Provides an explanation of competitive heterogeneity between firms
RBV is a strategic theory for understanding why some firms outperform others. It is a widely adopted analytical tool of assessing a firm's internal strengths and weaknesses and a business management tool used to determine the strategic resources available to a firm. The fundamental principle of the RBV is that the basis for a competitive advantage of a firm lies primarily in the application of the bundle of valuable resources at the firm's disposal (Wernerfelt, 1984, p172). It provides an explanation of competitive heterogeneity between firms. To transform a short-run competitive advantage into a sustained competitive advantage requires that these resources are heterogeneous in nature and not perfectly mobile (Peteraf, 1993, p180).

Classical RBV theory was contributed by Penrose (1959) who argued that a firm is more than an administrative unit but also a collection of productive resources. Modern RBV theory of the firm was introduced by Barney (1986, 1991), Dierickx and Cool (1989), and Peteraf (1993). Their works assumed that every firm is a collection of key resources and capabilities that determines a firm's strategy.

According to Barney (1991), for a firm to have the potential to generate competitive advantage firm resources must have four attributes. First, the firm must be valuable, in the sense that it exploits opportunities and or neutralizes threats in a firm's environment. Secondly, it must be rare among a firm's current and potential competition. Thirdly, it must be imperfectly imitable. Finally, there cannot be strategically equivalent substitutes for this resource .

1.1 Identify the firm's potential key resources.

Evaluate whether these resources fulfill the following (VRIN) criteria:

' Valuable - A resource must enable a firm to employ a value-creating strategy, by either outperforming its competitors or reduce its own weaknesses

' Rare - To be of value, a resource must be by definition rare.

' In-imitable - If a valuable resource is controlled by only one firm it could be a source of a competitive advantage

' Non-substitutable - Even if a resource is rare, potentially value-creating and imperfectly imitable, an equally important aspect is lack of substitutability

2.0 Competitive Advantage

A firm can attain competitive advantage if the current strategy is value-creating, and not currently being implemented by present or possible future competitors. Competitive advantage has the ability to become sustained, however, this is not necessarily the case always. A competing firm can enter the market with a resource that has the ability to invalidate the prior firm's competitive advantage, which results in reduced rents (Barney, 1986b, p658). Sustainability in the context of a sustainable competitive advantage is independent with regards to the time-frame. When the imitative actions have come to an end without disrupting the firm's competitive advantage, the firm's strategy can be called sustainable. This is contrary to other views that a competitive advantage is sustained when it provides above-average returns in the long run. (Porter, 1985).

2.1 Competitive Advantage through Innovation

A content analysis on the term "innovation" carried out by Baregheh et al. (2009) within the organizational context, defines innovation as:

"Innovation is the multi-stage process whereby organizations transform ideas into new/improved products, service or processes, in order to advance, compete and differentiate themselves successfully in their marketplace."

Innovation typically involves creativity, but is not identical to it: innovation involves acting on the creative ideas to make some specific and tangible difference in the domain in which the innovation occurs. For example, Amabile et al. (1996) propose:

"All innovation begins with creative ideas . . . We define innovation as the successful implementation of creative ideas within an organization. In this view, creativity by individuals and teams is a starting point for innovation; the first is necessary but not sufficient condition for the second".

For innovation to occur, something more than the generation of a creative idea or insight is required: the insight must be put into action to make a genuine difference, resulting for example in new or altered business processes within the organization, or changes in the products and services provided.

"Innovation, like many business functions, is a management process that requires specific tools, rules, and discipline."

Innovation is an instinctive behavior in certain companies. It does not emerge overnight, and will not be developed unless the firm is placed in with the right structure. This means that the firms need to identify and address their weakness, decide upon a strategic direction and determine what type of growth innovation will stimulate.

In order for firms to survive intensive competition that exist around the globe, firms must be innovative. It is essential to understand what makes a firm innovative and the kind of resources make a significant contribution to a firm's innovation capabilities. We do know that good technological resources and rich innovation resources result in stronger innovation capabilities.

