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Abstract

A number of studies based on the Resource Based View (RBV) consider resources as the only sources of gaining a
source of a firm’s sustainable competitive advantage. According to the RBV approach, there are qualities that
resources must possess in order for them to realize sustainable competitive advantage for a firm. The resources must
be valuable, rare, inimitable and immobile across firms. Since resources are more often common than rare, more
homogenous than heterogeneous and more mobile than immobile, then firms have to combine the resources in order
to develop rare and difficult to imitate processes that will act as a source of sustainable competitive advantage. In an
industry where resources are common and mobile, a firm therefore needs to build competencies in order to convert
these common and mobile resources into processes that are rare and immobile to create a source of sustainable
competitive advantage for the firm. A problem therefore exists for firms in a homogenous industry where resources
are shared and are neither rare nor heterogeneous across firms in the industry to develop sources of sustainable
competitive advantage. In order for these firms to develop sources of competitive advantage with the resources
available to them, they would need to develop core competencies to turn the non rare homogenous resources into rare
and heterogeneous processes that competitors cannot imitate. The development of these competencies is the product
of organizational cultures and values formed over time which can be explained by institutional theory. Further, a firm
may not own the resources they need to form a source of sustainable competitive advantage. These resources may be
owned by other firms not controlled by the firm in need of these resources which is a premise of the institutional
theory. While this is acknowledged from the existing literature, there is also lack of an integrated theoretical model
to demonstrate how diverse theories explaining firm strategic behaviour may be utilized to enable firms build
sustainable competitive advantage. This paper proposes an integrated theoretical model for linking firm resources
with core competencies and sustainable competitive advantage while providing for the role of the firm’s external
environment. The proposed model integrates the postulates of the RBV, RDT, Institutional Theory and Porter’s five
forces Model. The emerging theoretical propositions and implications for future research are discussed.

Keywords: firm resources, core competencies, sustainable competitive advantage, Resource Based View Theory
1. Introduction

The Resource based view explains how a firm is able to gain a competitive edge using resources available to the firm.
According to Barney (1991) a strategic resource meets certain criteria — it is valuable, such that it reduces costs or
increases value to customers. It is also rare enough such that competitors do not use the same resource to compete
away the value. A strategic resource is also difficult to imitate or substitute. This quality of inimitability keeps
competitors from gaining parity. Barney (1991) further argues that if resources are mobile and homogenous across
the industry, it is not possible to conceive a competitive advantage since any other firm with the same resources can
conceive the same strategy and implement it.

Teece and Pisano (1997) assert that companies gain and sustain competitive advantage due to the ability to renew,
integrate and expand their existing competences and continuously develop new capabilities. According to Banerjee
(2003), a core competence is the ability of an organization to operate efficiently within the business environment and
to respond to challenges. Prahalad and Hamel (1990) explain that to get to the future fast, top managers must either
see opportunities, by virtue of pre-emptive and consistent capability — building that other companies cannot copy.
The concept of core competencies thus plays an important role in relating or transforming resources into sustainable
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competitive advantage for a firm. In addition as Enz (2008) argues, a single resource cannot be a source of
competitive advantage. Rather multiple resources need to be organized in novel ways to create a firm’s capabilities.
This calls for a process of bundling the resources which management can do through the process of acquisition,
development, management and discarding of resources. Competitive advantage developed this way is difficult to
imitate by competitors since competitors are often unable to determine exactly how the source of capability was
created.

In support of this, Barney (2001) explains that one of the sources of competitive advantage in a firm is its ability to
be creative and entrepreneurial in order to discover how to generate value with its resources in ways that other firms
and outside owners cannot anticipate. Rumelt and Lippman (1982) posit that competitive advantage can only be
sustained if the capabilities creating the advantage are supported by resources that are not easily replicated by
competitors. Managerial abilities are important to a firm and they are key distinctive competencies that the firm can
use to develop and sustain competitive advantages. According to Teece (1994) sustainable advantage requires not
only the ownership of difficult to replicate assets but also unique and difficult to replicate dynamic capabilities. Core
competencies are resources and capabilities that serve as a source of competitive advantage for a firm over its rivals.
Competencies act as a linkage between the firm’s internal resources and the current environment. Though two firms
might have the same resources, employing these resources to meet market needs will make one firm successful and
the other not so. The role of competence building in a firm is therefore of utmost importance.

