figure 2.1 Assets combine to make CRCs, that serve as hases
for competitive advantage when firms compete on capabilities

Strategic Architecture

Key Capabilities  Core Capabilities
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2.3.4.5 Defining Sustainabifity of Advantage

RBrapdenburper & Swart (1996) claim thal a firm achieves competitive advantage. a concept reoted
in the logic of value creation and distribution, when the value it creates in an cconomic exchange is
greater than the value that could be crcawed i the firm did not participate. In other werds, the [irm
contributes something unique and valuable e its value system — the set of supplicrs, distributors,
custemers in which the finn does business {Feeny, Tves & Piceoli, 2005: Porter. 19917, All fims
perform discrete, but interrelated. activitics intended to create wvalue, Llhese discrele activitics

represent “the basic unit of competitive advantage” (Porter, 1991 1027, According 1o Reed &
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DeFillippi (1990), firms achieve competitive advantage by performing these activities either at a
lower cost than the competition, or in a unique and valuable way. In this research, a firm is said to
have a competitive advantage when, based on its strategic architecture and CRCs, it is able to
implement a strategy that generates returns and benefits in excess of those of its current
competitors — who simultaneously are implementing strategies, similar or otherwise — because of
the perceived value in the marketplace. The definition therefore also depends on what the firm, its
management and its stakeholders, define as what the required returns and benefits should be®.
One could reasonably expect, though, that firms within similar industries, would define similar

variables as the required returns and benefits.

MacMillan (1988; 1989) claims that competitive imitation occurs in stages, and once rivals find
themselves disadvantaged, they begin to search for the source of the problem. According to Nault
& Dexter (1995), this may involve considerable ambiguity, making it difficult for the imitator to
mount a response. MacMillan, McCaffery & Wijk (1985) stress the fact that as competitors
identify the sources of the firm’s competitive advantage, they must first decide whether they are
able and willing to respond and, if they are, what approach to take. Typically, competitors first
seek to imitate the leader by attempting to modify their existing strategies (MacMillan, 1988), and
then directly attacking the source of the leader’s competitive advantage (MacMillan, 1989; Sethi &
King, 1994). According to MacMillan (1989: 24) and Feeny, Ives & Piccoli (2003), “response
lag,” representing the delay in competitive response, is “the time it takes competitors to respond
aggressively enough to erode the competitive advantage.” Porter (1985: 20) stressed that
competitive advantage was sustainable when the “firm’s competitive advantage resists erosion by
competitive behaviour ... [this] requires that a firm posseses some barriers that make imitation of
the strategy difficult.” The ability to sustain a position of competitive advantage therefore requires
creating impediments, or barriers, to imitation (Reed & DeFillippi, 1990; Feeny, Ives & Piccoli,
2003), which inhibit competitors from replicating the strategy. The height of these barriers (Feeny,
Ives & Piccoli, 2003) determines the time and cost required for a competitive response and,

therefore, the resistance of the advantage erosion. In this research, a firm is said to have a

4 Because even though many would list it as financial, clearly this does not apply to all firms, i.e., an advantage could
be something other than financial.
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sustained competitive advantage when it is implementing a value-creating strategy, which
generates returns and benefits at a level not enjoyed by current competitors and when these other
firms are unable to reach an ‘equilibrium level’ (Hirshleifer, 1980) with the firm enjoying the
advantage. In this sense, the definition of sustained competitive advantage adopted here does not
imply that it will “last forever,” and does not depend upon the period of time during which a firm

enjoys a competitive advantage®’.

One could look at the University situation in the UK to further understand the definitions. The fact
that other Universities in the UK have managed to increase their student intake, get world
recognition and publish high quality research, does not necessarily mean that Oxford University
has lost its competitive advantage in the University education marketplace. As a result of the
perceived value of this institution’s capabilities and CRCs in the marketplace, they are still able to
extract returns and benefits that are in excess to their competitors, e.g., research funding levels
from industry and government, quality of student intake, quality of faculty that they are able to
attract, recruitment of their graduates by sort-after employers, salary possibilities of graduating
students, etc. However, the sustainability of the advantage is questioned, and ceases, in the view
of this researcher, when other institutions are able to equal (“reach equilibrium”) or exceed the
level of returns and benefits as previously enjoyed by Oxford University, resulting from the
perceived value of its capabilities and CRCs in the marketplace. It therefore is quite interesting to
observe what happened to the returns and benefits, enjoyed by Oxford University, when the
marketplace reacted to a newspaper article in The Times of the UK (23 April 1999). The article
printed a UK University listing in which it rated both Cambridge University and Imperial College
of London above Oxford University — along certain criteria. Therefore, according to the research
definitions, if this meant that either institutions, as a result of this new information, reached
“equilibrium” or greater levels of returns and benefits, previously enjoyed by Oxford, then Oxford

had lost its competitive advantage.

47 “Empirically, sustained competitive advantage may, on average, last a long period of calendar time. However, it is
not this period of calendar time that defines the existence of a sustained competitive advantage, but the inability of
current and potential competitors to duplicate that strategy that makes a competitive advantage sustained” (Barney,
1991: 103).
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By contrast, some authors have suggested that a sustained competitive advantage is simply a
competitive advantage that lasts a long period of calendar time (Porter, 1985; Jacobsen, 1988).
This suggestion is not helpful, as it quickly degenerates into debates as to the actual amount of
time a firm must enjoy an advantage for it to be termed a sustainable advantage. However,
although an understanding of how firms can make a competitive advantage last a longer period of
calendar time is an important research issue, the issue of sustained competitive advantage used in
this research does not specifically refer to the actual period of calendar time. Instead, it rather
depends on the possibility of competitive duplication in order to reach equilibrium. Lippman &
Rumelt (1982), Rumelt (1984) and Barney (1991) use a similar argument. They all claim that a
competitive advantage is sustained only if it continues to exist after efforts to duplicate that
advantage have ceased, and this researcher would add: ... ceased {to cause those firms to reach
equilibrium with the one that has the advantage}. In that sense, their definitions are very closely

aligned to the ‘equilibrium definition’ in this research.

What is important from this research’s perspective is whether there is any evidence to suggest that
a firm’s current capabilities and CRCs can cause it to maintain an advantage in the future. Barney
(1991) maintains that unanticipated changes in the economic structure of an industry — called
“Schumpeterian Shocks” by several authors (Barney, 1986c; Rumelt & Wensley, 1981;
Schumpeter, 1934, 1950) — may make what was, at one time, a source of sustained competitive
advantage, no longer valuable for a firm, and thus not a source of any competitive advantage.
These structural revolutions redefine what capabilities are valuable in an industry, and a firm
enjoying a sustained competitive advantage may see its competitive advantage nullified by such
changes. What were valuable capabilities and resource combinations in a previous industry
setting, may be weaknesses or simply irrelevant in a new industry setting. Therefore, the
understanding the firm has of its CRCs, which in turn affects its ability to re-establish competitive
advantage in the new industry setting, is important if it does not want its resource endowments to
limit its choice in the new industry setting (Wernerfelt, 1989), or become “sticky” (Teece, Pisano
& Shuen, 1991) and “prisons of strategic thinking” (Segal-Horn, 1997). However, some of these
resources, in turn, may be sources of sustained competitive advantage in the newly defined

industry structure (Barmey, 1986c). The literature, as well as the example about Oxford University
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ahove, seem 1 sugeest that firms may, in time, have to think abouw ways 1o ereate new CROs when
other firms are able (o encroach om it’s advantageous position  this. clearly, puts the spotlight on
the ssue of resource complementarity (new combinations) and the issue of sustainability within

the tirm.

2.4.4.5  Frumework of Sustainahility

EBT suggests that, in a firm’s search [or sustainability of competitive advantage, a beter start
would be 1o ook nrernally, rather than focus s major, or all 11y, attention on the external
emvironment. o that end, this body of tkeory already contributes some promizing ngight mie
conditions leading to sustmeable competitive advantages (Wernerlell, 1984: Rumelt, 1984:
Barney. 1986a. 19800, 1986¢: Dericks & Cool, 198Y9: Conner, 1991 Grant, 1991; Poteraf, 993,
Collis & Monwgomery, 1997) Pigure 2.2 sets out the Framework of Sustainability that exists

within the {irm:

Figure 2.2 Framework of Sustainability

Characteristics: Rare
and/or Difficult To Imitate

" Stateg Archtectre

Key Capatilities  Core Capabilties

/

o g Aulncr



Chapter 2: Literature Review 43

It is argued here that firms develop and build their idiosyncratic bases for sustaining competitive
advantage through the ‘characteristics’ shown above — also known as imitation barriers
(Williamson, 1979), or ‘isolating mechanisms’ (Rumelt, 1984), which have been in business for a

long time, but which need to be thought through, understood and implemented in new ways.

2.2.4.5 1 Rare/Difficult to Imitate

In moving from basic assets and resources, through to CRCs, and eventually to key- and core
capabilities, the firm wants it all to be rare and difficult to imitate (Barney, 1991; Reed &
DeFillippi, 1990). Barney (1991: 105) makes the point that “it must be rare among a firm’s
competitors.” The rarity depends on the combination of physical rarity in the factor market, and/or
the rarity of the perceived value in the marketplace. That is, they must not be widely distributed
within an industry and/or must be closely identified with a given firm, making them difficult to
transfer or trade (e.g., a brand image or an exclusive Supply arrangement) (Black & Boal, 1994).
Such immobility, or imperfect mobility (Peteraf, 1993), is a key requirement for sustainable

advantage.

2.2.4.5 2 Asset Asymmetry

Asset asymmetry is when the firm may be either “lucky” in acquiring rare assets, or has worked
hard to make those assets rare. Examples of “lucky” assets could be the co-optation of a sole raw
material source*®, and locations*. Typically, most financial services firms would not own “lucky”
assets, and thus it is rarely a source of competitive advantage. Examples of assets that firms have
worked hard at to make rare include: specific information®®, the firm has information that it

52

acquired before its competitors®', patents and licences®>. Again, financial services firms rarely

*® The firm, e.g., De Beers, exclusively owns a raw material, e.g., diamonds, that gives it an advantage.

% The firm owns prime real estate that gives it a competitive advantage, e.g., a hotel that owns land on the waters-edge
of a beachfront development.