Companies need to introduce architectural or business- model breakthroughs in order to develop new strategies to attack competitors and enter new markets. They must identify the gaps in industrial organisation and go into filling these gaps by finding ways to turn them into profitable markets. They need to find new customers, new products or new ways of promoting, producing or distributing them.

Strategic innovation goes beyond just product innovation. It links resources and efforts to an overall business strategy and involves making knowledge creation and innovative action a way of life. It seeks to create and expand markets, rather than to react to customer demand and then redirecting its resources from profitable lines to more potentially profitable lines. According to Abraham and Knight (2001), for those managers who know about the strategic innovation approach, the approach serves as a part of 'intelligence-gene transplant', enabling them to leverage resources to achieve superior growth or competitive advantage.

Innovation remains a management dilemma ' long-term survival requires a commitment to alteration and change through disrupting growth, but it's a strategy few companies survive. In order to solve the dilemma, leaders must address its inherent conflict. The need to innovate is universally perceived as the key to organizational survival, but it's not enough for companies to merely get better. They need to be more differentiated ' not just through extensions of existing businesses, but mainly through a commitment to continuous growth. Such transformational innovation is a necessity, not an option

Strategic innovation process has become such an essential element due to the speed of change and increased competition. According to Abraham and Knight (2001), The process is based on repetitions of the five phase strategic innovation cycle as illustrated in the diagram below.

Source : Abraham, J.L, and Knight, D.J, (2001) Strategic Innovation 'leveraging creative action for more profitable growth. Strategy & Leadership 29, pp 24

Abraham and Knight (2001), states that 'This cycle helps transform difficult-to-describe tacit knowledge and experiences into more explicit form and enables a leader to deliberately and systematically create results-oriented knowledge and innovative action.

Abraham and Knight (2001) identifies the five phases as per of the strategic innovation cycle. It is illustrated in Appendix 1.

Abraham and Knight (2001) also identified a strategic innovation cycle

In the below diagram, the strategic innovation cycle is recurring, generating an increased knowledge and innovation, spiraling up and across an organization and even reaching outside the organization's boundaries

Source : Abraham, J.L, and Knight, D.J, (2001) Strategic Innovation 'leveraging creative action for more profitable growth. Strategy & Leadership 29, pp 24

2.3 Criticism of innovation

It is often considered that firms often resist to change, both within and outside the organisation. Virtually every large company that has got into trouble has been criticized for not changing rapidly enough. Many firms fail to anticipate change and its subsequent ramifications renders them unprepared, reactionary and lacking the drive necessary to respond to the market's demands. It has become increasingly important for firms today to introduce innovation and flexibility into their core competence (Peters, 1987). Moreover, in order to influence an organisation's potential resources, Prahalad (1993) argues for the development of a proactive framework in which innovation can be planned and managed.

3.0 Over view of International Business Machines Corporation - IBM.

The building block of IBM reach back into the mid 1880's, however, the company was officially founded in 1911 by Charles F. Flint, as he engineered the merger of Hollerith's Tabulating Machine Company, Computing Scale Company of America and International Time Recording Company. The agreed upon name was Computing- Tabulating- Recording Company or C-T-R. C-T-R soon found itself struggling do to over diversification of its product. In 1914 Thomas J. Watson, Sr. was brought in to help homogenize the company.

Throughout the Great Depression IBM was able to continue to grow and innovate even when demand for their products began to drop. In the 1940's IBM completed the first ever Automatic Sequence Controlled Calculator, also called the Mark I. In the 1950's IBM's computers became smaller and more practical for business applications such as billing, payroll and inventory control. IBM was the first computing company to sell computers without software bundled into the package, this move generated the multi-billion dollar software industry that exist today, of which IBM is still an industry leader.

In the 1970's and 80's IBM worked to get the computer smaller and more convenient for the household format. Floppy disks were introduced to the public market as personal self storage devices. IBM also developed the first Intranet in the mid 80's and created the foundations for what would later become the internet. In the late 1980's and early 90's IBM was struck with turmoil as the PC revolution exploded IBM's long standing relationships with big business saw the company struggling to survive, averaging annual losses of 8 billion. Personal consumers were all the rage not big business consumers. Soon IBM was able to use their intranet experiences of the past and harness the emerging "information age" using their line of top end servers and integrated business solutions.

