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Abstract

Organizational resources and capabilities realized by business practitioners and
researchers have significant importance as they support firm performance and
competitive advantage. However, what exactly core competence is not clearly
understood since terms such as resource, capability and competence are used
interchangeably by researchers. From this point forth, this article provides a framework
for separating organization's core competencies from resource and capability. We
propose three empirical determiners such as uniqueness, inimitability and extendibility
to the research model for separating organization's core competencies from resource and
capability. Second, the proposed core competence framework serves as a tool for
assessing the relationship between core competencies and innovation. Finally, the paper
intended to help leaders and managers about how they can enhance firm performance by
means of supporting core competencies and innovation.
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Introduction

Since innovation is so crucial in sustaining competitive advantage, many studies
have investigated the innovation process (Maidque, 1980; Damanpour, 1988; Zirger and
Maidique 1990; Dougherty and Hardy, 1996). Although there are number of innovation
models, few have examined the relationship between innovation and core competence.
The majority of studies have examined the significant effects of competences on firm
performance or competitive advantage (Wernerfelt, 1984; Hitt and Ireland,1983;
Barney, 1991; Rumelt, 1991; Amit ve Schoemaker, 1993; Peteraf, 1993; Hafeez et al.,
2002). So, it seems that there is a need in the literature on measuring the impact of core
competence on innovation. We believe that since innovation and also core competence
is complex subjects and characterized by low levels of understanding, the more
emprically examined it in different industries and countries, the more easily it can be
understood and applied by managers in organizations.

To survive and succeed, firms must innovate. Intensified global competition and
an emphasis on rapidly changing technogies have only reinforced this long-held notion.
To remain competitive, firms must develop and introduce new products or services to
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external markets (Cummings& Oldham, 1997: 22). According to Zamora et al. (2006,
p-225) innovative companies must adjust their intrinsic and extrinsic functions to
respond to the demands of the environment and thus maintain and improve business
performance. Companies struggling to maintain an innovative advantage perceive and
attract new opportunities that might grant them efficiency and effectiveness.

The previous empirical studies of organizational innovation have shown that there
is a positive and direct relationship between innovation and firm performance (Hult et
al., 2004; Kleinschmidt, Cooper , Elko, 2000; Erdil et al., 2004; Lin & Chen, 2007,
Rubera and Kirca 2012). Regular product introductions can satisfy customer needs,
generate profits, and enhance long term competitiveness as well as the firm’s ability to
differentiate itself from the competition (Zahra, 1996, p.297). Based on this view, this
research attempts to determine key antecedents of core competence and integrates them
into a conceptual framework relating core competence, firm innovativeness and firm
performance. In other words, we handle the firm innovativeness as a result of core
competence and try to examine the link between core competence and firm
innovativeness with the ultimate goal of improving performance.

Core Competence

The core competence concept, evolved from the resource based view and
sometimes called by different names such as organizational competencies, distinctive

capabilities or dynamic capabilities, has been widely studied by researchers (Selznick
1957; Andrews, 1971; Barney 1986; Dierickx and Cool 1989; Itami and Numagami,

1992; Teece et al, 1997 ) especially since the publication of Prahalad and Hamel’s
(1990) well-known article, “The Core Competence of the Corporation.” Although
studied widely by the researchers, there isn’t an agreement among them in a standard
definition of core competence since it is an umbrella term which covers resources and
capabilities. However, it is possible to find some key determiners in the literature that
researchers emphasize in describing the core competencies. For instance, Mooney
defines core competence as a capability that is central to a firm’s value generating
activities instead of only ownership of a resource (2007, p.112). Pitt and Clarke define
core competence as assets and skills that are knowledge based, distinctive, firm specific
and difficult to imitate and they added that they can be formed by using the tangible and
intangible value genarating assets and resources (1999, p.302).

Hamel and Prahalad, suggests the term core competence and defined it as “ the
collective learning in the organization, especially how to coordinate diverse production
skills and integrate multiple streams of technologies” (Hamel and Prahalad, 1994:
1999). These collective learning or coordination skills behind the firm’s product lines
are the source of its competitive advantage and enable the firm to introduce a new array
of products and services. By focusing on their core competencies, firms get competitive
advantage since they do those things at which they are the best (Srivastava, 2005, p.51).