%% The firm has private information that is difficult for its competitors to acquire, e.g., Coca-Cola and its secret
formula.

3! Firms, e.g., Amazon.com, which have acquired relevant information on customers, such as demographic data,
behavioural information, customer likes and dislikes, etc., before its competitors.

32 The firm, e.g., biotech firm or medical research facility, owns patents or licences that give it an advantage.
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own patents and licences, and “first-mover information™ typically does not provide long-term
sustainable competitive advantage, as competitors, over time, acquire it through broker

relationships and bancassurance partnerships.

2.2.4.5.3 Social Complexity, Path Dependency, Substitutability and Knowledge
Social complexity is when the source of advantage is known, but the method of replicating the
advantage is unclear, e.g., corporate culture (Barney, 1986b; Teece, 1987; Winter, 1987), the
interpersonal relations among managers or employees in a firm (Hambrick, 1987) or trust between
management and employees (Amit & Schoemaker, 1993). These CRCs exist in a complex web of
social interactions and may even depend critically on particular individuals. Socially complex
resource combinations, defined here, depend upon large numbers of people or teams engaged in
coordinated action such that few individuals, if any, have sufficient breadth of knowledge to grasp
the overall phenomenon (Barney, 1991; Reed & DeFillippi, 1990). Although p.hysical53 and
financial resources®® may produce a temporary advantage for a firm, they often can be readily
acquired on factor markets by competitors or new entrants. Conversely, a unique path through
“history (path dependency) may enable a firm to obtain unusual and valuable resources, and
resource combinations, which cannot be easily acquired, or imitated, by competitors (Barney,
1991). Path dependency, or time compression diseconomies (Dierickx & Cool, 1989; Powell &
Dent-Micallef, 1997), is when the CRCs of the firm were developed over a long period of time and
cannot be duplicated, and may depend on the history of the use of assets in an extremely complex
(path-dependent) process. Path dependency within a firm is contingent upon preceding levels of
learning, investment, asset and resource stocks, managerial choice and decision, organisational
infrastructure, and development activity (Dierickx & Cool, 1989). Barney (1991: 107) asserts that
“... companies’ ability to acquire and exploit some resources depends upon their place in time and
space. Once this particular unique time in history passes, firms that do not have space- and time-
dependent resources cannot obtain them, and these resources are imperfectly imitable.” 5

Competitors cannot just go out and buy these CRCs instantaneously — instead, they must be built

%3 For example, computer hardware, software, networks, etc.
> For example, access to capital.
35 As described in the sustainability arguments on Oxford University.
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over time in ways that are difficult to accelerate, through learning, experience, firm-specific
knowledge, or trained proficiency in certain skill sets. Would-be imitators are thwarted by the
difficulty of discovering and repeating the developmental process and by the considerable lag
involved. The longer lasting a CRC is (durability), the more “rungs” it adds to its path
dependency, and hence, the more difficult it becomes for competitors to imitate it. CRCs must
therefore be durable, and must be difficult to substitute (Segal-Horn, 1997). According to Black &
Boal (1994), substitutability rests on the continuation of imperfect factor markets, the costs
involved in the recreation of specific combinations, or the cost of finding a new combination of
resources that will enable the firm to compete for the same product market (i.e., a new path with
new requirements). Knowledge resource combinations, defined here, are skill-based and people-
intensive, and many now argue that knowledge®, particularly tacit knowledge, is strategically the
most significant resource of the firm (Toffler, 1990; Quinn, 1992; Grant, 1996; 1991; Spender,
1996; Schendel, 1996, Spender & Grant, 1996; Davenport & Prusak, 1998; Gorelick, Milton &
April, 2004). Tacit knowledge is when the knowledge of the firm routines cannot be fully
articulated by employees in the competitive firm. Tacit knowledge is usually defined as that which
cannot be written down or specified, and is embedded in the interactive routines, rituals and
behaviours of individuals within their firms. Such CRCs are intangible, based upon learning-by-
doing that are accumulated through experience and refined in practice, and often also are immobile

and thus bound to the firm (Itami, 1987; Polanyi, 1962).

2.2.4.54 Causal Ambiguity

Causal ambiguity refers to uncertainty regarding the causes of efficiency differences among firms,
and neither the firm, nor its competitors are sure which capabilities are earning the rents. Barney
(1991: 108-109) defines it as follows: “Causal ambiguity exists when the link between the
{capabilities} controlled by a firm and a firm’s sustained competitive advantage is not understood
or understood only very imperfectly.” As Demsetz (1973) once observed, sometimes it is difficult
to understand why one firm consistently outperforms other firms. Causal ambiguity is at the heart

of this difficulty. Competitors are thwarted because it is impossible to disentangle either what the

% Knowledge, claims futurist Toffler (1990), is now the basis of power and wealth creation.
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valuable resource combinations are that serve as bases for a firm’s core capabilities, or how to re-
create it, and imitating firms cannot know the actions they should take in order to duplicate the
strategies of firms with sustained competitive advantages. Peteraf (1993) stresses that such
uncertainty, coupled with non-recoverable costs, may limit imitative activity — thus preserving the
condition of heterogeneity. Collis & Montgomery (1995: 120) makes the point that “if a

{capability} is inimitable, then any profit stream it generates is more likely to be sustainable."

Although the terminology has varied (Peteraf, 1993), resource-based approaches to the theory of
sustained competitive advantage point to the characteristics (above) which are likely to be
particularly important determinants of the sustainability of competitive advantage for a firm. An
important point to remember is that for a firm to sustain its advantage, usually it involves drawing
on combinations of resources from any and every part of the organisation — it thus extends
strategic T\hinking into HR management and organisational behaviour, financial management,
organisational development and infrastructure, R&D and technology development and

implementation, and so on.

2.3 IT Literature

Strategies derive and emerge from the firm’s complex set of business, competitive, organisational,
and environmental circumstances and are often not clearly articulated or universally agreed upon
in a firm®’. But, useful strategies make trade-offs and choices, and provide guidance for decision-
making throughout the firm (Porter, 1996). The strategy is the firm’s collective intention
(Mintzberg, 1989), where strategy formulation and implementation merge in a fluid process
through which creative strategies evolve. Strategies continually change, and Kay (1993)
convincingly argues that the strategy of successful firms is opportunistic and adaptive. However,
it is exactly this ability of a firm to be adaptive to changes, and innovative in addressing context-
specific changes, in our turbulent world, the way in which certain firms seem to total collective

attention toward goals, the ease in which some managements seem to make decisions and handle

37 “The term ‘strategy’ has become one of the most overused and broadly defined words in the business lexicon”
(Weill & Broadbent, 1998). Porter (1980) neatly sums up the concept of strategy as emerging to help managers
transform the daily chaos of events and decisions into an orderly way of sizing up a firm’s position in its environment.
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complexity, and the ability of a firm to take advantage of existing, and emerging, opportunities in
the marketplace that has focused practitioners and researchers attention to IT and its role in the

overall business strategy of a firm.

This section will therefore deal with IT as a strategic resource, looking at the early debates and the
reactions. The first half of this section will highlight the literature on the important issues of IT as
a strategic resource, IT and both the 10 school and RBV school, and IT as a means for achieving
competitive advantage sustainability. During the second half of this section, IT will be combined
with the theoretical inputs from RBT, and characteristics of sustainability, and positioned in this

research.

2.3.1 IT as a Strategic Resource

Information systems (IS) strategy was defined, by Earl (1989: 67), as “the long-term, directional
plan which decides what to do with IT. IS strategy is seen to be business-led and demand-oriented,
and concerned with exploiting IT either to support business strategies or create new strategic
options,” the latter concerned with the ongoing strategic success of firms. As the field of strategic
management has expanded, strategy researchers and practitioners have shown increasing interest in
the role of IT in strategy formulation, impleméntation, evolution and innovation, as well as in its
impacts on financial performance (e.g., Piccoli & Ives, 2005; Earl, 2003; Earl & Khan, 2001;
Powell & Dent-Micallef, 1997; Cho, 1996; Kettinger, Grover, Guha & Segars, 1994; Henderson &
Venkatraman, 1993; Holland, Lockett & Blackman, 1992; Sabherwal & King, 1991; Earl, 1988;
1989, Farrel & Song, 1988). Frameworks for identifying strategic value opportunities have been
developed (Ives & Learmonth, 1984; Porter & Millar, 1985), as have measures for evaluating the
extent to which IT can lead to competitive advantage (Sethi & King, 1994). According to Feeny,
Ives & Piccoli (2003), the widely accepted conclusion at the time was that IT could: create
competitive advantage through efficiency improvements and other forms of cost reductions,

through new channels or channel domination, or through differentiation of product or service.

Because IT engenders competitive possibilities in both the competitive imitation and competitive

innovation domains, the relationship between IT and corporate strategy is thus crucial in assessing



Chapter 2: Literature Review 48

the potential impact on corporate behaviour and the probability of achieving current, and future,
strategic goals. The results of an empirical study indicate that IT structure, as measured by the
locus of responsibilities for IS, is strongly related to competitive strategy (Tavakolian, 1989).
These findings provide support for the organisational-fit concept and underscore the importance of
co-aligning IT structure and a firm’s competitive strategy, decision-making structure, managerial
philosophy, and organisational form to implement IT systems successfully. The tasks of IS
strategic planning, at the time, included identifying IT applications which could support business
strategies or create new strategic options, and allocating scarce IS resources (Earl, 1989;
Henderson & Venkatraman, 1993). Johnston & Carrio (1988) also found that a firm’s IT should
be co-aligned with strategy of a corporate or a business unit (BU) in order to achieve competitive
advantage from IT. Similarly McGee & Thomas (1986) stated that, in order to achieve this co-
alignment, a firm should perform the following actions: incorporate technological issues into
business strategy, identify the organisation’s distinctive technical implications, identify technology
that contributes or will contribute to business success, coordinate business goals and their
technological implications, and align systems for implementation, ensuring that the systems

necessary to implement the business strategy support the execution of that strategy.