Today, IBM is a world leading research organisation boasting a track record for breakthrough developments that many other envy and we can match. IBM has an impressive inventory of ideas due to their reliance on in-house expertise. The company has been forging closer links with a range of external technology developers due to changing market demands.

To IBM, technology equals participation and interaction, whose prime motive is how it can be more widely applied. IBM employs a breakthrough tool to enhance the team creation process.

IBM's future looks strong as they are the underlying producers of servers and business solutions for the e-business industry, which is growing at an incredible rate.

4.0 Procter and Gamble

Procter & Gamble is a company with more than 100 years on business, and is a clear example of a successful company. Procter and Gamble was founded in 1837 and incorporated in Ohio on May 5, 1905. It began as a small family operated soap and candle company, and now provides products and services of greater quality and value to consumers in over 180 countries.

Procter & Gamble has one of the largest and strongest portfolios of trusted brands. Procter and Gamble is the producer of products in nearly 50 categories. Because of this, they have been able to bond technologies within the categories in various astonishing ways. Over the years, Procter & Gamble's Research and Development team has revolutionized home care. Many breakthroughs originate in the Procter & Gamble's laboratories. Procter & Gamble operates in more than 80 countries worldwide, which makes for one of the largest global companies around.

Procter & Gamble's strategy is mostly focused on innovation. They use this strategy to approach consumers more easily, and to obtain the most effective results towards the market share in the industry.

Procter & Gamble is also strongly committed to the concept of sustainable development, and continues to lead its industry in that regard. The company views sustainability as an opportunity to innovate products that improve the lives of the world's consumers. In developed markets, Procter & Gamble focuses on environmental excellence, innovating in products such as cold-water cleaning technologies that provide good performance as well as energy savings and eco-efficiency

Procter and Gamble's Innovation strategy is called Connect + Develop. This strategy is seeking to build a global innovation network. Through Connect + Develop relationships, the company continually searches for products, packaging, technologies and commercial opportunities that can be reapplied to brands and rapidly introduced to better meet consumers' diverse needs. This strategy seeks to leverage the ideas, talents and innovation assets of individuals, institutes and companies around the world.

Criticism

Procter & Gamble could focus more on the Research and Development department, which has the task of analyzing and preparing potential products for such a complex market. It is also important to mention that India and China are the fastest growing economies, and so this factor represents an opportunity for growth. In the marketing aspect, Procter & Gamble has to focus more on demographics and how to target effectively the Asian market.

Procter & Gamble is a very strong competitive company within the markets that it resides. This company will most likely continue to prosper for some time but always has the possibility of a down fall. As long as Procter & Gamble continues to implement their strategies and effectively revise them along with the changes in the markets Procter & Gamble will continue to have a prosperous outlook.

5.0 Overview of Sony Corporation;

Sony is a company which managed to become an established name in the electronics market. It exists of a mix of businesses ranging from Hollywood studios to high-definition televisions. It is the company which created the forever-famous Walkman, as well as the highly popular Playstation gaming devises. The Sony brand is often seen as 'cool', 'hip'.

It is a company with very high heights, but also very low lows. Not only on the subject of products, but also regarding management and structure.

Sony's Play Station video game console is just one of a string of imaginative hit products that include the Trinition colour television and the Walkman personal stereo player. The company's creative, somewhat quirly, eccentric engineer-focussed corporate culture, where ideas and enthusiasm are valued over and above seniority, experience and university degrees, has been the main reason for its success.

Consumer electronics industry is changing, competition is becoming intense and product lines are moving closer together. With complacency settting in at Sony, resources became stretched too thinly, managers becamse less demanding and creativity was made over complicated.

The case of Sony questions whether efficiency and productivity really go hand in hand with creativity and innovation. Sony is struggling to find a balance between the drive to stay innovative and the cooperate need to not fall behind the competition in key markets. It must decide whether it is leading, following or simply standing still.

Criticism

Sony could afford to concentrate on product quality and can have a more rigorous project management structure.

