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Abstract

Paper aims: Extant Literature based on the resource-based view (RBV) of the firm suggests that it can be used to study
organizations of all types and sizes. In essence, the RBV argues that firms that possess rare, non-imitable, valuable,
unique, and non-substitutable resources will outperform firms that do not possess such resources. This study questions
the applicability of this assumption to smaller businesses, which are likely to have common resources readily available in
the market rather than rare, non-imitable, non-substitutable, unique, or valuable resources. The purpose of this study
is to discuss whether the composition-based view (CBV) of the firm offers a more promising approach than the RBV to
studying small businesses.

Originality: This study is one of the first to tentatively suggest a change in theoretical approach when studying small
businesses.

Research method: A structured critical review approach is taken.

Main findings: The findings reveal that the CBV offers a more promising and appropriate theoretical framework than the
RBV for research on small businesses, whereas the RBV is better suited to research on larger firms.

Implications for theory and practice: Future studies can use the RBV and the CBV to study large and small businesses,
respectively.
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1. Introduction

Small and medium-sized enterprises (SMEs) are considered vital to countries’ economic development
(Neumark et al., 2011; Thurik & Wennekers, 2004; Day, 2000). The term “SMEs” is most commonly used to describe
firms that are not large (Yan, 2015). SMEs are different from micro-enterprises and large firms. A micro-enterprise
is defined as a firm that employs fewer than 10 people (Rhodes, 2009). Firms classified as large consist of at least
500 employees (Acs & Audretsch, 1988). The European Union classifies firms as SMEs based on balance sheet totals,
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annual turnover, and number of employees (Commission of the European Communities, 2005). Any firm with 10
to 49 employees is considered a small firm. A firm with 50 to 249 employees is regarded as a medium-sized firm.
Small firms undertake small-scale business activities, have a small share in the market, operate independently, and
are personally managed by their owners (Holmes & Schaper, 2018; Deakins & Freel, 2003). The central position
occupied by the owner-managers of many SMEs (Bridge et al., 2003) implies that only one person in such a firm
is responsible for decision making and business planning (Culkin & Smith, 2000). The owner-manager may possess
most of the company’s human capital and relational capital (Durst & Wilhelm, 2011).

A range of studies have investigated the critical factors contributing to the success of small businesses in
various contexts. They have examined internal factors/resources, including competencies and human capital,
and external factors, such as opportunities and threats (Hausman, 2005; Mazzarol et al., 1999; Yusuf, 1995).
These factors have been linked with certain underpinning theories. For instance, internal factors/resources such
as capabilities have been linked with the resource-based view (RBV) of the firm (Tehseen et al., 2015). The RBV
has also been extensively used in the field of entrepreneurship to describe the success of firms of different sizes.
Specifically, the RBV has been used to examine small enterprises (Ahmad et al., 2018), medium-sized firms
(Degravel, 2012; Truong, 2010; Westhead et al., 2001), and large firms (Wernerfelt, 2013; Peng & Jiang, 2010).
The literature review suggests that studies have generally used the RBV as the base approach to describing the
resources required for a company of any size to achieve success in any area of business. This generalized use
of the RBV raises two crucial questions. First, what is the central proposition of the RBV? Second, is the use of
the RBV appropriate to and suitable for all types of firm, including small businesses?

In answer to the first question, the RBV attempts to explain how firms gain and maintain unique and
sustainable positions within extremely competitive environments (Barney, 1991; Hoopes et al., 2003). The central
proposition of the RBV is that achieving a competitive advantage is desirable, to which end firms compete based
on their internal capabilities and resources (Barney, 1991; Wernerfelt, 1984). Therefore, the RBV holds that a
firm with unique, valuable, non-imitable, and rare resources (internal factors) will outperform a firm that does
not have such resources (Barney, 1991).

In answer to the second question, this study contests that the RBV is not an appropriate framework for
studying all types of firms. 1t is especially inapplicable to small firms, because the context of small businesses
is not aligned with the context of the RBV (its underlying assumptions and propositions). Recently, research
has begun to place greater emphasis on contextual factors (such as assumptions, propositions, and limitations)
and their impacts (Sergeeva & Andreeva, 2016). Contextual issues can assist in explaining inconsistencies and
controversial findings (Joshi & Roh, 2009). Thus, a stronger focus on context may also lead to the development
of new contingent theories that are context-based and practice-driven (May & Stewart Junior, 2013; Johns,
2006; Mowday & Sutton, 1993).