Danneels (2002) identifies two types of competencies i.e. technological and customer competencies. A technological
competence is the ability of a firm to make certain physical products whereas a customer competence enables the
firm to serve a particular customer group. Some firms are able to enter new markets while others stay bound to their
current customers. On the other hand, other firms continuously develop new technologies while others stay bound to
obsolete technology.

Huang, Dyerson, Wu and Harindranath (2015), note that formerly stable environments are becoming uncertain as a
result of accelerating technological change, globalization, industry convergence, aggressive competitive behaviour
and deregulation. Since firms need to possess rare, inimitable and heterogeneous resources in order to develop a
source of sustainable competitive advantage, then a challenge exists for firms operating in an industry where
resources are mobile and homogeneous across firms. While it is important for firms to possess valuable, rare,
difficult to imitate and immobile resources to develop initial sources of competitive advantages, for these
competitive advantages to be sustained, the firm must develop core competencies that will keep on regenerating rare,
non imitable and immobile processes that are difficult for competitors to imitate.

While the RBV maintains that a firm’s sustainable competitive advantage is derived from its resources, cases exist
where firms do not control the resources they need. This is explained by the Resource Dependence Theory. On the
other hand the institutional theory explains how firms secure their positions and legitimacy by conforming to the
norms and rules of the institutional environment. This helps build competencies that give one firm unique
competencies that act as a source of sustainable competitive advantage. Complementarities therefore exist between
the three theories and there is a need to explore how each complements the shortcomings of the other. The study is of
the view that a firm in an industry with no valuable, rare, heterogeneous and inimitable resources may develop key
competencies that will be a source of competitive advantage for the firm. Thus the unique role of developing
competencies while combining key resources to generate competitive advantage from firms’ processes needs
consideration by theorists and researchers. In addition while undertaking this, the existing complementarities
suggested by proponents of diverse theories explaining firm strategic behaviour also need to be given attention.

The objective of the study therefore is to first review the extant theoretical and empirical literature on the linkage
between firm resources, core competencies and competitive advantage. Secondly the study seeks to identify
emerging theoretical and empirical gaps on the linkage between firm resources, core competencies and competitive
advantage. Lastly the study proposes a conceptual framework for linking firm resources, core competencies and
competitive advantage. Undertaking a study in this direction is considered valuable in a number of ways. First, the
paper goes beyond the scope of the extant theoretical and empirical literature to show the theoretical linkages
between resources, the mediating conditions of competencies and sustainable competitive advantage. This is
considered necessary to inform empirical endeavours that rely on the input of the RBV to explain firm strategic
behaviour. Secondly, the paper considers calls made in previous research regarding areas of complementarities
among the diverse theories explaining firm strategic behaviour. While these previous works have alluded to evidence
on such complementarities, they have not indicated how the contributions of the theories are applicable in identifying
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these complementarities (Meyer, Estrin, Bhaumik, & Peng, 2009b; Kilika, 2012). The proposed theoretical model
and propositions of the paper further extends these previous attempts.

2. Review of Relevant Theories

The arguments of the paper are anchored on several theories that focus on resources and their management to
achieve competitive advantage. The RBV maintains that the only sources of competitive advantage in a firm are the
resources. Further it explains the qualities and characteristics that these resources must possess in order for them to
first be a source of competitive advantage and second for this source of competitive advantage to be sustainable.
Barney (1991) argued that firms that possessed resources that were valuable and rare would attain competitive
advantage and enjoy improved performance in the short term. In order for a firm to sustain these advantages over
time its resources must also be inimitable and non substitutable. According to Newbert (2008) the RBV sees
exploitation of valuable rare resources as the main contributor to a firm’s competitive advantage which in turn
contributes to its performance. According to Hoffer and Schendel (1978), resources possessed by a firm are the
primary determinants of its performance and they may contribute to a sustainable competitive advantage of the firm.
The central premise of the RBV is that firms compete on the basis of their resources and capabilities (Petraf, 1993).
However, firms do not always own or control the resources that they need in order for them to develop a source of
sustainable competitive advantage. These resources might be owned by firms not in direct control by the firm
needing them.