The ongoing, dominant conversation regarding the use of IT for strategic advantage, appear to be
fall into two distinct periods, as a result of the influences during that time from economic theory,
strategy theory, as well as management- and IT literature. There was the 1980s, with its
characteristic IO approach toward competitive advantage from IT, and led mainly by the work of
Porter and Earl. Then there was, and still is, the core capabilities and resource-based approaches to
competitive advantage and IT, which essentially came into its own around the late 1980s and up to
the present day — with important work in the area by Feeny, Ives and Willcocks, Clemons, Row

and Kimbrough, Powell and Dent-Micallef, Mata, Fuerst and Barney.

Earl, a protagonist of the IO period and IT strategic planning era, has subsequently adapted his
interpretation of IT usage for strategic advantage, by focusing a lot more on the competitive
innovation side of strategy (and has enriched the dominant conversation with another “lens”

through which to view IT’s strategic role). According to Earl (2003: 289) new innovations in IT,
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e.g., e-commerce, shifts the focus for firms from long-term, directional planning, to IT strategy
links with those of the business strategy, because of the extra pressures on firms in the areas of
speed and flexibility. He makes two important claims: (1) that in shifting from old-styled planning
to new-styled, IT-related firm performance getting new web-based products, services, and
channels to market quickly seemed to be critical in the quest for first-mover advantages, grabbing
customer share and brand recognition, attracting further capital and winning races to learn; and (2)
as learning occurred, adapdability and flexibility were key to yet another new paradigm,
competitive innovation led through IT activities. So time replaced cost as the currency of IT, and
entrepreneurialism and fun displaced formality and structure — in particular, conventional
information systems planning processes were challenged, and rolling IT plans became one

interesting response to this new context (Earl, 2003).

2.3.2 IT and the /10 School

Computer applications in the 1950s and 1960s were mainly transaction processing and operational
in nature (Neo, 1988). During this period, IT essentially served an administrative support role.
The Decision Support Systems (DSS) movement in the 1970s showed how IT could be used to
support managerial decision-making more directly through applications specifically created to be
used in a decision-making milieu. Although authors speak of DSS as improving effectiveness
compared with the efficiency goals of transaction processing in the past, the potential strategic

impact of IT was largely ignored (Neo, 1988) — essentially, it was being ignored by practitioners.

In 1980, Kantrow began to argue that technology and strategy were inseparable. It was only in the
early 1980s when academics and authors, such as McFarlan, from Harvard University started
writing about this. The “received” traditional wisdom at the time was that strategy begets
structure, which in turn determined the kind of information system support needed. However, by
1984, researchers and writers were claiming that the converse also held: that IS beget strategy

(Mason, 1984). This sparked off a new era of IT in the 1980s: chief executives and IT directors of
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leading firms started initiatives to emulate firms that were supposedly using IT for strategic

advantage’®.

Success stories reported in the media in the 1980s (Business Week, 1985 and 1986) started to show
that the strategic role of IT, in accomplishing business goals, was beginning to be recognised.
Many case studies, mainly anecdotal, of exploiting IT for strategic advantage were documented in
the academic and professional literature®, e.g., Lister-Petter: UK diesel engine manufacturer’s
computer integrated manufacturing; American Hospital Supply’s computer-based ordering links;
American Airlines and United Airlines reservation systems; Merrill Lynch’s Cash Management

Account; Dun and Bradstreet, as well as Reuters information networks and databases.

During the mid-1980s, researchers and writers started to advocate tight IT-strategy linkages,
asserting that IT affects firm strategies, strategies have IT implications, and that firms must
somehow integrate strategic thrusts with IT capabilities (Rackoff, Wiseman & Ullrich, 1985;
Bakos & Treacy, 1986; Beath & Ives, 1986). According to Earl (1988), several driving forces
prompted this transformation: technological change was significant — the convergence of data
processing, communications, and automation opened up possibilities of integration, of inter-
organisational information processing and of changing the ways of doing business; the continuous
cost reduction in hardware, improvement in data storage capabilities, and advances in software
rendered computing more accessible, easier to use, and more exciting to develop. As a result, the
nature of business also underwent change — firms started to look towards technology to drive down
costs (Nault & Dexter, 1995; Porter & Millar, 1985), improve performance, and revolutionise
traditional systems of production; firms facing global competition, pressures of customisation, and
restructured marketplaces héped that IT could help them differentiate, be more flexible, and create

niches; sectors undergoing deregulation saw telecommunications as a means of overcoming time

°% The reasons being that they were feeling both threatened by a new IT age and invigorated by the opportunities (Earl,
1988).

Various frameworks connecting IT and strategy were proposed (Ives & Learmonth, 1984; King, 1984; Wiseman,
1985a; McFarlan, 1984).
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and space constraints, and data and knowledge bases as means of developing new services and

customer sets.

Initial contributors to the studies on IT for strategic competitive advantage, using the I0 model,
have been conducted by researchers at Harvard such as Cash & Konsynski (1985), McFarlan
(1984), Parsons (1984), and Porter & Millar (1985). Porter’s (1980) work in strategy analysis, in
particular, focused essentially on the link between strategy and competitive positioning. Since
then, much of the research on competitive advantage from IT has adopted Porter’s earlier
framework on competitive advantage as its theoretical underpinning (Cash & Konsynski, 1985;
McFarlan, 1984; Parsons, 1984; Porter & Millar, 1985; Rackoff, Wiseman & Ullrich, 1985;
Wiseman & McMillan, 1988). The conceptual works, based primarily on the framework of ‘five
competitive forces,” and ‘three generic competitive strategies,” argued for IT innovation and
sophistication based on its potential for altering a full range of strategic and industry structure
variables, including cost positions, scale economies and power relations with buyers and suppliers
(Benjamin, Rockart, Morton & Wyman, 1984; Cash & Konsynski, 1985; Porter, 1985; Clemons,
1986). Many of the researchers, at the time, were claiming that IT had the capability of changing
the industry structure, which is the aggregation of the changes in five competitive forces®. This
capability of IT, according to them, enabled a firm to establish a competitive position of low cost

leadership, differentiation, and focus.

These perspectives (above), viewed strategy not as the making of a few large moves based on
discrete “one-time” decision, but as the configuration of interrelated and interlocking activities
(Rivkin, 2000). Thus, IT-enabled strategic initiatives did not simply entail building a system that
provided superior returns until it was successfully replicated. Rather, according to Feeny, Ives &
Piccoli (2003), they consisted in the configuration of an activity system, enabled by IT, designed to
create and appropriate value. To achieve these competitive positions, Porter (1985) explained how
competitive advantage can be achieved from a firm’s value activities (“value-chain model’), which

are the physically and technologically distinctive activities a firm performs. Porter emphasised

 Existing competitors, new entrants, customers, suppliers, and substitutes.
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IT’s role in the value chain and the resulting ability of a firm to achieve competitive strategies
through its value activities. He stated that IT could affect the competition faced by a firm and
provide competitive advantage, since IT was embedded in all of a firm’s value activity. Porter &
Millar (1985), for instance, described how the value chain framework can be used as a basis for
identifying strategic IT applications. Their argument was based on the fact that IT was permeating
the value chain, transforming the way value activities were performed and the nature of the
linkages among them. It also affected competitive scope and the way products meet customer
needs. They made the point that every value activity has both a physical and an information
processing component — that every one creates and uses information. Porter & Millar proposed the
use of an ‘information intensity matrix’ to assess IT’s role. The matrix evaluates the information
intensity of the value chain against that of the product. They suggested that IT will play a strategic
role in an industry that is characterised by high information intensity in both the value chain and
the product. Porter & Millar suggested that IT was affecting competition in three vital ways: (1) it
changes industry structure and, in doing so, alters the rules of competition, (2) it creates
competitive advantage by giving firms new ways to out-perform their rivals, and (3) it sponsors
whole businesses, often from within a firm’s existing operations. Porter & Millar concluded that
the main strategic purpose of IT was to co-ordinate activities in the chain, and therefore give the

firm greater flexibility in deciding its breadth of activities.

Rackoff, Wiseman & Ullrich (1985), used a ‘strategic thrusts framework’ for identifying strategic
information systems. Strategic thrusts are “major competitive moves made by a firm.” Five were
postulated: differentiation, cost leadership, innovation, growth, and external alliances — they are
targeted at suppliers, customers and/or competitors. They argued that IT can be used to support or
shape the firm’s competitive strategy by supporting or shaping competitive thrusts. Rackoff et al.
concluded that IT should support the five competitive thrusts. Rockart & Short (1989), on the
other hand, argued that technology resources serve primarily to manage °‘organisational
interdependence,’ i.e., to solve co-ordination problems among departments and strategic business

units®. Al in all, the literature signalled a definite shift in thinking about IT - recognising that IT

8! More closely aligned with the work of Coase (1937).
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can be seen to be crucial to the firm’s future business development, and that top management was

therefore likely to reorient IS in pursuit of strategic advantage.

The general notion throughout this period, and which forms part of the IO approach, was that that
competitive advantage from IT resulted in a firm gaining above-normal rates of return from the
strategic use of IT. It was argued that IT provided strategic opportunities, and that IT could be
exploited for competitive advantage and therefore that IT could create strategic options. “The
vision of applications became external as well as internal and front-office and beyond the
organisation as well as back-office” (Earl, 1988: 4). It was therefore not surprising when Porter
(1980) asserted that “the power of technology as a competitive variable lies in its ability to alter
competition through changing industry structure.” Many writers have built upon Porter’s work on

competitive strategy to examine the strategic potential of IT.

