“Which resources matter the most to firm performance? An experimental study

on Malaysian listed firms”

AUTHORS

ARTICLE INFO

DOI
RELEASED ON
RECEIVED ON
ACCEPTED ON

LICENSE

JOURNAL
ISSN PRINT
ISSN ONLINE
PUBLISHER
FOUNDER

27

Omar Masood
Bora Aktan @@ https://orcid.org/0000-0002-1334-3542

Seref Turen
Kiran Javaria
Mohamed Sayed Abou EISeoud

Omar Masood, Bora Aktan, Seref Turen, Kiran Javaria and Mohamed Sayed
Abou EISeoud (2017). Which resources matter the most to firm performance? An
experimental study on Malaysian listed firms . Problems and Perspectives in
Management, 15(2), 74-80. doi:10.21511/ppm.15(2).2017.07

http:/dx.doi.org/10.21511/ppm.15(2).2017.07
Wednesday, 07 June 2017

Friday, 10 February 2017

Monday, 13 March 2017

[Eaer |
This work is licensed under a Creative Commons Attribution 4.0 International
License

"Problems and Perspectives in Management"

1727-7051

1810-5467

LLC “Consulting Publishing Company “Business Perspectives”

LLC “Consulting Publishing Company “Business Perspectives”

© The author(s) 2026. This publication is an open access article.

=//~/| BUSINESS
PERSPECTIVES

Nem—

businessperspectives.org



Problems and Perspectives in Management, Volume 15, Issue 2, 2017

/=

=
-—

BUSINESS PERSPECTIVES

¢

LLC “CPC “Business Perspectives”
Hryhorii Skovoroda lane, 10, Sumy,
40022, Ukraine

www.businessperspectives.org

Received on: 18" of January, 2017
Accepted on: 26" of February, 2017

© Omar Masood, Bora Aktan, Seref
Turen, Kiran Javaria, Mohamed Sayed
Abou ElSeoud, 2017

Omar Masood, Quaid-i-Azam
School of Management Sciences,
Quaid-i-Azam University, Islamabad,
Pakistan.

Bora Aktan, College of Business
Administration, Sakheer Campus,
University of Bahrain, Kingdom of
Bahrain; Faculty of Commerce and
Business Administration, Future
University in Egypt, New Cairo,

Egypt.

Seref Turen, College of Business
Administration, Sakheer Campus,
University of Bahrain, Kingdom of
Bahrain.

Kiran Javaria, Quaid-i-Azam School
of Management Sciences, Quaid-
i-Azam University, Islamabad,
Pakistan.

Mohamed Sayed Abou ElSeoud,
College of Business Administration,
Sakheer Campus, University of
Bahrain, Kingdom of Bahrain.

©®

This is an Open Access article,
distributed under the terms of the
Creative Commons Attribution 4.0
International license, which permits
unrestricted re-use, distribution,

and reproduction in any medium,
provided the original work is properly
cited.

74

Omar Masood (Pakistan), Bora Aktan (Kingdom of Bahrain),
Seref Turen (Kingdom of Bahrain), Kiran Javaria (Pakistan),
Mohamed Sayed Abou ElSeoud (Kingdom of Bahrain)

WHICH RESOURCES MATTER
THE MOST TO FIRM
PERFORMANCE?

AN EXPERIMENTAL STUDY
ON MALAYSIAN LISTED FIRMS

Abstract

This study investigates the impact of various resources, specifically both tangible and
intangible ones, together with capabilities of Malaysian listed firms, on their perfor-
mance. This empirical study attempts to enrich the understanding of the resources-
performance relationship, which is one of a business process within the firm, as well as
filling the gaps in present knowledge. Firms, which are not able to develop and sustain
their performance, are associated with the vulnerability and adverse performance re-
sult, especially during various periods of economic crisis (three sub-periods of major
shocks, i.e., The Volcker Shock (Commodities Shock) of early 1980s, Asian Financial
Crisis of the late 1990s, and the Global Financial Meltdown of 2008). Hence, this re-
search intends to explore which resources matter the most to firm profitability and its
success. Drawing upon the combination of Donabedian’s structure process outcome
and resource-based theories of the firm a conceptual framework is developed. Data
for the study were collected from a sample of 250 publicly traded companies listed on
Bursa Malaysia (MYX). In order to achieve the objective and response to the study
question, partial least square and regression analysis are applied. Findings indicate that
tangible resources have no impact, while intangible resources have positive and signifi-
cant impact on firm performance. In addition, results show that efficient allocation of
intangible resources is crucial to achieving good performance.