To this extent the RBV best exhibits some inherent weaknesses and so the need to consider the case of externally
controlled resources by others through the lense of the RDT. Pfeffer and Salancik (1978) describe the Resource
Dependence Theory (RDT) as the study of how external resources of organizations affect the behaviour of the
organization. The RDT argues that organizations depend on resources which are often in the hands of other
organizations. Bartol and Martin (1988) look at another aspect of resource dependence and explain that as a result of
division of labour, management also depends on the resources such as work effort, expertise, and organizational
connections provided by individual employees, work groups or departments. Pfeffer (1992) further argues that the
degree to which management depends on any employee is defined as the inverse of the power that same employee
has over his or her manager. Employees are capable of competence building in the organization. Competence
building can create a source of sustainable competitive advantage for the firm.

When a firm does not possess the required resources to achieve competitive advantage, one of the options available
to it is outsourcing. Outsourcing can be done when a firm does not have capabilities in the areas needed to succeed or
when a firm lacks a resource or possesses inadequate skills essential to successfully implement a strategy. When
organisations do not possess resources and capabilities required in developing a source of competitive superiority in
all primary and support activities necessary to compete then they can acquire the same from external providers.
Outsourcing of these key skills can create a source of sustainable competitive advantage for the firm. The RBV and
the RDT, however, do not take into consideration the use of key competencies in developing rare, inimitable
processes from common and mobile resources to create a source of competitive advantage for the firm. The
institutional theory explains how firms develop processes and practices through organizational cultures formed over
time.

The institutional theory explains how a firm forms organizational cultures and practices over time. According to
Meyer and Rowan (1991), various groups and organisations better secure their positions and legitimacy by
conforming to the norms and rules of the institutional environment. These practices and cultures are historical and
difficult for other organizations to imitate. The practices can be a source of sustainable competitive advantages for
the firm since they are intangible. Intangible resources are the best in building core competencies for firms.
Institutional theories can affect firm strategy either negatively or positively. Where there is pressure to conform to
certain set rules and regulations especially on product and service standards then institutional theories may impact
positively on organizational performance. The institutional theory therefore explains the process through which firms
develop key competencies over time that act as a source of competitive advantage. The institutional theory explains
how firms adapt to the environment around them. This environment includes the whole industry, regulatory bodies,
buyers and suppliers. Porter’s five forces model therefore complements the institutional theory in explaining how a
firm assesses the attractiveness of the industry in which it is operating.

According to Porter (1980), a firm can assess the attractiveness of an industry through an analysis of five forces. The
first of these forces is the strength of the threat of new entrants to the industry. Second is the threat of substitute
products. Third is the power of buyers or customers. Fourth is the power of suppliers and fifth is the degree and
nature of rivalry among businesses in the industry. Porter (1985) argues that on the basis of analysis of these forces,
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an organization can develop a generic competitive strategy of differentiation or cost leadership capable of delivering
superior performance through an appropriate configuration and co-ordination of its value chain activities. A cost
leadership strategy requires a firm to become the lowest cost producer of a product or service so that above-average
profits are earned even though the price charged is not above the industry average. A differentiation strategy on the
other hand involves creating a customer perception that a product or service is superior to that of other firms based
on brand, quality and performance so that a premium price can be charged to customers. A focus strategy involves
the use of either a differentiation or cost leadership strategy in a narrow market segment.