Organizations have many competencies and capabilities, however only a few of
them are combined and integrated in such way that they can be considered core
competences. So if a business manager mentions 40-50 core competencies of a
medium-sized enterprise, he probably refers to capabilities rather than core
competencies (Hamel and Prahalad, 1996, p.262) An other important point is that if the
competencies do not create products or services that are exceptionally different or if
they are imitated easily they are most probably not core. Some assume that core
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competencies are the backbones of competitive advantage which change more slowly
than products and markets (Hamel and Prahalad 1990; Hafeez et al.;2002, Gupta et al.;
2009)

Since the concept is not conceived easily, Hamel and Prahalad suggest three
criteria that distinguishes a core competence from a competence; a core competence
must contribute significantly to customer benefit from a product, a core competence
should be competitively unique, must be difficult for competitors to imitate and finally ,
a core competence should provide potential access to a wide variety of markets

(Prahalad and Hamel, 1990; Hamel and Prahalad, 1994). Similarly, according to Kak, a
capability must meet three terms to be estimated as a core competence; customer value,
competitor differentiation and extendibility (Kak, 2002; 1).

Accordingly, in this paper, a competence satisfies the above three criteria is taken
as a core competence. Competitively uniqueness refers to the range to which a
capability is distinctive among competitors (Hafeez, 2007: 3595). Capabilities
possessed by many firms or can be imitated easily are doubtfully to be a source of
competitive advantage. The durability of a firm’s competitive advantage is partly a
function of how successfully other firms are able to imitate the focal firm’s
technological competence. Valuable capabilities make possible to develop and
implement strategies that create value for customers (Thompson and Strickland, 1999:
99). Hamel and Prahalad suggest that customers are the final judge of whether
something is a core competence or not (1994: 225). Finally, a core competence should
give permission to the firm to enter new markets and products developed from this core
competence could be used to a larger extent in the company (Ljungquist, 2007: 241).

In conclusion, capabilities are formed by the integration of resources whereas core
competencies are formed by the integration of capabilities. Core competencies are firm
specific, built up over time and not subject the sudden change. They should be
identified with the objective in mind to bring the greatest value to the end customer. In
order to mention core competences a firm should have unique resources. Having
unique resources is the first step, unless they are performed repeatedly and effectively to
create customer value, competitive advantage over others will be very difficult. The
highly important step is to integrate these unique resources and capabilities among all
parts of the corporation effectively. Therefore, the combination of above criteria is an
important means of developing core competences.

Linking Core Competence and Innovation

Many researchers have emphasized the relationship between competences and
innovation and asserts that a firm’s core competences enhances its ability to innovate.
For instance, Zirger and Maidique who are famous for their efforts on innovation
research tried to determine the key factors that affect product innovation. According to
this researh findings, two of the five most important factors affecting product
innovations are the product's value to the customer and the synergy of the new product
with the firm's existing competences (Zirger and Maidique, 1990: 867). There are many
researches which suggest that innovations with a closer fit to firm competences tended
to be more succesful (Cooper and De Brentani, 1991; Cooper and Kleinschmidt, 1993;
Kleinschmidt and Cooper, 1991; Song ve Parry, 1997a; 1997b; Zirger ve Maidique,
1990). Existing competences may be used as leverage points to add new competences,
which is indeed having low risk and utilizing slack resource.
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Since this creates opportunities with low conflicts, Hamel and Prahalad (1994)
suggested leveraging core competences, too. They argued that in order to leverage core
competences, managers need to avoid a product-centric view of their firm and examine
the capabilities on which their main products are established on. According to Hamel
and Prahalad (1994: 227) “. . . in defining core competencies, managers must work very
hard to abstract away from the particular product configuration in which the competence
is currently embedded, and imagine how the competence might be applied in new
product areas.” They claimed (1994: 227) that one product may comprise several
competences, and one competence may create different products. Despite this potential
and useful interchange, competences are not fully utilized by organizations and not all
possible value is extracted from them.