Due to the diverse nature and characteristics of firms of different sizes, a specific theory such as RBV is not
suited to the contexts of all types of firm. The distinctive contextual characteristics of small businesses are as
follows. First, small businesses quickly respond and adapt to opportunities, shaping and reshaping themselves
accordingly (Holmes & Schaper, 2018). Second, although small businesses are dominant in all economies, little
is known about the nature of small businesses because their characteristics differ from those of large businesses
(Holmes & Schaper, 2018). Therefore, considering the context of small businesses is essential. Third, ownership
motivations explain the performance of small businesses. Fourth, small businesses provide their owners with
a level of control that is not available in large firms (Barringer & Ireland, 2019). Small businesses deal with
common types of business that need common resources. Recognizing the inherently qualitative nature of small
firms and the ordinariness of their resources is critical to understanding their operations (Holmes & Schaper,
2018). Small businesses are qualitative in their organization and operation (Jafari et al., 2007; Meredith, 1994).

Embedded in the above-established context of small businesses, this study proposes that the underlying
principle of the RBV (i.e., its postulates, assumptions, and limitations) is not aligned with the context of small
businesses (for example, the resources held by small businesses differ in type and nature from those of large
firms). Consequently, the RBV is not an appropriate framework for studying smaller businesses. For example,
unlike large firms, small businesses usually have limited resources. The RBV argues that only firms with valuable,
rare, unique, non-substitutable, and non-imitable resources can achieve a competitive advantage or superior
performance (Barney, 1991). This argument is not in line with the reality of small businesses, which primarily
deal with ordinary resources. In their seminal article on the composition-based view (CBV) of the firm, Luo &
Child (2015, p. 381) defined “ordinary resources” as “resources that are neither idiosyncratic nor costly to copy,
and that are tradable in the market and can be purchased in or secured from partner firms.” An example of the
common resources possessed by small businesses is cheap manual labor (Li, 2018; Barringer & Treland, 2019).

Therefore, this study proposes the CBV as an alternative theoretical approach to studying small businesses.
Luo & Child (2015) described the CBV as a unique approach recognizing that firms can grow and achieve
success even when they lack critical competencies and do not possess the benefits of market power, resource
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advantages, or core technology. This study proposes that, the CBV is a more suitable and relevant approach
than the RBV to studying the small business context.

Accordingly, the purpose of this study is to compare the CBV with the RBV to determine which approach is
more appropriate for studying the performance of small businesses. The methodology is a structured literature
review. The findings indicate that the CBV is more relevant to small businesses than the RBV.

The research question is as follows.

RQ: Does the CBV offer a more appropriate theoretical framework than the RBV for studying the growth
of small businesses?

2. Methodology

This study used a structured literature review and discursive analysis of the RBV and the CBV to answer the
research question. A structured review is a systematic, step-by-step method that involves planning, conducting,
and reporting on a search of the available literature related to a specific topic/research question. This approach
has three main phases: planning, conducting, and reporting. The research methodology used in this study was
adapted from systematic reviews in previous studies (e.g., Shujahat et al., 2017; Sergeeva & Andreeva, 2016;
Durst & Edvardsson, 2012). The nature of the research questions in these systematic review studies was similar
to that of the question asked in the current study.

The following explicit steps were followed.

1. An initial literature search and review using relevant and diverse search strings in different databases was
performed to transform the research idea into a research question sufficiently specific and original to contribute
to the literature.

The research question formulated was as follows.

RQ: Does the CBV offer a more appropriate and promising theoretical framework than the RBV for studying
the growth of small businesses?

2. An additional literature review based on the research question was carried out to identify and access seminal references
for the RBV and the CBV and other studies that discussed these two theories with particular reference to SMEs and
large firms. We used snowball sampling of these seminal and related papers to find other relevant studies.

3. A framework for the study was developed. Answering the research question required two stages of analysis,
as detailed below. These two stages were the basis for the study’s framework due to their alignment with and
appropriateness to the research question. This step was consistent with Shujahat et al. (2017).

(i) The extraction, assimilation and synthesis, and description of the assumptions, postulates/propositions,
limitations, and critiques of the two theories with particular reference to small and large firms as contained
in the accessed studies.

(i) Comparative analysis of the contexts, assumptions, postulates, and limitations/critiques of the two theories
to determine which theory offered a more promising and appropriate approach to studying small businesses.
Therefore, the differences, similarities, and complementarities between the two theories in their assumptions,
postulates, and limitations concerning small and large firms were assimilated, synthesized, and reported.