Porter (1985) argues that a firm must choose between a differentiation or cost leadership strategy. He argues that to
be stuck in the middle between the two is likely to result in failure. However, firms can successfully develop both
low cost and differentiated products for different market categories and this can be their source of competitive
advantage. Mintzberg (1995) argues that low cost and low price alone do not sell products and services. They must
possess qualities perceived by customers as desirable and of value. Prices combined with image, after sales support,
quality and design can be used as the basis for product differentiation. Development of these strategies is a core
competence that puts one firm apart from another in an industry where key resources are common across firms.

From the discussion on the postulates of the relevant theories that explain firm strategic behaviour in the manner that
involves resources leading to sustainable competitive advantage, the authors observe that even though the theories
are rich in content and prescription, such content needs to be utilized in theoretical work to guide empirical work
among scholars so as to inform strategic management practices in organizations. From the theories therefore, it is
important to identify the relevant set of constructs that feature in the firm strategic behaviour and demonstrate how
these are connected in a logical phenomenon. In view of this observation, the paper next considers these constructs
and explains each so as to demonstrate how they fit in a phenomenon that is anchored on the postulates of the
relevant theories.

2.1 Conceptualization of Key Constructs

A review of literature on the supporting theories reveals four key constructs that emerge. The concepts forming the
basis of the study include firm resources, competence building, sustainable competitive advantage and environmental
factors. The three are interlinked and each aids the other in value creation for the firm. In order for a firm to gain a
source of sustainable competitive advantage, it requires resources. The resources need to be organized in such a way
that competitors are not able to imitate. The organization of resources in a way that they add value to the firm
requires core competencies. Below is a brief discussion on each one of the four constructs; firm resources,
competence building, sustainable competitive advantage and enviromental factors.

2.1.1 The Concept of Firm Resources

A firm needs resources in order for it to develop sources of competitive advantage. These resources are used in
combination to develop products and services that are valuable to the customer. Porter (1981) describes firm
resources as strengths that firms can use to conceive of and implement their strategy. While some firm resources may
lead an organisation to conceive of and implement strategies that reduce its effectiveness and efficiency, other
resources may have no impact on how a firm lays out strategies. Zott and Amit (2007) define resources as stocks of
available factors that are owned or controlled by the firm which are converted into final products or services.

Firm resources are all the assets, capabilities, organizational processes, firm attributes, information and knowledge
which are controlled by the firms that enable them to conceive and implement strategies that improve efficiency and
effectiveness (Barney, 1991). A strategic resource meets certain criteria — it is valuable, such that it reduces costs or
increases value to customers. It is also rare enough such that competitors do not use the same resource to compete
away the value. A strategic resource is also difficult to imitate or substitute. This quality of inimitability keeps
competitors from gaining parity. The resources must also be heterogeneous and immobile across the industry. Where
resources do not have these required characteristics then managers have to apply their knowledge and skills to
develop a set of competencies that will set them apart from their competitors.

The quality of heterogeneity in resources makes it difficult for competitors to imitate. According to Barney (1991)
heterogeneity of firm resources makes it difficult to measure competitive advantage of individual resources that
should meet the following criteria; add positive value to the firm, be unique, be imperfectly imitable and
non-substituted by other resources. According to Hoffer and Schendel (1978), resources possessed by a firm are the
primary determinants of its performance and they may contribute to a sustainable competitive advantage of the firm.
Some empirical attempts made towards this direction highlight some concerns for theory and empirical work. For
example, Sirmon, Hitt, Ireland and Gilbert (2011) carried out a study on resource orchestration to create competitive
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advantage. The purpose of the paper was to develop an additional theory in order to understand the actions managers
take to manage a firm’s resources. The article also contributed to Resource Based View theory by discussing the
integration of resource management and asset orchestration to form a more comprehensive framework termed
resource orchestration. The study however did not bring out the key underlying activities that managers undertake in
order to successfully achieve resource orchestration. The important role played by organizational culture and
learning in shaping managerial decision making process was not put into consideration.