Knowledge-based theory emphasizes that most innovations are incremental in
nature, building on already existing knowledge and capabilities of firms. In general,
innovations are the result of new combinations of existing knowledge and incremental
learning as Schumpeter (1968) claimed. Firms like individuals may acquire and apply
the external knowledge relevant to their prior knowledge. A firm is better able to
recognize and exploit new information relevant to an existing firm knowledge. This
valuable experience provides the firm with the background necessary both to recognize
the value of and implement new methods or processes since the growth of knowledge is
experiential. Therefore, a firm’s absorptive capacity, the learning that occurs through
absorption of external knowledge is a critical concept in understanding competence
building and innovation (Cohen & Levinthal, 1990; Kogut & Zander, 1992; Pitt and
Clarke).

On the other hand, the scenerio can be reversed, what Leonard-Barton (1992) calls
“core rigidities.” Core rigidities may result from the institutionalization of knowledge
and routines in a way that new approaches and information are not supported that leads
to a gap between current environmental requirements and a corporation's core
capabilities. Yet, accumulated firm knowledge is the most superior ingredient in
competence development and innovation, firms may exaggerate the value of their
competencies and try to develop solutions with inappropriate sets of knowledge. In
conclusion, innovations with a closer fit to firm core competences tended to be more
succesful unless these core competences become core rigidities Existing competences
may be used as leverage points to add new competences, which is indeed having low
risk and utilizing slack resource.

Linking Innovation and Firm Performance

Gopalakrishnan and Damanpour defined innovation as “programs, policies,
systems, equipment, service, product, behavior or idea which is newly adapted to
organization” (Shanthi and Fariborz, 2000: 15). According to Hult et al. (2004)
innovation is the capacity to introduce of some new process, product, or idea in the
organization. Similarly, Roehrich, (2004) defined innovativeness as the capability of a
firm to develop new product solutions at a fast rate within a specific time period. On the
other hand, innovation is a multidimensional construct involving several aspects such as
product, process, adminstration, market, technological and strategic planning (Wang
and Ahmed, 2004; Hurley and Hult, 1998; Maravelakis et al, 2006; Lin and Chen,
2007).
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The previous empirical studies of organizational innovation have shown that there
is a positive and direct relationship between innovation and firm performance (Hult et
al., 2004; Kleinschmidt, Cooper , Elko, 2000; Erdil et al., 2004; Lin & Chen, 2007,
Rubera and Kirca 2012). For instance, Rubera and Kirca’s (2012) research findings
suggest that innovativeness has direct positive effects on financial position and firm
value and it indirectly affects firm value through its effects on market position and
financial position. An other study by Hurley and Hult (1998) that investigated the
relationships among organizational innovation, market orientation, and organizational
learning and showed that all these issues cooperatively influenced the level of
performance.

In the large body of literature, new product introduction is associated with an
increase in sales, market shares and firm growth because it significantly contributes to
the satisfaction of existing customers as well as attracting new customers (e.g. Wang
and Wei, 2005; Bayus, Erickson, and Jacobson, 2003; Tung, 2012 ). Product innovation
also increases the capacity of a firm to adapt to a constantly changing environment and
increases a firm’s leverage in a highly competitive market (Tung, 2012, p.95 ). A
striking study including 90,000 enterprises in 16 European countries realized by Hashi
& Stojcic (2013) revealed that investment in innovation activities positively influences
the innovation output measured by the proportion of sales attributable to new products
which in turn contributes to the better productivity of firms. Therefore, it’s wise to say
that a firm’s performance is muchly dependent on product innovation since it stimulates
its market share as well as its capacity to cope with competitive market conditions by
diversifying products that other firms are lacking to create.

Relatedly, Gunday and his collegues (2011) examined innovativeness, in the
Turkish manufacturing industry, drawing on a sample of 184 manufacturing firms.
Their findings support the fact that innovation strategy is a major driver of firm
performance and should be developed and carried out as an essential part of the business
strategy. An other study by Sookaneknun and Ussahawanitchakit (2012) focused on the
effect of transformational leadership affecting organizational innovation capability
which in turn influence firm performance confirmed that organizational innovation
capability had a positive effect on firm performance.