A number of researchers examined the conditions under which technology resources create
sustainable competitive advantages. For example, Porter (1985) focussed on first-mover
advantages, arguing that technological advantage arises when first-mover advantages, such as pre-
empting customers through switching costs, outweigh first-mover disadvantages, such as
development costs and learning curves. In one of the few empirical studies in the area, King,
Hufnagel & Grover (1986) reported on the specific ways in which information resources were
actually used, the planning and decision-making processes that were being used to identify and
select strategic IT opportunities, and the organisational factors which facilitate or inhibit the
different uses of IT. They also distinguished between strategic uses of information and of IT.
They found that the most common applications of IT were for cost competitiveness, customer
service, and product and market differentiation. In contrast, the most common applications of
information were for customer service, market segmentation, and supplier relations. They also
found that 55% of respondents reported either “irregular” or “no formal process” for identifying
opportunities for the application of IT. The lack of appropriate planning, lack of top management
support, difficulty in assessing tangible benefits and other priorities were major inhibitors. On the
other hand, the primary facilitators were strong technical support and expertise, leadership in IT,

competitive pressure, financial position, and extensive computer facilities.
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Clemons (1986), in citing familiar case examples, suggested that externally focussed applications
tended to produce advantages based on switching costs, whereas internal applications tended to
produce advantages based on scale economies, managerial expertise and efficiencies. Clemons
distinguished between externally focussed applications, i.e., those that connect the firm with
customers or suppliers, such as ATM’s and SABRE, and internally focussed applications, i.e.,
those that improve internal efficiencies, such as factory automation systems. Similarly Benjamin,
Rockart, Morton & Wyman (1984) proposed a ‘strategic opportunity matrix’ for identifying IT
opportunities. They suggested that IT can be used for strategic purposes either in the competitive
marketplace or in internal operations, and that uses can either focus on traditional products and
processes, or on changing the firm’s current way of doing business. One contribution of the matrix
is its explicit consideration of internal operations as a possible area for strategic IS applications —
since most of the literature at the time assumed that the sources of competitive advantage were
external rather than internal. The authors also addressed the issue of top management vision and
support as a prerequisite for success in using IT for strategic applications. Neo (1988), analysing
14 well-known IT cases, concluded that the most successful IT implementers were those that had

already implemented similar systems, having built an infrastructure of IT experience and learning.

Although a great number of studies were conducted based on the IO view, they either simply
proposed a conceptual framework or indicated inconclusive results from their single case study on
competitive advantage from an IT application (Cho, 1996). Over time, however, it became clear
that competing firms could eventually copy most IT applications, and that the competitive
advantage from any particular application would be short-lived (Vitale, 1986). During this period,
however, very little empirical research was done on the topic of competitive advantage resulting
from IT. Most of the empirical studies concerning IT attempted to examine relationships between
IT investment intensity and business performance (Brynjolfsson, 1993; Harris & Katz, 1991). In
sum, the pre-1990 IT literature focused on the strategic importance of IT adoption and innovation,

and reflected a general optimism concerning IT’s potential for creating competitive advantage.
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2.3.3 IT and the RBV School

Although there are a number of IT success stories, it would appear that only a few sustain
competitive advantage (reputedly). Clemons (1986) made the point that some systems obtained
temporary competitive advantage until they were copied, while other systems have never received
any attention. The recent empirical study of IT in the US retail industry suggest that “owing to IT
imitation by competitors, technology resources themselves have not, in and of themselves,

produced sustained performance advantages” (Powell & Dent-Micallef, 1997: 375).

After a series of studies (Clemons & Row, 1992; 1990; 1988; Clemons & Kenz, 1988; Clemons &
Kimbrough, 1986; Clemons, 1986) on competitive advantage from IT, Clemons and his co-authors
concluded that a firm’s IT application is a ‘strategic necessity’ rather than the source of
competitive advantage, because of its availability to competitors. For example, when only
Citibank and Chemical had automated teller machines (ATMs), they briefly had a significant
advantage over their competitors, offering a service that customers wanted and they alone could
provide. But, ATMs soon became available throughout the industry, and what had been a
competitive advantage was simply a “baseline requirement” (Davenport & Prusak, 1998) for
consumer-oriented banks. This notion of baseline requirements, termed the ‘strategic necessity
hypothesis,” has been noted by other IT researchers (e.g., Floyd & Wooldridge, 1990; Kettinger,
Grover, Guha & Segars, 1994; Powell & Dent-Micallef, 1997) and consists of two propositions:

(1) technology resources provide value to the firm by increasing internal and external
co-ordinating efficiencies, and firms that do not adopt them will have higher cost
structures and therefore competitive disadvantage; and

(2) notwithstanding (1), firms cannot expect technology resources alone to produce
sustainable advantages because most technology resources are readily available to

all firms in competitive factor markets.

In the article by Warner in 1987, entitled: “Information Technology as a Competitive Burden,” the
focus was on the risks and costs of IT investments, and on the difficulties of integrating IT with

sustainable strategies. Clemons (1986) also acknowledged that, although IT had clearly produced
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advantages in a few spectacular cases, researchers still knew relatively little about IT’s impacts on
most firms. According to Clemons (1986: 131), “Surely much is media hype or current business
fad ... There is now a large, and largely anecdotal, literature, most of it referencing similar stories
of technologically directed competitive triumphs. How much do we understand ? ... How many of

the stories are true, or accurately reported?®>”

The ‘strategic necessity hypothesis’ is somewhat bleaker than earlier perspectives in its estimates
of the sustainability of IT-derived performance advantages, “treating IT decisions more as threats
than opportunities, i.e., as investments to avoid competitive decline, but with little likelihood of
producing sustainable advantages” (Powell & Dent-Micallef, 1997: 378). According to this view,

firms would appear to have only three feasible paths to IT-based competitive advantage:

(a) reinvent IT advantages perpetually through continuous, leading-edge IT innovation;
(b) move first, and erect unassailable first-mover advantage;
(c) embed technology resources in firms in such a way as to produce valuable, sustainable

resource complementarity.

Cecil & Goldstein (1990: 75) addressed two issues that describe why IT alone can hardly be a
source of sustainable competitive advantage : (1) information technologies (except for application
systems) are almost universally supplied by vendors to user firms, and are freely available to all
competitors in an industry, and (2) application systems, while custom-developed by large user
firms, rarely confer advantages in themselves — IT alone does not deliver. They further explained
why IT alone cannot sustain competitive advantage: peer competitors generally start with
equivalent applications knowledge, differences in IT development capabilities among competitors
can usually be evened out by vendors, and large scale rarely translates into a cost advantage.
Davenport & Prusak (1998: 16) similar states that, “for the most part, it is virtually impossible to
prevent competitors from copying and even improving on new products, production methods and

services fairly quickly in an era characterised by mobility, the free flow of ideas, reverse

82 Also, are they special cases of which there are no general case? Or do they prove the rule by being exceptions?
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engineering, and widely available technology. A global marketplace for ideas has developed and
there are very few concepts and formulae that are not generally available.” According to Licker
(1997: 88-89), “as technology costs decrease, initial advantage is lost quickly. In fact, those who
stick with innovations too long find that competitors can adopt the innovation more cheaply later

on, and that the initial advantage is turned into a disadvantage in terms of cost and flexibility®.”

In a resource-based conceptual analysis of technology resources and firm performance, Clemons &
Row (1991) advanced a ‘commodity view’ of IT, arguing that competitive imitation eventually
erodes most IT-based advantages, that non-imitators are eliminated, and that above-normal returns
attributed to the IT eventually vanishes. The authors also argue that, not only are technology
resources unlikely to differentiate competitive performance, but they may not even improve overall
industry returns, since customers and suppliers may co-opt any potential efficiency gains for
themselves. The authors concluded that “examples of using IT to achieve sustainable advantage
through either barriers to imitation or first-mover advantages do exist, but they are far less
common than a trusting first scan of the MIS literature would imply” (Clemons & Row, 1991:
278). '

According to Powell & Dent-Micallef (1997), the first two paths ((a) and (b) above) have proven
precarious. They continue by claiming that perpetual innovation may hypothetically produce
advantages, but these advantages vanish if innovation either ceases or stumbles, and firms are
haunted by ever-shortening IT development cycles. For example, VF, the firm that sells Lee Jeans
and other apparel, has experienced 20% annual growth for five years, thanks in part to technical
innovations. These include an electronic market response system that informs both the firm’s
shipping and manufacturing departments of every sale made within hours. But Jerry Johnson,
VF’s CFO, says: “The half-life of innovation is getting shorter and shorter. A couple of years ago,
we thought that we had established a definitive lead in service to our customers. Now it’s become

the industry standard” (Seymour, 1996: 26-27). Both Vitale (1986) and Licker (1997) maintain

¢ Webber (1993: 26-27), the Editor of Fast Company, has referred to this phenomenon as the “ ... self-cancelling
technological advantage. As technology transforms the logic of competition, technology disappears as a sustainable
source of competitive advantage.”
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that competitive advantage derived from the use of technology has a definite life-cycle. Robert
Stasey, the Director of quality improvement for Analog Devices, another growing firm, expresses
a similar notion when he says that Analog “is basically a new product engine. Life cycles are short
and we want to obsolete our own products before the competition does” (Amidon-Rogers, 1996:
3).

Also, Powell & Dent-Micallef (1997) claim that first-mover IT advantages seem more promising,
particularly those involving proprietary systems customised to exploit firm-specific strengths and
opportunities. However, such systems typically resolve into resource complementarities (i.e., they
produce advantage by merging with skills, relationships, etc.), and even the empirical data

(Kettinger et al., 1994) suggest that such advantages rarely endure.

Other challenges to the earlier optimism, though scant, appear in the empirical evidence. In a retail
banking industry study, Banker & Kauffman (1988) found little or no significant connection
between ATM adoption and performance. Their study concluded that ATM deployment among
bank branches had little or no effect on realising greater deposit collection. Apparently, ATMs are
“strategic necessities” (Clemons & Kimbrough, 1986), but provide no real competitive advantage
to any particular bank. In a follow-up study, Floyd & Wooldridge (1990) found no overall
connection between ATM adoption and performance, with a positive correlation between

performance and product IT offset by a negative correlation with process IT.

In a retrospective examination of thirty well-known IT cases from the 1970s and early 1980s,
Kettinger, Grover, Guha & Segars (1994) found that, within five years of IT implementation, 21 of
the 30 firms had experienced competitive declines either in market share, profits, or both.
Mahmood & Soon (1991), in their study involving thirty-one IT executives, reported that, in most
industries, technology resources had no discernable impact on entry barriers, but that when impacts
were present they tended toward reducing, not increasing, entry barriers. In a study connecting
technology policy and strategy, Zahra & Covin (1993) found no direct technology-performance
connection. In Neo’s (1988) study, technology resources per se had little to do with IT
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performance, which was driven more by IT-oriented strategic planning and management vision

and support.