4. Synthesis: using the above framework, all of the relevant data from the abovementioned papers were elicited,
synthesized, and reported to answer the research question.

3. Findings of literature review
3.1. RBV
3.1.1. Context of RBV
Organizational strategy plays a vital role in the success of any business. The primary purpose of a business is

to develop and use the most effective strategy to achieve a competitive advantage and business success. In the
strategic management literature, there are two schools of thought about achieving a competitive advantage.
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According to the first school of thought, businesses are influenced by external factors, including environmental
turbulence (Wang & Fang, 2012; Zhang & Duan, 2010) and network competence (Li et al., 2016; Parida et al.,
2010; Chiu, 2008). Strategic contingency theory has been used in the literature to support this school of
thought, which argues that the external business environment influences the success of any business (Lawrence
& Lorsch, 1967).

The other school of thought emphasizes the role of internal factors, including competencies and resources,
in attaining superior firm performance (Smigielska, 2016). The RBV belongs to the latter school of thought,
according to which firms achieve success and competitive advantages due to their internal resources. Thus, the
resource-based theory investigates the differences in the performance of firms based on their resources and
other internal characteristics (Peteraf & Barney, 2003).

3.1.2. Assumptions of RBV

According to Barney (1991), the primary assumptions of the RBV are as follows: (1) the resources held by
firms within an industry may differ; and (2) these resources may not be perfectly mobile across firms. Therefore,
differences in firms’ resources can be very longstanding and constitute a source of advantage.

3.1.3. Propositions of RBV

The RBV postulates that an organization can be viewed as the sum of its valuable, rare, non-imitable, and
non-substitutable resources, which are crucial to its ability to gain a competitive advantage (Nason & Wiklund,
2018). Therefore, firms that strategically and continuously acquire, create, share, and utilize resources with these
characteristics will outperform those that do not. These postulates are explained in detail below.

The RBV seeks to explain how firms maintain unique and sustainable positions within an intensely competitive
environment (Ritter & Lettl, 2018; Hoopes et al., 2003). The focus of this theory is on efficiency-based
differences between firms, instead of differences in other areas, such as strategic behaviors, market power, or
collusion (Peteraf & Barney, 2003). The key idea of the RBV is that competition between firms arises from their
capabilities and resources (Ferreira & Fernandes, 2017; Barney, 1991; Wernerfelt, 1984). A firm can identify
its competitors based on the similarity of their products, substitutes, capabilities, and resources (Peteraf &
Bergen, 2003). The RBV assumes that firms’ decisions on the choice and assembly of resources are economically
rational, with limited biases and prejudices, information and causal ambiguity (Oliver, 1997). Causal ambiguity
is the phenomenon whereby a firm does not know how its configuration of resources led to its superior or
above-average performance (Miles, 2012).

Wernerfelt (1984) defined a resource as anything that can be considered a firm’s strength. The term
“resources” covers any intangible or tangible asset that is semi-permanently tied to the firm (Klier et al., 2017;
Caves, 1980). Examples of resources are technology, machinery, and intellectual capital (Wernerfelt, 1984). Firms’
resources are viewed as the strengths that assist firms in competing effectively with their rivals and implementing
successful strategies to attain their visions. Capabilities were initially viewed as a specific type of resource (Ritter
& Lettl, 2018). However, these two concepts were separated in later research. According to Makadok (2001), a
capability cannot be observed and is therefore intangible; it cannot be valued; and it moves only as part of the
unit in which it is housed. Firms seek to create a unique resource situation to make it difficult for their rivals
to compete with them (Wernerfelt, 1984).