In conclusion, the literature provides several explanations why innovation may
stimulate firm performance. First, studies indicate that innovation leads to improved
quality of products and services. Second, it reduces the cost of inputs by establishing
cheaper raw materials and processes. For example, firms that use innovative energy
saving production processes are able to lower the cost of production of the same output
that could be attained at a higher energy cost. Third, it allows product differentiation
giving consumers an array of products to choose from. Morover, it increases flexibility
in production and service delivery that is paramount to the success of business. Lastly, it
increases efficiency in production that allows the firm to apply resources precisely to
produce the exact output. Maybe more importantly, innovation which are created by
individuals' non-codified body of expertise and skills accumulated through experience
and so are highly rare and difficult for competitors to imitate (Wei and Lou, 2005:
1902). In sum, the vast majority of previous researches agree that innovation is critical
to achieving a competitive advantage and firm performance (Hult, Hurley and Knight,
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2004; Han et al., 1998; Kleinschmidt , Cooper , Elko, 2000; Lin & Chen, 2007; Rubera
and Kirca’s 2012). Thus, consistent with the previous literature we expect a positive
relationship between innovation and firm performance

Conceptual Framework and Hypotheses Development

This paper suggests core competence to be significant determinant of innovation
and hypothesize core competence as a multi-dimensional construct consisting of three
dimensions: uniqueness, customer value, and extendibility. We also propose that a
positive correlation exists between innovation and firm performance. The proposed
conceptual model guiding this research is depicted in Figure 1.

Fig.1 Research Model

Core Competence

Extendibility

Firm Performance

Customer
Value

Consequently, to examine these relationships we developed four research hypotheses:

HI1: A positive correlation exists between uniqueness and innovation

H2: A positive correlation exists between customer value and innovation.
H3: A positive correlation exists between extendibility and innovation

H4: A positive correlation exists between innovation and firm performance.

Methodology
Research Goal

The primary aim of this study is to measure the impact of core competencies on
innovation. This article doesn’t provide a framework for describing and evaluating an
organization's core competencies since the difficulty of focusing on different core
competencies of firms that operate in more than one sector. We mainly try to answer if
core competencies boost innovation and also if innovation boost firm performance.
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Scale and Measurement

In order to empirically investigate the hypotheses, firms operating in Kocaeli were
surveyed. Using the documents of Kocaeli Chamber of Commerce, 250 firms among
518 are identified as the target group of the research because of their availableness.
Tools such as e-mail, letter and face to face interviews are used for gathering data from
the managers. A total of 138 questionnaires among 86 firms has returned. Of the
participants, %62 are married, %53 have university educations and %8 have master
education.

To test the above hypotheses, multi-item scales adopted from prior studies for the
measurement of constructs were used. There are 12 questions in core competencies
scale that are developed from the study of Hamel and Prahalad (1994) and they are
including three dimensions named as uniqueness, customer value, and extendibility. On
the other hand, innovation was measured by 10-items developed from the studies of
Hansen and Birkinshaw (2007) and Hult et al. (2004). Firm performance was measured
by 9 items adopted from the studies Fuentes, Saez, Montes’s (2004) and Kaynak’s
(2003). All items were rated using a 5-point scale ranging from 1 (“Very strongly
disagree”) to 5 (“Very strongly agree”).

Analysis and results

We used the partial least squares (PLS-Graph 3.0, Chin, 2001) approach to path
modeling to estimate the measurement and structural parameters in our structural
equation model (SEM) (Chin, 1998).The reason for using this technique is that PLS
method can operate under limited number of observations and more discrete or
continious variables. Therefore PLS method is an appropriate method for analysing
operational applications. PLS is also a latent variable modeling technique that
incorporates multiple dependent constructs and explicitly recognizes measurement error
(Karimi, 2009). Also PLS is far less restrictive in its distributional assumption and PLS
applies to situations where knowledge about the distribution of the latent variables is
limited and requires the estimates to be more closely tied to the data compared to
covariance structure analysis (Fornell and Cha, 1994).

Measurement validation

In this study, following Kleijnen, Ruyter and Wetzels (2007), we used reflective
indicators for all our constructs (see, Appendix 1). To assess the psychometric
properties of the measurement instruments, we estimated a null model with no structural
relationships. We evaluated reliability by means of composite scale reliability (CR) and
average variance extracted (AVE). For all measures, PLS-based CR is well above the
cut-off value of .70, and AVE exceeds the .50 cut-off value. In addition, we evaluated
convergent validity by inspecting the standardized loadings of the measures on their
respective constructs and found that all measures exhibit standardized loadings that
exceed .60. We next assessed the discriminant validity of the measures. As suggested by
Fornell and Larcker (1981), the AVE for each construct was greater than the squared
latent factor correlations between pairs of constructs (see Table 1).
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Hypothesis testing

According to the correlation results seen in Tablo 2, there is a positive significant
result among all dimensions of core competence and innovation and also between
innovation and firm performance.