2.3.4 IT and the Innovation Paradigm

As new innovative uses of IT became standard within the firm, e.g., e-commerce and m-
commerce, it soon became evident that IT became more and more difficult to separate from the
business, i.e., if a system went down, the channel was down and thus the product was unavailable
and the customer may have switched to another provider. So when the business grew, the IT
systems and infrastructure had to be seamlessly scalable — and this new requirement for robustness
and scalability had to co-exist with the previous requirements (under the old paradigm) of speed
and responsiveness. At the same time, according to Earl (2003: 290), as systems development was
becoming business development and the world demanded faster changes and quicker responses, it
was absurd to allocate capital only through conventional IT budgeting processes (whether annual
budgets, IT project approvals, or IT steering committees) — a new, more holistic and

entrepreneurial paradigm was required for systems development and acquisition.

Earl and Khan (2001) detected a new approach emerging, one that planned, controlled, and
organised system development more like new product development or, especially from the
financing viewpoint, like venture capital. Earl and Khan “codified” and labelled this as the new
venture development cycle of IT strategy. The fundamental shift was in how IT subsequently was
viewed within firms — IT, now, was how businesses got built, developed and recreated (as opposed
to the previous view of IT projects for IT projects sake). Firms thus realised that one of the skills
of managing ongoing competitive stances meant a balance of the conventional processes with the
entrepreneurial processes (and sometimes holding on to the conventional processes and slowly
phasing them out, while slowly phasing in new, innovative processes and approaches). The
continuum on which IT could make a difference was along the integration, customisation and
reinvention points in the domain. An example was Amazon in the USA which made significant
investments in technology in its warehouses, involving large package sorting devices fed by
warehouse personnel equipped with handheld devices, loaded with customised software (Feeny,

Ives & Piccoli, 2003). By fine-tuning the software and processes, Amazon was able, with one
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third less staff, to process thirty percent more packages in peak days in December of 2001 than
they had in peak December days in 2000 (Hansell, 2002). At the time, the Head of Amazon
operations anticipated that with further fine-tuning and new innovative business processes, they
could eventually double their throughput of orders (Hansell, 2002). Much of the benefits at
Amazon that came from developing, introducing and embedding IT uniqueness, and the
subsequent racheting up of IT project barriers, required of the in-firm innovators to acquire the
necessary know-how and technical knowledge (Attewell, 1992), as well as implementation
expertise that further served as a barrier to replication. The reverse is when the IT underlying the
innovator’s strategy is not unique or evolving, then consultants, outsourcing- and service firms can
be engaged by competitors to aid them in business- and competitive intelligence, in order to reduce
knowledge barriers and, thereby, reduce the imitation response lag (Feeny, Ives & Piccoli, 2003;

Fichman & Kemerer, 1997; Robertson & Gatignon, 1986).

A large part of what is known (particularly under the 10- and pladigm paradigms) about the factors
affecting firm processes, structures and performance was developed when the nature and mix of
technologies were relatively constant, both across time and across firms of the same general type.
In constrast, and according to Huber (2003: 460-461), the capabilities and forms of technologies
have begun to vary, and they are likely to vary a great deal in the future, for example,
communication- and customer technologies are now variables whose traditionally relatively
constant range (from face-to-face at one extreme to unaddressed broadcast documents at the other
(April & Ahmadi-Izadi, 2004; Daft & Lengel, 1984; 1986) are being expanded by firms to include
computer-assisted communication technologies (e.g., electronic mail, image transmission devices,
computer conferencing and video-conferencing) that facilitate access to social- and professional
networks of people, the requisite people-diversity often required for innovation (Gorelick, Milton
& April, 2004) inside and outside the organisation with an ease that previously was not possible.
In addition, increasingly more complex customer-facing technologies (e.g., customer relationship
management systems, social network mapping systems, agent-based data mining systems, call-
centre technologies and customer lookup intra-systems) make it possible for firms to be a lot more
innovative in their customer-engagement practices (April & Ahmadi-Izadi, 2004). Also, more

sophisticated and more user-friendly forms of computer-assisted decision-aiding technologies
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(e.g., complex adaptive systems, expert systems, decision-support systems, online management
information systems and external information retrieval systems) are in the late stages of
development or early stages of implementation, and enable firms to learn and innovate in
distributed fashions (Potgieter, April & Bishop, 2005). Consequently, as the uses, capabilities and
forms of communication-, customer-facing- and decision-aiding technologies increase their range,
firms must reassess what is known about the effects of these technologies, because what is known
may change. And so, a more emergent school of IT strategy-making, sometimes called the
“middle out” or “inside out” perspective (Earl, 2003: 53), came into being — which rested “on local
experimentation and innovation, the use of informal, ad hoc or formal teams to generate ideas,

unplanned accidents and surprises, and evolutionary developments from existing systems.”

2.3.5 Synthesis of IT and Sustainability

For a number of years now, IT has been mentioned for its possible role in creating sustained
competitive advantages for firms (Stratopoulos & Dehning, 2000; Bharadwaj, 2000; Powell &
Dent-Micallef, 1997, Feeny & Ives, 1997; 1990; 1988; Mata, Fuerst & Barney, 1995; Kettinger,
Grover, Guha & Segars, 1994; Barney, 1991; Clemons & Row, 1991; Feeny, 1988; Clemons,
1986; 1991; Clemons and Kimbrough, 1986), since the ultimate purpose of IT with respect to
competitive advantage is to create lasting benefits that cannot be duplicated by others — although,
on balance, the question of sustainability of IT-enabled strategic initiatives has received less
attention than issues concerning just achieving strategic advantage (Wade, 2001). In 1990, Cecil
& Goldstein claimed that few CEQ’s invest in IT to accomplish the sustainability goal. If a firm’s
IT cannot sustain competitive advantage, then it is not used strategically for the firm (Cho, 1996),
but rather just as a support function. In 1988, Feeny & Ives made the point that the concept of IT
as a strategic resource was widely endorsed by the management of large corporations, but much
less well accepted and understood was how IT could be a source of sustainable competitive
advantage. Later in 1996, Ross, Beath & Goodhue argued that IT-enabled strategic initiatives are
strategic moves that rely heavily on IT and are intended to lead to sustainable improvements in the
firm’s competitive position. They cite typical examples of such initiatives as business process
reengineering, customer relationship management, organisational learning, knowledge

management, electronic commerce, electronic business and infrastructure initiatives. This focus
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on IT-enabled strategic initiatives was consistent with the view that competition was carried out

through an ongoing series of strategic moves and competitive responses (Chen & MacMillan,
1992).

Competitive asymmetry involving IT, as one of the sources of sustainable competitive advantage,
was first suggested by Feeny & Ives (1990; 1988) and then again by Clemons & Row (1991) and
Clemons (1991). Cragg & Finlay (1991) point out that much of today’s IT is easily transferable,
particularly when technological advantage comes at a low price, and if that advantage is not
accompanied by special circumstances such as unique or especially reliable source of information,
it will not be sustainable. Weill & Olson (1989) argue that asymmetry in a firm’s ability to gain,
and sustain, competitive advantage is dependent on a firm’s investment in its IT resources, since
investment in IT is likely to be converted to productive outputs. They further argue that the
conversion process, which in effect is the source of asymmetry, is dependent on four internal
components that would manifest itself in the firm’s effectiveness. These components were listed
as: (1) top management’s commitment to IT, (2) previous firm experiences with IT, (3) user
satisfaction with systems, and (3) the turbulence of the political environment within the firm. An
aggregation of these components was found to moderate the relationship between IT investment

and performance.

These authors all argue that IT is readily available to all firms. In fact, in some cases, the
followers who copy the IT applications from proprietors64 enjoy the advantages of new and better
technology at lower costs®. This was highlighted again by Licker (1997: 94) when he made the
point that “competitive advantages, based on IT, are difficult to maintain because applications are
easy to imitate, technology tends to be oversold, expectations of information systems tend to be
high, and technology is difficult to manage.” Clemons & Row (1991) state that the answer lies in
a firm’s ability to leverage structural differences in strategic resources. Clemons & Row (1991)

further asserts that that sustainable competitive advantage is related to the role of strategic

% Pioneers or leading-edge firms.
% These are certainly the benefits reportedly acknowledged by fast-follower firms, Some firms, in fact, set themselves
up specifically to be fast-followers.
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resources in explaining the allocation of economic benefits from an IT innovation. To develop a
RBT for competitive advantage from an IT application, Clemons & Row establish a theoretical
link between IT applications and specific complementary resources. They explain how
competitive advantage can be sustained from IT in the presence of resource differences among
firms: differences in degree of vertical integration, differences in diversification, and differences

in resource quality and organisation.

It therefore follows that the issue of sustainability, through complementing IT with other in-house
resource endowments, is an important research issue within the current domain of IT. Feeny &
Willcocks (1997) stress the notion of Quinn (1992), that successful businesses focus on creating
advantage through a small number of ‘core’ activities, and that this notion should be translated into
the IT domain. In other words, the authors argue, if IT is able to exploit a firm’s unique resources
and change the value of key resources by reducing the cost of integrating and co-ordinating
economic activities, it increases production economics such as scale, scope and specialisation.
Therefore, it is the differences in resources (heterogeneity) among competing firms that enable
them to achieve and sustain competitive advantage from IT. These notions are aligned with some
of the key assumptions of RBT. From this perspective, the combination of unique firm assets and

resources in conjunction with IT, are critical factors in achieving sustained competitive advantage.

Feeny & Willcocks (1998a; 1998b; 1997), in defining a set of nine IS capabilities, which are core
to a firm’s future capacity to exploit IT successfully, identified four enduring challenges for firms
which must be successfully addressed over time, in the face of rapid change and future
uncertainty“. According to the authors, “what each of these challenges have in common is the
need to continuously re-assess and re-interpret a basic remit within a turbulent context ... a
business without the ability to securely update and alter its judgements in these areas will soon be
severely handicapped — strategically and economically” (1997: 457). Clemons & Row (1991)
asserted that firms can achieve competitive advantage from an IT application if the application

exploits their unique resources and capabilities so that competitors cannot imitate the IT

% (1) Understanding IT capability, (2) business and IT vision, (3) delivery of IS services, and (4) designing IT
architecture.
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application fully. In the same way, Feeny (1988: 116), made the point that “senior managers with
insight into the dynamics of their sector will find real opportunities; IS departments alone will
not.” This notion of providing a workable framework of core capabilities is also in keeping with
RBT, i.e., understanding what internally leads to firm strategic capability, alignment of business
plans and resources with IT, and the ability to exploit IT through careful planning and design of

the architecture.