2.1.2 The Concept of Competence Building

Competence refers to a firm’s capacity to deploy resources, usually in combination using organisational processes to
produce a desired effect. Competence allows resources to be utilized and creates the potential for output. Resources
are a source of capability for the firm but competence to use the resources to acquire economic rent is the main
source of competitive advantage for the firm. Core competencies should be difficult for competitors to copy. In order
to achieve competitive advantage competencies need to be managed and utilized. The top management in any firm
must be able to identify, cultivate and exploit core competencies. Learning gained from skills accumulated over a
long time is a core competency.

Competence is the ability to match firm specific capability and market needs. Environmental changes make
previously acquired competences obsolete or create new opportunities. If new opportunities are created by
environmental changes then this would call for development of new competences to drive the firm in the right
direction towards achieving new competitive advantages. A firm must therefore continuously build new
competencies to match the changing environment in order for it to sustain its competitive advantages. Penrose (1959)
describes firm development as an evolutionary and cumulative process of resource learning in which increased
knowledge of the firm resources enables further expansion and increase of absorptive capacity. Competence allows
for one firm to use the same set of resources in a particular way to gain competitive advantage and for a different
firm to employ the same resources in a less potential way. Competence is the capacity of a firm to convert the
resources they posses into services. Competencies therefore enable firms develop processes that enable them develop
competitive advantages over their rivals.

In a study conducted by Danneels (2008) focusing on the role of organizational antecedents of second order
competences in building new customer and technological competences respectively, it was found that second order
competences are related to exploration which entails learning activities that lead to addition of new resources. The
study identified five organizational characteristics that facilitate exploratory learning. These are; a) The willingness
to cannibalize, b) The presence of constructive conflict in the organization, c) A climate of tolerance for failure d)
The extent to which the firm engages in environmental scanning and e) The firm’s slack resources. Ljungquist (2013)
carried out a study on the core competence concept on links, levels, time and context, knowledge and process
management. The study proposed a core competence management model designed to handle complex innovation
processes in fast paced market dynamism. In particular the study focused on the core competence concept from
different perspectives; innovation outcome types and modes of development, ambidextricity, and time dimension of
shared history and shared future aims, task force team’s degree of homogeneity and degree of formal structural
setting. The study proposed that existing core competencies are ideally explored by homogenous teams managed at
the SBU level in structured context which infers competitive imitation protection. Emerging from the
conceptualization of this study is the fact that, even though the process of competence building requires an aspect of
learning, how the input of the learning organization concept is integrated is not clearly pointed out despite the fact
that proponents of this learning concept have suggested that it holds huge potential for firm competitiveness (Pedler,
Boydell & Burgoyne 1991; Garvin 1993).

2.1.3 The Process of Building Sustainable Competitive Advantage

The ultimate aim of firms is to attain superior performance. In order for this to happen, a firm in an industry must
have a source of competitive advantage that is difficult for other firms in the industry to imitate. A firm that hopes to
have a sustainable source of competitive advantage must develop strategies that will help it combine its resources in
a way that competitors cannot imitate. Barney (1991) explains that this can be achieved through heterogeneous
resources in an organization. Firms can develop various strategies that will help them develop sustainable
competitive advantage and this can be first movers, barriers to entry, low cost or differentiation.

According to Porter (1980), there are factors that allow a firm to assess both the attractiveness of its industry and its
competitive position within that industry through an evaluation of five forces. These are the threat of new entrants,
threat of substitute products, power of buyers, power of suppliers and rivalry between members of the industry. An
analysis of these factors allows the firm to choose the strategy to adopt. Porter (1980) proposed the concepts of cost
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leadership and differentiation relative to competitors as two important sources of competitive advantage. The
argument is that a low cost position enables a firm to use aggressive pricing and high sales volume which can be
achieved through economies of scale. Differentiation on the other hand allows for differentiated products to create
brand loyalty and positive reputation and therefore enables premium pricing.