Table 2. Correlations of latent variables

Variables 1 2 3 4 5
1.Uniqueness I S46%F | 630%% | 364%F | 444
2.Extendibility 1 620%%* 470%% J355%*
3.Customer Value 1 .654%* A425%*
4.Innovation 1 S562%*
5.Firm performance 1

** Correlation is significant at the 0.01 level (2-tailed).

As shown in Table 3, the results illustrate that our hypotheses are confirmed. The
results indicate that uniqueness positively affects innovation (f = .26, p<.05), customer
value positively affects innovation (B = .54, p< .01), extendibility positively affects
innovation (B = .47, p<.01). Therefore H1, H2, H3 are supported. With regard to effects
of innovation on firm performance, we found that innovation positively affects firm
performance in a very high rate (B = .49, p<.01).Therefore H4 is also supported.

Table 3 Hypothesis Testing Results

Hypothesis  Relationship Path coefficient Results
)
H1 uniqueness — innovation 26" Supported
H2 customer value — innovation S4xE Supported
H3 extendibility — innovation AT7HE Supported
H4 innovation — firm performance A40%* Supported
Fit measures Endogenous construct Final model
R’ innovation 37
firm performance 28

Path coefficients are not standardized. **p <.01, *p <.05
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Conclusion

The business competitive environment is getting tougher by limited resources,
local and global competition, fast and intensive technological change. Innovation by
adding value to the company increases the chance of passing ahead of the competition..
For that reason, managers and scholars have been very interested in understanding the
innovation process in organizations.

This study provides initial empirical evidence of the relationship between core
competences, innovation and firm performance. The findings of the many researches
show that core competences have positive impacts on innovation and its success
(Cooper and De Brentani, 1991; Cooper and Kleinschmidt, 1993; Kleinschmidt and
Cooper, 1991; Song ve Parry, 1997a; 1997b; Zirger ve Maidique, 1990). Similarly, in
this study, it is found that core competences have a positive and significant effect on
innovation. Therefore, generating and maintaining a good fit between core competences
and new product development is critic on the success of innovation.

Research results indicated that all three dimensions of core competence;
uniqueness, extendibility and customer value; are significant in explaining innovation.
Therefore, to remain competitive, managers can try to enhance innovation by managing
each dimension of core competence; uniqueness, extendibility and customer value.
Maybe it would be more practical to choose one sector since core competences are
frequently discussed for one or a few individual companies in which firm-specific lists
of competences are generated that might be relevant in the context of each individual
case (Hamel & Heene, 1994). However, a wider group of general indicators of core
competences seems necessary to improve our understanding of the role that core
competences play in innovation process. On the other hand, it would be beneficial for a
future study to investigate the impact of firm-specific competences on innovation,
organizational performance or competitive advantage.

An other finding of this study is that innovation has significant effects on firm
performance. The company's efforts in developing new products and processes improve
the performance of the organization including qualitative and quantitative performance.
The literature review reveals that in line with our findings there are some studies which
confirm the positive relationship between new product innovation and firm performance
such as business sales ratio, market share and growth (e.g. Wang and Wei, 2005; Bayus,
Erickson, and Jacobson, 2003 ; Tung, 2012). This result suggests that the capability of
the organization in introducing of some new process, product, or idea stimulates market
share as well as its capacity to cope with competitive market conditions which leads to a
conclusion that a firm’s performance is muchly dependent on firm innovativeness.

This study leads us to the conclusion that for stimulating innovation firms need to
think about their core competences. However, while, performing the questionnaire
survey on firms to prove our hypothesized research model, we see that managers are not
fairly clear about the meaning of core competence. More emprical research is needed to
increase awareness of managers and scholars about core competences that can boost
innovation. Although it is not a simple task, the firms should determine carefully their
core competences by considering our suggested determiners; uniqueness, extendibility
and customer value and manage them leading to innovation that have important effects
on firm performance.
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