In 1990, Feeny & Ives proposed a conceptual model, i.e., the ‘three pillars’ model, as a means to
give managers insight into the actions which will lead to an increased chance of sustainable
advantage. This evaluation tool for strategic IT applications was developed based on the
competitor’s anticipated response time (generic lead-time), differences among competitors
(competitive asymmetry), and the potential of the application to pre-empt competitive responses
(pre-emption potential). The authors stated that sustainability was more likely to come from
competitive asymmetry and pre-emption potential, than from generic lead-time. Clemons (1986)
classified IT applications into internally- and externally-focussed applications and explained how
these two types of applications can sustain competitive advantage, based on their respective

characteristics.

Kettinger, Grover, Guha & Segars (1994) also investigated the relationship between firms’
performance in sustaining their competitive advantage and IT, and the factors that facilitate the
sustainability. Their study evaluated longitudinal changes in performance-measures of 30 firms
that have been cited as classic cases of strategic use in IT, and indicated that the pre-existence of a
firm’s unique resources is an important determinant to achieve competitive advantage from IT.
The authors went about developing a framework to identify factors which determine sustainability,

and classified those factors into three main categories:

(1) environmental factors — which indicate industry characteristics and competitor
restrictions which influence a firm’s capability to achieve and sustain a competitive
advantage. These factors included such things as the amount of industry competition,

strategic groupings, process or product differentiation, capital intensity, information
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intensity, and the current financial situation of an industry. In addition, they also
included some factors which play a role in determining whether a firm is able to sustain

competitive advantage from IT, e.g., macro-economic, political and regulatory factors;

(2) foundation factors — are those which exist by virtue of the firm’s infrastructure and
which have evolved over time, e.g., geographic scope, product scope, vertical scope,
learning curve, technological resources and information resources. This is not unlike
Chamberlin’s (1933) ‘monopolistic competition’ — in which firms posses significant
unique features within their asset and resource bases, and builds on the sentiments in
Feeny & Ives’ (1990; 1988) ‘three pillars’ model, when they discuss the ‘sources of
asymmetry’ under the categories: competitive scope (geographic, segment, vertical and
industry), organisational base (structure, culture, and physical assets) and information
resources (technology, applications, databases and knowledge bases). These, they
claim, are the key areas where fundamental system dissimilarities can exist between
firms, thus making it difficult or impossible for followers to mount an effective
response and thereby allowing a firm to maintain its success. The implication is that
heterogeneity in assets and resources are potential sources of sustained competitive
advantage, and firms should seek to base their strategies around such distinctive

resources; and,

(3) action strategy — which are definitive actions or strategies taken by a firm which
attempts to achieve competitive advantage, and includes, for example: pre-empting,
creating high switching costs, and exploiting firm flexibility. Feeny & Ives (1990;
1988) argue similarly when discussing the ‘supply system analysis’ arm of their three
pillars model. They call the search for pre-emption potential ‘finding the exploitable
(finite) link’, discuss switching costs under the heading ‘keeping the gate closed,” and
stress the importance of firms becoming the preferred business partner for their clients
under the heading ‘capturing the pole position.” Clemons (1986) argued that
competitive advantage can be sustained only when a firm pre-empts the market using

an externally-focused, innovative system and creates switching costs. He called this
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innovation ‘strategic pre-emptive strikes.” For internally-focussed applications, ‘scale
advantage,” possible through size, is one of the defensive strategies to sustain
competitive advantage over competitors. In addition, as is the case with Rumelt’s
(1984) ‘isolating mechanisms,” Clemons (1986: 135) list some of the ‘sources of
defensive barriers’: scale on scope advantages, superior managerial adaptability or
willingness to redesign the organisation, superior managerial vision or willingness to
accept risk, superior skills base or experience in information technology, superior
managerial experience in exploiting innovation, continuing innovation to maintain
competitive position, existing infrastructure that can be exploited, and patents or other

forms of statutory protection.

What we see from the work of Kettinger, et al, Clemons, as well as Feeny & Ives, is how
important it is to develop a complete model to examine the sustainability of competitive advantage
in an ever-changing world, i.e., combining some of the useful 1O perspectives, by being critically
aware of the external demands, with the very important resource-based, internal firm sources of

advantage.

There is little doubt that, in a wide variety of circumstances, IT was able to, and can still, add value
to a firm. However, as Mata, Fuerst & Barney (1995) contend, IT adding value to a firm — by
reducing costs and/or increasing revenues — is not the same as IT being a source of sustained
competitive advantage for the firm. It is exactly because of this debate that researchers, such as
Licker (1997: 88), make the point that, “whether or not IT {alone} can create sustainable
competitive advantage is debatable.” Essentially, what all the researchers are hinting at is taking
advantage of the ‘asset features’ that accompany certain assets or resources throughout the firm
(the whole business), and combining those with the IT assets — a resource-based perspective.
Clemons & Row (1991) asserted that firms can achieve competitive advantage from an IT
application if the application exploits their unique resources and capabilities so that competitors
cannot imitate the IT application fully. In the same way, Feeny (1988: 116), made the point that
“senior managers with insight into the dynamics of their sector will find real opportunities; IS

departments alone will not.” The resource-based ‘strategic necessity hypothesis’ suggested by



Chapter 2: Literature Review 67

Clemons & Row (1991), and the data from Powell & Dent-Micallef’s (1997) study corroborate,
that IT creates advantage by leveraging or exploiting pre-existing complementary human and

business resources.

Despite its less optimistic view of IT’s direct performance impacts, the ‘strategic necessity
hypothesis’ does appear to fit the emerging empirical evidence, and its resource-based origins
provide a solid theoretical foundation for investigating the context and conditions under which IT
may produce competitive advantage. Particularly, it points toward a more balanced perspective,
one that acknowledges the ‘commodity view,” while allowing the possibility of advantages arising
from merging technology resources with other firm resources: if technology per se do not provide
distinctive advantages, then firms must use them to leverage or exploit firm-specific, tangible and
intangible resources such as organisational leadership, culture, and business processes (Henderson

& Venkatraman, 1993; Clemons & Row, 1991).

In 1990, Jarvenpaa & Ives made the point that research into the assertion that IT might be able to
create sustained competitive advantage was relatively underdeveloped, both empirically and
theoretically. Similarly, in 1990, Reich & Benbasat (1990: 326) asserted that research on IT and
competitive advantage has emphasised “describing how, rather than systematically why” IT can
lead to such an advantage. Recently, Powell & Dent-Micallef (1997: 375), in referring to the
relatively few studies done on the topic, claimed that “the literature is fragmented and far-flung,
and — despite some recent advances — weighs heavily toward case studies, anecdotes, and
conceptual frameworks, with insufficient empirical work and minimal synthesis of findings.”
Therefore it is the assertion of this research, as posited by Feeny & Ives (1988), that greater
attention to the analysis of sustainability can help restore the credibility of IT as a competitive
weapon at a time when many are wondering whether the concept is the most recent example of IT

industry hype.

Most of the IO literature, including the work of Porter, went as far as developing valuable
frameworks and models for competing on core capabilities, stopping just short of looking at the

deeper-rooted bases for sustainable competitive advantage — with a few exceptions, such as Feeny,
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Ives and Piccoli (2003). Value-chain analysis, for instance, gives a useful starting point for
identifying core capabilities and their flow through the organisation, but it still does not adequately
reflect the way in which clusters of assets and resources have to work together to create those
capabilities. On the other hand, this research hypothesises, based on RBT, that differences in the
CRCs of firms will lead to differences in sustainable competitive advantage (SCA). And it is
exactly the idiosyncratic combination of physical, human, and intangible resources that supply the

genetics of firm heterogeneity.

2.3.6 Positioning IT in the Research Framework
Within this research, the treatment of IT will be from a business advantage approach which fits

more neatly with the RBV school, as opposed to the 10 approach (see Table 2.1).

Table 2.1
A Comparison of Two Views:
Information Technology As a Strategic Resource to Sustain Competitive Advantage

Industrial Organisational Business Advantage
Approach Approach
. - IT Driven - Business Driven
Emphasis - Question: “How can IT - Question: "How can
transform business?” business exploit IT?"
- IT a large investment - IT investment incremental,
. a. outla decentralised
Application . Focui on efficiency - Focus on enabling business
and automation strategy & firm capabilities
- Innovation, IT - Business performance;
Key Concepts cost/benefit Exploiting IT as an enabler
- IT as a commodity - No significant research
Limitations - Advantage not to support “why” of integration,
sustainable — moves from i.e., IT integrated with
entry barrier to entry requirement business & human resources
Outcome - Industry: External focus - Business: Internal focus
- More theoretical - More actionable

Source: Author
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Unlike the IO approach in which IT, through innovation, is posited as a destroyer of established
resource-based positions and treated as a commodity, driven essentially by technologists within the
firm (the competitive imitation perspective), this research will develop and apply a framework that
specifies how IT, in conjunction with a firm’s other assets and resources, can be sources of
sustained competitive advantage through both competitive imitation, as well as competitive
innovation, through learning, competitive intelligence and knowledge management. Similarly to
the work of Clemons (1991), Clemons & Row (1987; 1991), Powell & Dent-Micallef (1997) and
Feeny, Ives & Piccoli (2003), the RBV of the firm will be applied in developing this
complementary resource framework (particularly gleaning insights as to IT’s complementary role).
From a business advantage approach, IT is clearly an enabler of new and entrepreneurial resource
combinations for firms, as either current CRCs are effected in new ways or new IT marketplace
innovations continuously “throw up” new combinative possibilities (enabler of new CRCs such as
new product development processes and new customer services processes, etc.), new strategic
choices facing business managers (each of which has uncertain strategic significance) and potential
avenues for extracting rents in new and different ways — essentially IT enables the dualistic nature
of a firm to simultaneously follow strategic paths of competitive imitation and competitive
innovation. Often, when not thought about in relation to the business strategy, the market does not
know what to do with the new IT innovations, nor is sure about whether to ignore it or do
something with the innovations, e.g., WAP in the assurance industry. Partially for this reason,

some researchers therefore refer to business-IT alignment®’ when adopting the business advantage

lens. Henderson and Venkatraman’s (1993: 5) seminal IT alignment model sought to provide a
way to align IT with business objectives in order to realise value from IT investments and

therefore advocated alignment between, and within, four domains: strategic fit (between the

external and internal domain) and functional integration (between the business domain and the IT

domain). The authors argued that the potential strategic impact of IT requires both “an

understanding of the critical components of IT strategy and its role in supporting and shaping

business strategy decisions” and “a process of continuous adaptation and change.”