Keywords tangible and intangible resources, resource-based theory,
firm performance, Donabedian’s structure process
outcome theory, Malaysia

JEL Classification  G10,G12,125

INTRODUCTION

Crisis after crisis has raised questions about the sustainability per-
formance and resilience of the firm in the event of an adverse mar-
ket environment. Three sub-periods (1985-1986, 1997-1998 and
2008-2009) during which the economy of Malaysia was subjected
to major shocks have, indeed, become bitter lessons, which have
broad relevance for the firms to strengthen their corporate financial
structure that was too weak to withstand the combined shocks of
increased interest rates, devalued currencies, and sharp declines in
domestic demand (Stijn Claessens, Djankov, & Xu, 2000). Malaysia
is striving to achieve sustainable economic development where
knowledge and know-how become the main drivers of economic
growth (Majlis Inovasi Negara, 2007). Firm resources, particularly
intangible resources, helps nations to shift from a traditional in-
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dustrial economy to a knowledge-based economy (Mustapha & Abdullah, 2004). This study par-
tially adopted the theory of structure, process outcome theory (also known as Donabedian theory),
which encompasses the relationship between structure, process, and outcome in an organization
and partially adopted the resource-based theory, which has clear articulation on the dimension of
firm-specific or firm resources. Specifically, the main aim of the study is to examine the effect of
each component of firm resources on firm performance.

1. PREVIOUS STUDIES

1.1. Theoretical background

This study follows and developed the concept es-
tablished by resource-based view theory (RBV)
and Donabedian theory with the expressed pur-
pose of attempting strategic management into a
more comprehensive model. Donabedian (1966
& 1988) posits in his study that the relationship
and dimension of structure of an organization
interconnected with process and outcome of the
organization, which lead to the introduction of
structure process outcome theory (SPO). The
structure process outcome theory also widely
is known as Donabedian theory. This renowned
theory in health care referred to the hospital
management setting, the attributes mentioned
in his study referring to material resources, hu-
man resources, and organizational resources, re-
spectively. Donabedian’s, (1988) study employed
only tangible setting and facilities as dimension
under its structure construct, this study uses a
widely developed, multidimensional construct
of firm resources under resource-based theo-
ry to be incorporated within this study frame-
work. According to resource-based theory, re-
sources are generally classified as tangible or
intangible (Galbreath, 2005). R. Hall (1992) is
one of the few studies that specifically defined
and specified clear dimension on firm resourc-
es. He postulates that the resources of the firm
can be divided into two: tangible and intangible
resources, from which the latter can be catego-
rized into assets and skills (capabilities). Using a
multidimensional representation of the firm re-
sources by Fahy (2002) and Galbreath & Galvin
(2008), this research builds upon Barney’s (1991)
initial efforts to establish the links between
firm resources and firm performance by adopt-
ing the RBV theory and incorporating it with
Donabedian theory to build upon the research
framework of this study.

1.2. Relationship analysis of firm
resources and performance
1.2.1. Influence of intangible resources on firm

performance

The RBV perceives the firm as a unique bundle of
idiosyncratic resources and capabilities, where the
primary task of management is to maximize val-
ue through the optimal deployment of existing re-
sources and capabilities while developing the firm’s
resource base for the future. Hall (1992) analyzes
the relative importance of intangible resources to
firm success and suggests the importance of in-
tangible resources in contributing to firm success
among both manufacturing and services firms, with
the exception of one tangible resource (which is not
defined or explained), only intangible resources
are studied, thereby eliminating the observation of
other resources — namely tangible resources - that
may be potential determinants of firm success oth-
erwise. Furthermore, although serving as a practical
guide for future research, Hall’s (1992) study lacks
theoretical grounding and statistical rigor (e.g., psy-
chometric evaluation of constructs, tests of signifi-
cance). In a follow up to his 1992 study, Hall (1993)
further explores the impact of various intangible
resources on firm success. As with the 1992 study,
the intangible resources deemed most important to
firm success are: 1) company reputation; 2) product
reputation; 3) employee know-how; 4) perception of
quality standards (an attribute of organizational cul-
ture); and 5) ability to manage change (an attribute
of organizational culture). Hall (1993) confirms the
findings of his previous study, which is important
from the viewpoint of replicability and generaliz-
ability. Powell and Dent-Micallef (1997) study three
resources constructs, namely, information technol-
ogy, and the complementariness of human and busi-
ness resources. The results indicate that for overall
firm performance, human resources have a positive
and zero-order correlation, business resources have
a moderate correlation, and technology resources
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Figure 1. Hypothesized research model

have a negative, but non-significant correlation. The
results of this study seem to indicate the importance
of intangible resources in positively impacting firm
success.