First mover advantage is active in evolutionary technological transitions which are technological innovations based on previous developments (Kim and Park 2006, p, 45, Cottam et al. 2001, p. 142). Late entrants may comply with the technological innovativeness and increase pressure of competition, hence, seek for a competitive advantage through making the existing competences and resources of early entrants invalid or outdated. In other words innovative technological implications will significantly change the landscape of the industry and the market, making early mover's advantage minimum. However, in a market where technology does not play a dynamic role, early mover advantage may prevail.

6.0 Critiques of Resource Based View.

'The RBV's lack of clarity regarding its core premise and its lack of any clear boundary impedes fruitful debate. Given the theory's lack of specificity, one can invoke the definition-based or hypothesis-based logic any time. Again, we argue that resources are but one potential source of competitive heterogeneity. Competitive heterogeneity can obtain for reasons other than sticky resources (or capabilities)' (Hoopes et al. 2003: 891). Competitive heterogeneity refers to enduring and systematic performance differences among close competitors (Hoopes et al., 2003: 890).

The limitations of RBV are mainly in two aspects. First, RBV alone does not capture all the essences of competitive advantage of the firms. RBV provides no perspective on why and how some firms rather than others accumulated valuable and inimitable resources, or indeed what made these resources valuable and inimitable (Lazonick, 2002). In order to explain competitive advantage, the RBV must incorporate the evolution over time of the resources and capabilities that form the basis of competitive advantage (Helfat and Peteraf, 2003).

Second, RBV ignores the external elements and focuses on the internal. A complete model of strategic advantage should adopt both the internal dimension which is based on periodic reviews of the fitness of the firm's current resources and the external dimension which is oriented towards an appraisal of the resource endowments of outsiders such as competitors, customers, suppliers and so on.

Furthermore, it is also important and relevant to briefly discuss the concept of resource and capability. A firm's resources can be classified into two categories: tangible resources and intangible resources. Tangible resources are assets that can be seen and quantified.

Intangible resources are rooted deeply in the firm's history and that have accumulated over time. Barney (1991) and Grant (1991) classified tangible resources into four forms: financial resources, organizational structure, physical resources and technological resources. Grant (1991) and Hall (1992) identified three kinds of intangible resources: human resources, innovation resources and reputation resources.

Priem and Butler (2001) made four key criticisms:

The RBV is self-verifying. Barney has defined a competitive advantage as a value-creating strategy that is based on resources that are, among other characteristics, valuable (1991, p106). This reasoning is circular and therefore operationally invalid (Priem and Butler, 2001a, p31).

' Different resource configurations can generate the same value for firms and thus would not be competitive advantage

' The role of product markets is underdeveloped in the argument

' The theory has limited prescriptive implications

' However, Barney (2001) provided counter-arguments to these points of criticism.

7.0 Conclusion

In order to maintain a sustainable competitive advantage, firms will have to out-innovate the competition continuously so that it is the customer who constitutes the ultimate beneficiary. All too often firms lose sight of their primary goal ' their customers' needs, wants and values ' in pursuit of innovations that appear to promise improved efficiency and augmented financial benefits. 'Thinking for the customer', it is argued, implies that innovation derives from customer orientation: the firm's desire to serve and reward their customers.

Furthermore, beyond a firm's technological innovations, what has become increasingly important is the firm's service innovations. Service innovation is the process through which a firm undertakes changes in its philosophy, culture, operations and procedures to add value to the result of the service/product for the benefit of the customer. It requires an understanding of the complex nature of customers' needs and the values attributed to combined product and service offerings (service package). Essentially, therefore, service innovation depends on a firm's ability to use this understanding to evolve, collaborate and enter partnerships that effectively fulfil their customers' holistic needs and, thereby, increase the opportunities for customer allegiance (relationship).

A number of issues have emerged from this study which have important contributions in both innovation as a competitive advantage and how resource based view is applied in the 'real world'. While the above arguments tender theoretical understanding and explanation, it is recommended that future empirical research need to be done to complement this study, particularly in terms of identifying the various analytical tools for understanding and developing competitive advantage.