67 Various alternative terms exist to refer to the phenomenon of alignment: balance (Henderson & Venkatraman,
1993), coordination (Lederer & Mendelow, 1986), fir (Venkatraman, 1989), linkage (Reich & Benbasat, 1993;
Premkumar & King, 1992), support (McLean & Soden, 1977), harmony (Woolfe, 1993), relationship (Zviran, 1990)
and architecting (Maes, Rijsenbrij, Truijens & Goedvolk, 2000).
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2.3.7 Introduction of the Framework of Sustainability

The previous section viewed resources in terms of “strategic necessity” vs. the “commaodity” views
with respect to IT assets. The argument was also made that RBT, rather than the 10 perspective,
provided a more relevant foundation for this research. Researchers have recognised that the
polemic of “strategic necessity” vs. “commodity” views of IT have neglected the “combinatorial”
value of IT assets. The dialogue on the role of IT with respect to establishing sustainable
competitive advantage has evolved to include the notion of “IT-dependent strategic initiatives”
(Feeny, Ives & Piccoli, 2003; Piccoli & Ives, 2005) in which IT enablement is a critical component
of competitive effectiveness, and that IT-dependence is embedded in interlocked activities rather

than one-time decisions (Rivkin, 2000; Siggelkow, 2001; Smith, et al, 1991).

The “Framework of Sustainability” starts with some of the basic insights from the RBT school that
posit that firms possess an accumulation of stocks, of which IT infrastructure is one set of assets.
These stocks vary in their asymmetric or idiosyncratic characteristics in the sense that they can be
protected by patents, and developed as special purpose systems; on the other hand, a firm’s stocks
may be highly standardised, with little or no means of differentiation. The framework identifies
potential sources of sustainability, and is intended to enhance understanding of the network of
factors linking the characteristics of the firm and of IT-enabled strategic initiatives to the

achievement of sustainable competitive advantage.

The “Framework of Sustainability” recognises that IT-dependent resources can create what Feeny,
Ives & Piccoli (2003) call “complementary resource barriers,” that make substitution and
imitablity difficult. In Figure 2.3, this notion is captured by the concept of “enablement” which
recognises IT dependency on other assets, resources, or processes within a firm. The “Framework
of Sustainability” extends the Feeny, Ives & Piccoli (2003) concept of complementary resouce
barriers, which addresses a “strategic outcome” and reframes “complementary-ness” in terms of
the internal dynamics of the firm, and further which emphasises the creation process itself of

complementary resource combinations (CRCs). As the framework shows, the enablement
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processes within the firm also continues as these CRCs — similar to the notions proposed by
Nelson and Winter (1982) of how genetically coded processes and humane endeavour compete for
pre-eminence within firms — are assessed by a firm’s leaders as either providing strategic key- or

core capabilities within its strategic architecture.

It is with the above in mind that the research framework (Figure 2.3) served as the basis for
analysing the cases, and in so doing potentially shed insight into the two overarching research

questions which are:

e  How does IT impact competitive advantage in the context of the top personal
financial services (assurance) firms in South Africa?

. Why do certain combinations of resources enable capabilities, particularly IT-
dependent capabilities, to become competitively advantageous to high-
performing personal financial services firms?
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Although this rescarch was not “quantitatively” designed, the researcher found it useful 1o develop
the following three propositioms 1 help mamtain the disciphne of evidentary development that
remained faithful to the two overarching guestions slaled above, as well as 1o a rnicher

understanding of the “Framework of Sustainability™ inroduced in Figare 2,30 These are:

(1) IT assets can establish “rarity™ within a finn, thereby contributing to its sustainable
compotilive advantage.

{21 Firms combine a varicty of complementary resowves o meel markelplace challenges.
which includes developing both key- and core capabilities. In other words, dillerences in

the CRCs of firms will lead to dillercnves in sustainable competitive advantage (5CA).
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(3) A firm’s strategic architecture reflects both key- and core capabilities that sustain their

competitive advantage.

This initial view of the research framework (Figure 2.3) is subsequently validated and refined
through the analysis of the four case studies. More specifically, evidence gathered through this
research exploration éventually refines this framework into a “finished good” in Chapter 9 (Figure
9.2) and emerges as an “evidence-informed,” new framework. The initial framework (Figure 2.3),
therefore, constitutes an input to the empirical part of the dissertation. It is both: (1) a conceptual
proposition-like structure to be validated, revised and/or extended; and (2) a guide for data
collection (i.e., the questionnaire and structural interviews are based upon the constructs of the
framework). The following chapter (Chapter 3), which establishes the research design, as well as
the research methodological choices and approaches, elaborates in more detail how the

“Framework of Sustainability” will be employed in this research.
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CHAPTER 3: RESEARCH DESIGN AND METHOD

3.1 Purpose of this Research

At the heart of every research project, Leedy (1993: 55) writes, “is the problem.” Tt is of
paramount importance for the success of the research effort. An important aspect of research
preparation is, according to Rubin & Babbie (1993: 365), “to begin with a search of the relevant
literature, filling in one’s knowledge of the subject and learning what others have said about it.”
As demonstrated in Chapter 2, there is considerable literature on ‘competing strategically through
IT* and ‘driving firm capability with IT°. However, the current body of research is ‘thin’ in
enabling firms to clearly identify the important internal processes and resource combinations, in
relation to IT, that should be recognised to ‘compete strategically through IT’ or ‘drive the firm’s
capabilities through the use of IT.” Although showing recent signs of acknowledging the internal
resource dynamics with firms, the existing literature, at this time, still relies heavily on anecdotes
and consultants’ frameworks, with little solid empirical work or synthesis of findings. According
to De Vos (1998: 54), “for a problem to be researchable, it must demand an ‘interpretation of the
data’ leading to a ‘discovery of the fact.”” To this end then, this research endeavour proposes to
generate a contributory framework, by utilising a resource-based approach that will redress the
“gap” by providing practitioners and researchers with a useful way of analysing firms, when
thinking of ways in which to deploy IT strategically. Along with the overarching research
questions discussed in the Part 1 introduction, the “researchable problem” is further defined by the

following purposes of research, which are to:

e Validate the “Framework of Sustainability” through evidence gathered
within the SA assurance industry;

o Identify each firm’s intra-firm resource combinations and how these
combinations integrate with IT to enable, or constrain, key- or core

capabilities that sustain competitive advantage; and
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e Analyse the evidence, when comparing each firm’s competitive response
effectiveness, to ascertain what factors create sustained benefit or value, and

refine the framework on the basis of this comparative evidence.

3.2 The Epistemological Landscape

Several social science researchers have written comprehensively about the epistemological
underpinnings for research (Baert, 1998; Burrell & Morgan, 2000; Creswell, 1994; De Vos, 1998;
Denzin & Lincoln, 2000). At present, there are two well-known and recognised approaches to
research, i.e., the qualitative paradigm and the quantitative paradigm from valid or representative
data sets. Quantitative research takes universal propositions and generalisations as a point of
departure, whereas qualitative research aims to understand phenomena within a particular context
— in the case of this research, IT in the assurance industry. Consequently, qualitative and
quantitative researchers will have different approaches to questions concerning ontology (the
nature of reality and human behaviour), epistemology (the relationship of researchers to reality and
the road that they will follow in the search of truth) and methodology (know-how or scientific
methods and techniques employed to obtain valid knowledge) (De Vos, 1998: 241-242).

There is an enduring debate within the IT field concerned with the positivist and interpretivist
research traditions (Fitzgerald & Howcroft, 1998). According to Chua (1986: 5), “positivist
studies are premised on the existence of a priori fixed relationships within phenomena which are
typically investigated with structured instrumentation. Such studies are primarily to test theory
...,” while “interpretive studies assume that people create and associate their own subjective and
intersubjective meanings as they interact with the world around them ... {T}he intent is to
understand the deeper structure of a phenomenon within cultural and contextual situations ... .”
Undoubtedly, positivism has been most dominant and influential, with much of the published
research being centred upon positivistic assumptions (Orlikowski & Baroudi, 1991, Walsham,
1995; Galliers, 1997; Eisenhardt, 1989a; Lee; 1989; Markus, 1983; Paré & Elam, 1997). Indeed,

much of the methodological literature relating to IT assumes an unproblematic, rational, objective,

approach to management, organisations, and change, involving mechanistic assumptions about
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organisational behaviour (Introna, 1997; Jones & Hughes, 2001). However, a mounting
appreciation of the essentially social nature of IT in practice has led some researchers to adopt
research approaches which focus primarily on human interpretations and meaning (Walsham,
1995; Myers, 1997). Consequently, interpretive approaches and interpretive epistemologies are
being employed, and called for, to an increasing extent (Klein & Myers, 1999; Trauth, 2000;
Hirschheim & Smithson, 1999, Serafeimidis & Smithson, 2000), given credence to arguments
relating IT deployment, implementation and evaluation to socially embedded processes are
entwined with formal and informal procedures, as well as with the actors involved (Jones &
Hughes, 2001). It is argued (Jones & Hughes, 2001; Serafeimidis & Smithson, 2000) that these
actors are in the best positions to offer opinion and give insights. Orlikowski & Baroudi (1991:
13) suggests that “interpretivism asserts that reality, as well as our knowledge thereof, are social
products and hence incapable of being understood independent of the social actors (including the
researchers) that construct and make sense of that reality.” The interpretive epistemology has also
spawned IT research employing hermeneutic methods (Boland, 1985, 1991; Lee, 1994; Trauth &
Jessup, 2000).