Therefore, a firm can attain a competitive position by acquiring and collecting unique resources and
relationships (Klier et al., 2017; Rumelt, 1974). A firm’s competitive advantage is based on its use of a profitable
and value-creating strategy not utilized by its rival firms (Barney, 1991). A competitive advantage turns into
a sustainable competitive advantage (SCA) when competing firms are unable to copy or learn about that
strategy. A firm’s SCA derives from its non-substitutable, unique, valuable, rare, and inimitable capabilities and
resources (Barney, 1991). A firm’s resource is considered rare when competing firms want it but cannot acquire
it. Organizational resources are valuable when they assist a firm in creating or implementing strategies that
improve its effectiveness and efficiency (Ritter & Lettl, 2018). Organizational resources are non-substitutable and
inimitable only when they are perfectly immobile across firms and thus cannot easily be traded or transferred
in factor markets (Klier et al., 2017). Moreover, they are difficult to accumulate due to their high transaction
costs (Capron & Hulland, 1999). A firm must be able to absorb and use its resources to attain an SCA (Barney &
Clark, 2007; Conner, 1991). Hence, the RVB entails business-level or enterprise-level analysis (Peteraf & Barney,
2003). This theory shows how a firm’s capabilities and resources differentiate its business performance from
that of other firms (Ferreira & Fernandes, 2017).
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The RBV differs from theories that emphasize dyads, such as the employer-employee relationship, the industry
level, or the group level (Miles, 2012). Miles (2012) argued that the RBV is not substitutable for other analytic
tools at industry level because it mainly focuses on the differences in performance between firms. Firms can
be differentiated from other firms in terms of their performance based on their earnings or profitability, which
results in resources with different efficiency levels (Ritter & Lettl, 2018; Barney, 1991; Peteraf, 1993). Only
superior resources enable firms to produce good-quality products and amply satisfy their customers. A more
efficient firm has lower costs but higher profits, and it can create more value for its customers. Efficiency is
measured in terms of net profits or the benefits to a firm that are left after deducting the firm’s costs (Miles,
2012). Sustainable competitive advantages and disadvantages can arise via a single purchase or can develop
over time (Helfat & Peteraf, 2003).

Initially, the RBV did not focus on whether resources evolve or remain static. However, recent researchers
have placed more emphasis on how resources adapt, change, and evolve. For instance, studies have examined
how organizations build, combine, and reconfigure their capabilities and resources to respond to rapidly
changing business environments (Nason & Wiklund, 2018; Klier et al., 2017; Teece et al., 1997). Scholars such
as Ferreira & Fernandes (2017) and Helfat & Peteraf (2003) have also investigated the dynamic life cycle of a
firm’s capabilities and resources through its growth from birth to death.

As shown in Figure 1, a firm leverages various resources, intangible and intangible. Although possessing
different types of resources is essential to achieve success, not all resources contribute equally to a firm’s
achievement of success and competitive advantages (Peteraf, 1993; Barney, 1991).

Tangible Resources

Tangible

Assets

The Firm Business Success and
Competitive Advantage

Intangible Resources

Intangible

Assets

Capabilities

Figure 1. Resource-based view of firms’ success, based on Barney (1991) and Peteraf (1993).

3.1.4. Criticisms and limitations
The main aspects of the theory to be criticized are as follows.

3.1.4.1. Emphasis on possession of unique, rare, valuable, imitable, and non-substitutable
resources

The main assumptions of the RBV relate to medium-sized or large firms that possess unique, rare, valuable,
imitable, and non-substitutable resources (Priem & Butler, 2001). According to this theory, as small businesses

usually deal with ordinary types of business and rarely possess rare resources, superior performance may not be

Production, 29, €20180022, 2019 | DOI: 10.1590/0103-6513.20180022 5/14



........

possible for them (Luo & Child, 2015). The resources required by small businesses, including physical, human,
and organizational assets, are readily available in the market. 1t has been deduced from the literature that in this
embedded context, the RBV is not an appropriate or a promising approach to studying the context of small businesses.

3.1.4.2. Attractive simplicity

The RBV is an attractively simple theory with immediate face validity. 1ts core ideas are intuitive and appealing
and can be easily understood and taught (Kraaijenbrink et al., 2010). However, the RBV has been criticized for its
weaknesses. For instance, the theory lacks implications for managers (Priem & Butler, 2001). 1t instructs managers
to obtain valuable, rare, imitable, and non-substitutable resources, but does not tell them how to do so (Miller,
2003; Connor, 2002). The RBV also assumes that managers can predict the value of their resources in the future
and have total control over them. Studies have claimed that this theory is tautological (Lockett et al., 2009; Priem
& Butler, 2001). Some researchers have noted that the RBV claims rather than proves empirically that SCAs and
superior performance can be the result of variation in capabilities and resources across firms (Baron & Ensley,
2006). As mentioned earlier, these resources may be either tangible or intangible assets. In contrast, capabilities are
a firm’s specific resources, including employees’ knowledge, skills, and abilities (Wernerfelt, 1984). Thus, capabilities
are intangible assets that keep evolving according to the uncertain business environment and market turbulence.