HI: There is a positive and significant impact of
intangible resources on firm performance.

1.2.2. Influence of tangible resources on firm
performance

Firms can use a variety of tangible and intangible
resources and assets to build organizational com-
petencies. A working definition of ‘competitive ad-
vantage’ itself is controversial (Foss and Knudsen,
2003; Powell, 2001), but such a concept is directly un-
observable so that empirical tests normally involve
seeking to explain inter-firm differences in perfor-
mance (Peteraf and Barney, 2003). Sustainable com-
petitive advantage, however, requires that the condi-
tion of heterogeneity or differentiation among firms
be preserved. While tangible assets may create com-
petitive advantages, such advantages are unlikely to
be sustained, since tangible assets may be bought and
sold in market transactions at prices equal to their
economic value (Galbreath, 2005b). Scholars (see, for
example, Foss, 1997; Lippman and Rumelt, 2003)
suggest that tangible resources may be sources of
competitive advantage. Foss (1997) argues that there
are many examples of firms having attained, and
sustained, competitive advantage by means of tangi-
ble resources. Furthermore, Makhija (2003) suggests
that it is entirely possible that tangible resources can
be sources of above-normal returns. Recognizing a
limitation of his study, Carmeli (2001), for example,
implies that tangible resources should be included
in RBV research. In a final study, modelled on Fahy
(2002), Galbreath (2004a) studies the importance
of intellectual property assets, organizational as-
sets, reputational assets, and capabilities to firm suc-
cess, relative to tangible assets. In the management
literature, the resource-based view of a firm claims
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that firms compete on the basis of “unique” corpo-
rate resources that are valuable, rare, difficult to imi-
tate, and non-substitutable by competitors (Hassan
Elnaby et al., 2012; Barney, 1991). These unique re-
sources enable firms to achieve competitive advan-
tage and superior long-term performance. In addi-
tion to that, the findings from Meulbroek (2002) and
Altuntas, Berry-Stoelzle, and Hoyt (2011) argue that
poor allocation of tangible resources also contrib-
uted to the poor corporate performance in terms of
dealing with capital efficiency and return on equity.
H2: There is a positive and significant impact of
tangible resources on firm performance.

1.2.3. Influence of capabilities on firm
performance

According to the RBV, resources are generally clas-
sified as tangible or intangible (Galbreath, 2005).
R. Hall (1992) is one of the few studies that specifi-
cally defined and specified clear dimension on firm
resources. He postulates that the resources of the
firm can be divided into two: tangible and intangible
resources, from which the latter can be categorized
into assets and skills (capabilities). The work of GU
and Guan (2005) also supports the finding of the
above study, which emphasizes that firm’s resources
and capabilities are more influential in determining
their firm performance. HassabElnaby, Hwang, and
Vonderembse (2012) proposed that organizational
capabilities are a firm’s abilities to perform a set of
tasks using company resources. Firms develop and
manage organizational capabilities in order to gain
competitive advantage by engendering an organiza-
tion categorical competency. According to Galbreath
(2004a) studies, the importance of intellectual prop-
erty assets, organizational assets, reputational assets,
and capabilities to firm success, are relative resources
of any organization. No statistically significant dif-
ferences are found between IPA and tangible assets.
Lastly, capabilities are statistically more important



to firm success than both tangible and intangible as-
sets. Fahy (2002) also tests the impact of resources
on low-performing versus high-performing firms
using discriminant analysis. Top-performing firms
ascribe significantly higher levels of importance to
firm-specific capabilities (intangible resources) than
low-performing firms.

H3: There is a positive and significant impact of
firm capabilities on its performance.