For those researchers who adopt an interpretive research approach, a more focused, and sometimes
problematic, issue is that of selecting an appropriate, or a number of appropriate, research methods
to complement the chosen strategy. Not surprisingly, many interpretivists select qualitative
research methods (Jones & Hughes, 2001). Critical research, on the other hand, “aim to critique
the status quo, through the exposure of what are believed to be deep-seated, structural
contradictions within social systems, and thereby to transform these alienating and restrictive
social conditions” (Chua, 1986: 5-6). Myers (1997) insight on critical ethnography helps to bridge
the understanding gap between interpretive and critical research — the alternatives to the dominant
lens of positivism (Trauth, 2001). Ngwenyama & Lee (1997) use the critical lens to guide their
approach to examining information richness theory (Trauth, 2001). Doolin (1998) argues that a
research approach based on critical theory is needed in order to view IT within a broader context of
social and political relations. Table 3.1 illustrates the differences between qualitative and
quantitative research, and the discussion following the table (for the rest of the methodological

chapter) highlights the influence of the theoretical lens on both the choice of research method, and
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some of them as fotlows © “For the qualitative researcher, the only reality is that constructed by the
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individuals involved in the research situation. Thus multiple realities exist in any given situation:
the researcher, those individuals being investigated and the reader or audience interpreting a study.
The qualitative researcher needs to report these realities faithfully and to rely on voices and
interpretations of informants.” In a qualitative methodology, writes De Vos (1998: 46) “inductive
logic prevails.” Categories emerge from informants, rather than being identified a priori by the
researcher. This emergence provides rich “context-bound” information leading to patterns or

theories that help explain a phenomenon.

Within the context of IT and IS research, the prevailing model of research is quantitative in
approach (Lee, 2001; Lee & Liebenau, 1997; Trauth, 2001).% In spite of a “techno-centric”
perspective to the study of IS and IT, qualitative methods are finding credence within the research
community (Lacity & Janson, 1994; Lee, 2001; Lee & Liebenau, 1997; Leonard-Barton, 1990;
Markus, 1997; Orlikowski & Baroudi, 1991; Trauth, 2001). Two common themes that prevail
within the qualitative research community in IT/IS, are: (1) what one wants to learn should dictate
the methods; and (2) a diversity of research methods enhances overall understanding of various
issues that arise in the IT/IS field (Markus, 1997; Orlikowski & Baroudi, 1991; Trauth, 2001).
Given the nature of the research, it was decided, based on the underlying assumptions of the
qualitative tradition, that a qualitative research process would be followed. More specifically, the

overarching research questions were more conducive to a qualitative line of inquiry.

3.3 Pilot Study Experience

According to Mouton & Marais (1990: 43) the goal, or objective, in exploratory studies is the
exploration of a relatively unknown research area. Aims in such studies (Mouton & Marais,
1990), are to:

¢ Gain new insights into the phenomenon;

8 In fact (Lee, 2001) discusses the Management Sciences Quarterly (MSQ), a top rated journal and its reliance on
research from the quantitative tradition; he apparently has appealed to the editorial board to consider research articles
with a behavioural rather than techno-centric slant, using qualitative methods.
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e Undertake a preliminary investigation prior to a more structured study of the
phenomenon;

¢ Explicate the central concepts and constructs;

¢ Determine priorities for future research; and

e Develop new hypotheses about an existing phenomenon.

Grinnell (193: 136) further explains that exploratory designs are at the lowest level of the
continuum of knowledge that can be derived from research studies. An exploratory study explores
a research question about which little is yet known, and is therefore subjective and speculative in
nature. The purpose is to uncover generalisations and develop hypotheses which can be
investigated and tested later with more precise and, hence, more complex designs and data
gathering techniques. Because they go no further, they are sometimes called pre-experimental or
non-experimental designs. It was, therefore, decided that an exploratory methodology would be

appropriate for this phase of the research.

A pilot study was conducted, by the author, in the UK insurance industry, and the interpretive role
of the study was based on the exploratory methodology described above. See Appendix A for a
summary of the pilot research. During this phase of the research, a total of six interviews were
conducted — three of them with intermediaries and brokers, and three within the AMP Pearl
insurance firm. The interviews with the intermediaries and brokers were designed to glean
information about the industry, and the various insurance firms. The intent was to seek evidence
on: (1) the changing nature of competition in the sector; (2) the impact of IT on the sector; and (3)
product and marketing strategies, etc. In addition, interviews were conducted at AMP Pearl in
Peterborough. Personal interviews were arranged with a Marketing Manager, the Head of IT
Service Management, and a Human Resource Consultant to the IT Department. Multiple
perspectives were sought in order to: (1) ‘tease out’ underlying themes; and (2) determine the

consistency in the views among the interviewees.
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As stated in the Pilot Study summary in Appendix A, there were a number of key findings that

helped the researcher to understand the insurance industry, as well as gain experience in

conducting research. From an experiential perspective, the following was learned:

1.

Preparation is crucial. Not only must access be arranged, but also a clear statement of
the terminology must be stated. Practitioners do not, for example, understand what a
core- or key capability is. Neither do they understand ‘academic concepts’ such as
resource-based theory or resource combinations. In addition, with the short amount of
time each interviewee was willing to commit, open-ended questions were too general,
and caused the dialogue to depart substantially into unrelated areas. The researcher
also discovered the need to not only construct semi-structured questions, but also
separate question protocols, depending on the function and hierarchy position of the
interviewee. For example, senior leaders of a business had differing views of the

business issues than an IT professional working on a given project.

Conducting Interviews requires skill and experience. The first interviews were ‘chats’,
with not much pertinent evidence gained. Also, the ability to listen and ask pertinent
follow-up questions to gain deeper, more reflective insights from interviewees were

important.

Analysing Interview Text data. The researcher learned that the volume of data was
large for only six interviews, and had to find some way to code the data for further
analysis in order to develop it into a more integrated, reflective analysis, and avoid the

analysis deteriorating into mere descriptions on the “answers to questions”.

The role of archival or documentary evidence. The researcher learned that coming
prepared with some knowledge of the business, or any newsworthy event such as a
merger, were important to know, before the interviews, in a given firm. In addition,
background information about a business, collected through public sources, saved

interview time because interviewees did not have to provide background information
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about the firm. In addition, it was found that even in the few interviews in the UK,
interviewees would refer to internal documents. The researcher found that it was
necessary to obtain copies, wherever possible, since these documents frequently gave

other contextual information as well.

A few insights were also gained about the insurance industry in the UK. These insights can be
found in Appendix A. From a research perspective, the most critical insights were the lessons
learned in conducting research. In addition, even though the pilot study in the UK allowed for the
early identification of possible constructs, as stressed by Eisenhardt (1989a), it was important to
remember that the identification of constructs were tentative at that stage of the theory-building
research — but importantly did help lay the foundation for the design of the main body of research

conducted in SA.

3.4 Structure of the Research Design

The research design was a ‘blueprint’ that established the framework through which the research
questions would be investigated, using a method which would define the processes of evidence
gathering and analysis (Huysamen, 1993; Thyer, 1993). The ‘blueprint,” therefore, required a
research methodology — a description of procedures, techniques and processes used in approaching
a problem and extracting answers. The term ‘methodology’ merely means the way in which we
proceed to solve problems, i.e., the “research process” (De Vos, 1998:37). The process of research
Leedy (1993: 9) argues, “is largely circular in configuration: it begins with a problem; it ends with
that problem resolved.” Methodologies are developed in an effort to meet the norms of
‘publicness,” which require that a complete description of the research is given so strengths and
weaknesses can be assessed in evaluating information (Katzer, Cook & Crouch, 1978). In the
spirit of ‘publicness,” Figure 3.1 depicts the cascade design parameters used in this research — the
choices of overarching research questions and a qualitative epistemological orientation formed the

basis upon which the design parameters were established.
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also how cascading series ol choices are interlinked w form the overall research design.

3.5 Research Method: The Case Study

The case study has been portrayed in the literature as: a teaching tool (Forrester, 1980a; Stoecker,
19917, a pilot or pre-test prior to a quantitative study (Perry, 1998, Yin, 1984}, a frame (Stoccker,
1991}, a wradition {Creswell. 1994, a method (Stake, 1995; Stoccker. 1991) and a research
strategic theme or ool (Patton. 19900 Yin, 1984} Tor purposes of this discussion, the case study.
15 not 4 Wwaching ool or a pre-test study prior o a more extensive research project. The case study
15 a stand-alone research method that has developed into an accepted tradition in IT and business
research (Hamel. Dulour & lortin, 1993 Leonard-Barten, 1990: Perry, 1998, Stoecker, 199]) with

a comprehensive set of research strategies and tools deseribed by Patton (19900 and Yin (1984),
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Stoccker's (1991 97-98) frame cncompasses this method by deseribing a case study as: “those
research projects which atlempt 1o explain holistically the dynamics of a certain historical period
of a particular social unt” Case study methods are often used in a tnangulated way o, This
usually takes place where quantitative survey data provides insights of largely a deserniptive type,
and often limtted in decper explanatory value. As a gualitative form of rescarch, the case study

b

approach ofien provides explanatory data, answermg the guestion “why,” The nexi twa sections

describe why the case study 15 used for this research, and discusses some of 1s imetatuons.

3.5.1  Selection of the Case Study Methad

Many methods are nested within the qualitative research genre (Creswell, 1994 Denvin & Lincoln,
2000 Palton, 19900, Rather than discussing all major gualitative method variants, this section
briefly explains why the case study was selected as method of choiee for this dissertation rescarch.
A comparison of Creswell’s five gualitative traditions, with respect 1o the key elements of the
research design. provides a distilled discussion of why the case method was selected. Tuble 3.2
represents a summary of some of the key elements of design that characterizes the five research
methods described by Creswell (1994) — these are: hiography, phenomenology. srounded theory,
ethnography, and case study. Within the case study methodelogy, muiti-research methods
(triangulation) may be used. Including semi-structured interviews and documentation analysis -
these approaches are used m this rescarch, Among the five traditions, the case study wadinen s
assrssed to be the best tit for this resewrch, with grounded theory complementing as an analytical

construct {not a rescarch method), for the lollowing reasons:

|, Flexibifity. As shown in the Table 3.2, the case method embraces the concept of using theory
to establish one of the smudy parameters  dentified as a form of realism® by Perry (1998}
This differs [rom the grounded theory method which inductively builds theory from the
evidence. In this rescarch. resource-based theory lorms the conceptual foundation lor the
rescarch, 1o addition, the case study allews for a variety ol dilleremt data collecuon
techmigues.  Although not specifically mentioned by Creswell (1994), Yin (1984) suggests
that the case method accommaodates both gualitstive and quantitstive data collection

methods,
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