Ghemawat (1986) also explains that competitive advantage can be achieved by either moving in early to the market
or moving in to the market in large scale. If a firm either moves in early to the market or in large scale, it may
pre-empt the market by setting new standards or by gaining access to critical raw materials, locations, production
capacity and customers. Hamel and Prahalad (1994) observe that competitive advantage can also be gained by
competing for the future. Firms must not only be concerned with the present day profitability but also profitability
both in the medium and long term profitability as their source for competitive advantage. These views require that
firms lay out strategies on how they will compete when their current strategies become either obsolete or are copied
by competitors. The role of the external contexts as argued for by Porter even though they play a role in
competitiveness, extant research has to a great extent ignored its role.

In one of the attempts, Sillince (2006) carried out a study aimed at assessing the influence of Resources and
Organizational Identities on the role of rhetoric in creation of competitive advantage. The author presented a model
that attempted to demonstrate how rhetoric can switch the audience’s attention between identities and resources to
gain competitive advantage. The purpose of the paper was to demonstrate how firms rhetorically link resource
attributes of value, rarity, non-imitability and non substitutability by using multiple organizational identities. The
author illustrated how multiple identities provide clear action guidelines to practitioners by integrating the
communication and management literatures on rhetoric with literature on the Resource Based View thus adding a
new dynamic to the scholarship of organizational rhetoric. The study indicated that multiple organizational identities
link to competitive advantage. The study however, did not demonstrate the role played by environmental factors in
complementing the RBV. The study could also have demonstrated how each identity would lead the firm in
identifying the generic strategy to adopt.

One more recent study by Huang, Dyerson, Wu and Harindranath (2015) sought to explain how Temporary
Competitive Advantage (TCA) is turned to Sustainable Competitive Advantage (SCA). The purpose of the study was
to integrate both the industrial organization theory and the resource based view theory in the analysis of competitive
advantage at the firm level. The study clarified a conceptual distinction between two types of competitive advantage
— Temporary Competitive Advantage (TCA) and Sustainable Competitive Advantage (SCA). The study explored
how firms transform temporary competitive advantage into sustainable competitive advantage. The paper examined
the causality between TCA and SCA based on the existence of SCA which is increasingly accepted by theorists. The
research attempted to provide an integrative view of Industrial Organization Theory and RBV to shed light on
competitive advantage over a period of time as well as to explain how a firm accumulates its TCA to achieve SCA.
However, in their conceptualization, the authors did not focus on the exact contribution made by each theory so as to
point at the role of the external environment, an observation that could be interpreted to raise some serious
ontological and epistemological points of concern.

2.1.4 The Role of Environmental Factors

Firms do not exist in isolation but are run within an environment made up of other firms in the same industry and
other industries. There also exist governing bodies and organizations and sets of laws within which the firm must
operate. There are certain cultural practices, legal environments, traditional and historical factors that shape the firm
and influence its activities. According to Porter (1980), there are five forces that allow a firm to asses both the
attractiveness of its industry and its competitive position within that industry. First is the strength of the threat of new
entrants to the industry. Second is the threat of substitute products. Third is the power of buyers or customers. Fourth
is the power of suppliers (to firms in the industry) and fifth is the degree and nature of rivalry among businesses in
the industry. Developments along these forces negatively affect the potential of a firm to be successful. Porter (1985)
argues that on the basis of analysis of these forces, an organization can develop a generic competitive strategy of
differentiation or cost leadership capable of delivering superior performance through an appropriate configuration
and co-ordination of its value chain activities which leads to an important premise that consideration of the external
environment is a critical factor in the path towards development of sustainable competitive advantage.

Thus, the above review of literature on relevant theories and key constructs reveals that there is a possible
relationship between firm resources and sustainable competitive advantage. The authors have proposed a theoretical
model to explain the relationship between firm resources and sustainable competitive advantage. The review of
literature also reveals that the environment plays an important role in development of core competencies that lead to
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sustainable competitive advantage. The framework illustrates the linkage between firm resources, core competencies
and sustainable competitive advantage.

3. Proposed Theoretical Framework

The proposed theoretical framework below demonstrates the linkage between firm resources, core competencies and
sustainable competitive advantage. It also brings in the role played by the environment in strategic decision making
by firms.