On the bases of existing literature and the theory,
the following model is developed. In the model,
firm resources, which are tangible assets, intan-
gible assets and capabilities are independent vari-
ables and firm performance is dependent variable
as shown below:

2. METHODOLOGY

2.1. Statistical tool

Structural equation modeling was used in this study.
SEM offers a comprehensive and systematic analy-
sis that helps researchers to answer a set of interre-
lated research questions (Gefen, Straub, & Boudreau,
2000). Partial least square (PLS) is employed to ex-
amine the hypotheses of this research as it is capa-
ble to tackle a set of interrelated questions with one
comprehensive method. The basic function of the
outer model is to assess the goodness of the mea-
sures used in this study through reliability and va-
lidity of the constructs. There are two types of mod-
els in SEM: the structural model and the measure-
ment models. The measurement models come in
two sub-types: reflective measurement models and
formative measurement models. These models are
assessed against the following aspects: indicator re-
liability, internal consistency reliability, convergent
validity, and discriminant validity. Hence, it can be
observed, measuring a particular construct loaded
highly on that construct and loaded lower on the
other constructs, thus, confirming validity. There is
no common method bias. Reliability analysis shows
that all items were consistent and reliable in nature.
Here all variable Cronbach’s Alpha value was great-
er than 0.6, which shows that all items were reliable.
All variables skewness and kurtosis value lies be-
tween -3 to +3 and -10 to +10, respectively, which
shows that data were normally distributed.
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2.2. Data

Compilation of data for this research engaged both
the assembly of primary and secondary data. The
gathering of primary data is through questionnaire
survey and secondary data gathered through litera-
ture review comprising relationship between firm
resources and firm performance. Statistical studies
were used in the research to verify if firm perfor-
mance is dependent on factors, such as firm resourc-
es. This strategy permits a large amount of quanti-
tative data to be collected from a population, which,
then, can be analyzed using descriptive and inferen-
tial statistics (Saunders et al., 2009). Data for the study
were collected from a sample of public listed compa-
nies on Malaysian Bursa. There were 930 companies
in main market and 130 companies in ACE market,
which stands for Access, Certainty, Efficiency. And
of these 250 companies were selected for the study.
The process of sample selection is called sampling
design and this study employs the use of judgment
sampling, which involves the choice of subjects who
are most advantageously placed or in the best posi-
tion to provide the information required. The rule
of thumb is an acceptable level for response rate of
30 percent (Sekaran, 2013), hence, the 223 responses
were deemed usable for further analysis.

Table 1. Demographic analysis

Demographic characteristics Frequency %
Age:

Below30 . 1520
40 95 4260
41—45 77777777777777 7 6(7)7 : 2690
46—56 7777777777777 : 21737 7 1260
Aboveso 6 2.70
Totai VVVVVVVVVVVVVV : 22737 71(7107

o Gender:
Male : 116 52.0
Female 107 48.0
Totai 77777777777777 : 22737 100

100

Below 5 years 327 7147.37
6-10years 29 13.0
Morethan 10 years 162 726
Total 223 100
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Table 1 (cont). Demographic analysis

Demographic characteristics

Frequency %
Education level:
Doctoral T T
Masters 65 3050
BacHerlrcr);'Vdegreer/A(Vinance (VJIVinVI;)Vma ) 106 ) 4480
Dipoma a4 1970
Totai 7777777777777777 : 2273; ) ”1(7)07
Education background:
Engineering/Production : 53 23.80
Finance/Accounting 35 1570
Marketing/Sales 24 1080
Economic/Business 52 2330
Hurﬁ;rihr VRresourcre”rrﬁanagerrﬁéﬁrtr 8 V ”3.7607
Architecure T R
Science/Technology 8 1260
Others 20 900
Totai 7777777777777777 7 22737 ”1(7)07

In sample of this study, majority of respondents
were male. There were 52% male and 48% female re-
spondents. Most respondents belonged to age group
of 31-40 years. Most respondents’ educational back-
ground was Engineering and Production, as their
percentage was 24%. Most respondents had work
experience of more than 10 years and their percent-
age is 72% and mostly respondents’ educational
level is Bachelor Degree or advance diploma as its
percentage is 44% which was higher than others.

3. EMPIRICAL ANALYSIS

Structural model relationships
assessments

3.1.

Table 2. Collinearity values among exogenous
construct

Contiructs  confrucl | VIF Tolerance
TR PERF 1226 815
R T 809
CAP 1353 79
ERM M 900

/8

Table 2 presents the VIF values and tolerance lev-
els of all the exogenous constructs in the struc-
tural model. Results indicate that VIF values are
below the recommended threshold value of 3.3
and the tolerance levels are greater than 0.20 indi-
cating there are no significant levels of collinearity
among the exogenous constructs (Hair et al., 2014).