Environmental Factors

e  Attractiveness of
the Industry

e  Firm Competitive
Position

e Resource Scarcity

Firm Resources Competitive
Advantage
e Resource e  First Mover
Characteristics Advantage
e Types of »| ® Economies
Resources of Scale
e Bundling of
Resources Core
Competencies
: 4
. e Customer :
"sassssssssnsannannnnnnn P competencies hessasnannunnnn”
e  Technology
competencies

Figure 1. Theoretical model linking firm resources, core competencies and competitive advantage

The proposed theoretical model demonstrates a direct causal relationship between firm resources and sustainable
competitive advantage. However, the model illustrates that core competencies such as inimitable structures, values
and organisational practices that are not mobile across firms, heterogeneous and rare processes mediate the
relationship between firm resources and sustainable competitive advantage. Further environmental factors such as
resource scarcity, a firm’s competitive position and the industry’s attractiveness moderate the relationship between
firm resources and sustainable competitive advantage. Below is a discussion on the linkages between the variables.

3.1 Firm Resources and Competitive Advantage

A firm can use its resources to develop sources of competitive advantage. In order for a resource to be a source of
competitive advantage, it must possess certain qualities. According to Barney (1991), the resource needs to be
valuable, rare, immobile and heterogeneous. Since rare resources are rare and most resources are shared across firms
in the industry, a firm can use resources in combination to form core competencies which will be their source of
competitive advantage. The resources for the firm include land, equipment, labour and capital. Labour includes top
managers and other employees’ capabilities and knowledge. Capital includes both tangible and intangible resources.
Tangible resources are assets that can be observed and quantified. Examples are financial assets and organizational
assets. Intangible resources are assets that typically are rooted deeply in the firm’s history and have accumulated
over time.
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A competitive advantage based on an intangible resource is more difficult for competitors to imitate and therefore a
source of sustainable competitive advantage. These include human resources, innovation resources and reputational
resources. Grant (2001) explains that human resources provide services to the firm in the form of skills, expertise,
knowledge and decision making capability. These human resources are responsible for building core competencies
for the organization by utilizing both knowledge and skills that they accumulate over time. A firm can for instance
use intangible resources like skills, knowledge and expertise to develop rare processes that will be difficult for
competitors to imitate.

Firm resources are necessary in a firm in order for the firm to develop a source of sustainable competitive advantage.
For resources to be a source of sustainable competitive advantage they must be valuable, rare, inimitable and
heterogeneous. Since resources are more often common than rare, more homogenous than heterogeneous and more
mobile than immobile, then firms have to combine the resources in order to develop rare difficult to imitate processes
that will act as a source of sustainable competitive advantage.

In order to develop sustainable competitive advantage, a firm needs to be responsive to rapidly changing market
conditions by maintaining the development of existing resources and capabilities and creating new ones. This can be
done by employment of core competencies to continuously develop new capabilities from existing resources. Core
competencies can also be employed to develop either a cost advantage or a differentiation advantage. Porter (1980)
developed the concept of cost leadership and differentiation relative to competitors as two important sources of
competitive advantage. This can result to either production of low cost products or services or to differentiated
products or services which will result into a sustainable competitive advantage for the firm.

Proposition 1 — Diverse Firm Resources that demonstrate attributes of strategic assets will contribute to sustainable
competitive advantage among firms that possess the resources.

3.2 The Role of Core Competencies

Core competencies are the activities that a firm performs well relative to its competitors, adding unique value for its
customers. Core competencies are developed by combining firm resources and can act as a source of competitive
advantage in a firm. Competency is the ability of the firm to match firm specific capability and market needs. Enz
(2008), observes that resources and capabilities only have potential if organizational systems exist that allow the
realization of potential. The employment of these organizational systems that are firm specific is the building of core
competences. In a homogenous industry employment of particular core competencies by one firm may result to
development of competitive advantages over the other firms.