Table 3. Path coefficients, observed t-statistics,
and significance level for all hypothesized path

i Path Standard: :
HYPOTHESIS e . : t-value ; Results

‘coefficient: error :
CAPABILITIES >~ 0018 0071 = 0252 N
PERFORMANCE | : supported
INTANGIBLE 5 5
RESOURCES > 0.122 0.066 : 1.864* }Supported
PERFORMANCE : :
TANGIBLE § ‘Not
RESOURCES > = -0.130 0.075 1730 supported
PERFORMANCE

Note: * t-values > 1.645 (p < 0.05); ** t-values > 2.33 (p < 0.01)
(one-tailed test).

The path coefficient between TR, IR and CAP is
comprised of mixed results, with the path coef-
ficient between TR and PERF is no significant
with f=(-0.130) and t-value of 1.730. Same goes
to path coefficient of CAP and PERF, which has
B=0.018 and t-value=0.252. As a result, hypoth-
eses H1 and H3 are not supported. However, the
path coefficient between IR and PERF is moder-
ate with $=0.122 and t-value=1.864. As a result,
hypothesis H2 is supported. Within the struc-
tural model, each path connecting two latent
variables represented a hypothesis. Based on
the analysis conducted on the structural model,
it allows the researcher to confirm or discon-
firm each hypothesis, as well as understand the
strength of the relationship between dependent
and independent variables. Using the SmartPLS
algorithm output, the relationships between
independent and dependent variables were ex-
amined. However, in SmartPLS, in order to test
the significant level, t-statistics for all paths are
generated using the SmartPLS bootstrapping



function. Based on the t-statistics output, the
significant level of each relationship is deter-
mined. Table 3 lists down the path coefficients,
observed t-statistics, and significance level for
all hypothesized path. Using the results from
the path assessment, the acceptance or rejection
of the proposed hypotheses is determined.

To validate the proposed hypotheses and the
structural model, the path coefficient between
two latent variables is assessed. Based on previ-
ous studies, the path coefficient value needs to
be at least 0.1 to account for a certain impact
within the model (Hair et al., 2011). Assessment
of the path coefficient (see Table 3) shows that
all proposed hypotheses are not supported, ex-
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cept for hypothesis 2 (H2). From the analysis,
supported hypotheses are significant at least at
the level of 0.05, have expected sign directions
(i.e., positive) and consist of a path coefficient
value (B) ranging from 0.122 to 0.653.

After that, R square, F square and Q square tests are
conducted. R2 is an important criterion for assessing
the explanatory power of the structural model and
should be calculated for each endogenous LV in the
model. Tangible resources (TR), intangible resources
(IR) and capabilities (CAP) are able to explain 47% of
the variance in performance (PERF). F square value
shows that CAP have a very small effect in producing
R2 for PERF. Similarly, TR and IR also have small
scale effect on the R2 of PERF.

CONCLUSION

The aim of the study is to find a relationship between firm resources and its performance. Hypotheses
for the study are tested quantitatively. Data from 223 Malaysian listed companies were used for analysis.
Statistical studies were used in the research to verity if firm performance is dependent on factors, such
as tangible resources, intangible resources and capabilities relationship. The four variables involved
in the study, namely tangible resources, intangible resources, capabilities and firm performance were
measured using scales adapted from previous studies. The research framework proposed a significant
relationship between tangible resources, intangible resources, capabilities, firm performance. Structural
equation modelling was used to assess the framework. The analysis of the relationship between tangible
resources, intangible resources, capabilities and firm performance showed that not all the resource fac-
tors had a significant effect on firm performance. Only one factor had a significant relationship on firm
performance, namely, intangible resources.

Indicators under tangible resources such as financial investment and raised financial capital posi-
tively influenced firm performance. In summary, the finding of this study supports empirical evi-
dence posits that not all resources dimensions are important drivers of performance. In the current
business landscape, land, labor and many tangible assets are no longer significant to explain busi-
ness performance. The concept of specific human capital plays vital roles within the nature of risk
manager at the firm level. Human capital covers skills, knowledge, education, and experience of
the managers and the key personnel in the organization. This study provides evidence that out of
the three-dimensional context of intangible resources, only organizational asset and reputational
asset are relevant and significant within Malaysia context. As such, the weight of evidence from
most of the literature described above leads this study to conclude that firms should pay crucial
attention to interconnectedness of their intangible and tangible resources, as it may improve their
inner structure of resources deployment, which will influence the positive reaction towards its firm
performance by concentrating more on combining resources that lead to the optimum deployment
level, which contributes towards superior performance and competitive advantage. The hypotheses
relating capabilities to the firm performance were not supported, as the structural path coefficient
did not fall within the significant range. This study argues that capabilities are the most dominant
resources, as this study shows and uses Malaysian listed firms sample and varies across industries.
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