Use of intangible resources like knowledge and skills can help a firm convert its common and mobile resources into
a set of competencies that will be difficult for the competition to imitate and therefore act as a source of sustainable
competitive advantage for the firm. Hodgson (1998) in explaining the competence based perspective sees the
existence, structure and boundaries of the firm as explained in some way by the associated existence of individual or
team competencies such as skills and tacit knowledge which are fostered and maintained by that organization. Skills
and tacit knowledge are key in development of core competencies that a firm can employ in combining its resources
and capabilities to gain sources of sustainable competitive advantage.

A firm can develop core competencies over time and turn imitable resources into costly to imitate capabilities.
Non-imitable capabilities are a source of competitive advantage for the firm. Competitor firms are not able to tell
how the firm employs its capabilities as foundations for competitive advantage. Core competencies are the activities
that a firm performs well relative to its competitors, adding unique value for its customers. Core competencies only
represent the resources and capabilities of a firm that have strategic value. Core competencies are derived from
valuable capabilities, rare capabilities, costly to imitate capabilities and non substitutable capabilities.

Proposition 2 — Though firm resources lead to sustainable competitive advantage, core competencies determine the
strength of the relationship between the two.

3.3 The Influence of the Environment

Though resources are important in creation of sustainable competitive advantage for firms, it is not possible to
overlook the important role played by the environment within which the firm is doing business. This environment
both in and outside the firms industry constitutes of other players and factors that influence how certain businesses
are run. These factors can be socio-cultural or political and firms must take them into consideration in the process of
making strategic decisions. There also exist governing bodies and organizations and sets of laws within which the
firm must operate. There are certain cultural practices, legal environments, traditional and historical factors that
shape the firm and influence its activities.
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Increased competition, lower barriers to entry, a large number of substitutes and increased bargaining power of
customers and suppliers negatively affects the potential of a firm to be successful. Porter (1985) argues that on the
basis of analysis of these forces an organization can develop a generic competitive strategy of differentiation or cost
leadership capable of delivering superior performance through an appropriate configuration and co-ordination of its
value chain activities.

A cost leadership strategy requires a firm to become the lowest cost producer of a product or service so that
above-average profits are earned even though the price charged is not above the industry average. A differentiation
strategy on the other hand involves creating a customer perception that a product or service is superior to that of
other firms based on brand, quality and performance so that a premium price can be charged to customers. A focus
strategy involves the use of either a differentiation or cost leadership strategy in a narrow market segment.

Proposition 3 — The context within which the firm operates will moderate the relationship between the firm's
resources and its level of competitive advantage.

4. Conclusion

The purpose of this theoretical paper was to review both extant theoretical and empirical literature, on the linkage
between firm resources, core competencies and competitive advantage. The study also sought to identify emerging
theoretical and empirical gaps on the linkage between firm resources, core competencies and competitive advantage.
Extant literature reviewed indicates that a firm must have resources in order for it to develop sources of sustainable
competitive advantage. The literature reviewed also indicates that core competencies are used by firms in ways that
competitors do not understand to act as a source of competitive advantage. A firm therefore uses its resources in
combination with core competences to achieve sources of sustainable competitive advantage. The literature also
reveals that a firm may not always have the resources it requires to develop a source of sustainable competitive
advantage and it must therefore devise sustainable methods of acquiring these resources from other firms. The legal,
political and socio-economic environmental factors also influence the firm and the strategic choices it is likely to
make. Cultural and socio-economic practices inform firms in bundling of their resources which in effect leads to
formation of unique core competencies.

In addition to contributing to literature on the linkage between firm resources, core competencies and sustainable
competitive advantage, this paper also suggests areas for further research. The paper identifies a gap on literature in
development of sustainable competitive advantage in an industry where firms share common, homogenous and
mobile resources. Secondly the study also identifies a gap in literature on the role of core competencies in bundling
resources to attain resources with desirable characteristics of heterogeneity, inimitability and immobility. Future
research needs to to examine the complementarities between the RBV and the RDT in acquiring resources which are
not controlled by the firm and that are key to development of sustainable competitive advantage for the firm in need
of them. Secondly further studies need to be carried out to examine how the institutional theory complements the
resource based view theory in formation of key core competencies through organizational cultures and practices.
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