3.1.4.3. Lack of contextual consideration

Baron & Ensley (2006) criticized the RBV due to the difficulty of disconfirming the theory. Usually, evidence
has been found to support its contention that inter-firm variation in capabilities and resources leads to differences
in the ability to achieve an SCA and outstanding performance across firms. However, if any evidence contrary
to the RBV is found, it implies that the examined capabilities or resources were not of value or importance.

Critics have also claimed that the RBV does not concentrate on organizational situations or contexts (Sergeeva
& Andreeva, 2016; Priem & Butler, 2001). This is the most critical deficiency of the theory, because the ways in
which a firm’s resources are acquired and deployed cannot be separated from the firm’s context (Oliver, 1997).
The theory does not concentrate enough on from where firms acquire their critical resources (Barney & Clark, 2007).

3.1.4.4. Treating capabilities and resources in the same manner

Another major criticism of the RBV is that it treats capabilities and resources in the same manner
(Kraaijenbrink et al., 2010), irrespective of their nature (dynamic or static). Although capabilities and resources
have been differently defined, the RBV treats them both as types of resources. Moreover, it pays insufficient
attention to the ways in which different firm resources (in different combinations) contribute in different ways
to firms” achievement of SCAs and superior performance (Miles, 2012).

3.1.4.5. Criticism regarding sustainable advantages

(a) Fiol (2001) claimed that competitive advantages can be attained only temporarily because the resources and
skills required to create these advantages are constantly changing.

(b) Critics have also argued that valuable, rare, non-imitable, and non-substitutable resources are neither essential
nor sufficient to achieve an SCA (Miles, 2012). Only modest empirical support has been provided that such
resources lead to an SCA (Newbert, 2007; Armstrong & Shimizu, 2007). This point indicates that other factors
in addition to differences in resources aid in achieving a competitive advantage (Miles, 2012).

(c) Finally, the RBV does not explain the survival of resource-poor firms in today’s globally competitive environment
(Miles, 2012; Li et al., 2016).

3.1.4.6. Lack of directions for managing heterogeneous resources

Priem & Butler (2001) also pointed out that the RBV does not provide directions for firms to manage their
diverse resources to overcome their weaknesses and enhance their strengths. Through various processes, the
firms can obtain resources, bundle them into capabilities, and then utilize them to create several advantages
(Morrow et al., 2007).
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A careful look at the above-mentioned limitations and critiques of the RBV helps to deduce that the main
critique is from the contingency perspective; that is, in relation to contextual factors. The theory attempts to
fit all sizes of organization, but is not applicable to small businesses.

3.2. CBV

3.2.1. Context and assumptions of CBV

Yadong Luo and John Child proposed this theory in 2015 in an article entitled “A composition-based view
of firm growth,” published in Management and Organization Review. As the CBV was developed to suit small
businesses, the current research was motivated to apply this theory to the context of small businesses.

According to the CBV, firms can develop, compete, and grow without the assistance of core technology,
resource advantages, or market power. The CBV focuses on how ordinary firms with common resources
(non-imitable, non-idiosyncratic, and inexpensive resources that can be traded with and acquired from and by
partner firms) may attain superior business growth by effectively and creatively using available open resources
and distinct configured capabilities to enhance the speed of service and price-value ratio for a large number of
mass market consumers (Luo & Child, 2015).

Ordinary firms are resource-poor firms whose growth consists of three stages: surviving, catching up, and
outcompeting (Li, 2018). At the survival stage, the ordinary firm generally avoids direct competition with
resource-rich firms by trying to differentiate through customer acquisition and resource accumulation. Having
survived, an ordinary firm enters the catching-up stage, during which it has to catch up with strong incumbents
in terms of both market position and resource possession using the cost leadership strategy and the differentiation
strategy. Finally, at the outcompeting stage, an ordinary firm has to gain respect within the industry through
radical as well as incremental innovations (Li, 2018).

Ordinary firms, including SMEs, own only ordinary resources; they usually lack strategic assets such as brand
awareness or core technologies. Therefore, the main idea of the CBV is that firms can successfully compete,
survive, and grow without the “benefit of resource advantages, proprietary technology or market power” (Luo
& Child, 2015, p. 379). This notion is especially applicable to smaller firms in today’s marketplace. The focus
of this theory is small and medium-sized businesses, especially small businesses/firms. According to Deakins
& Freel (2003), a small firm operates independently, has a small share of the market, and is managed by its
owners or part-owners in a personalized way. The ability of small firms to respond quickly to rapid changes in
society’s business environment gives them an advantage over large firms. This characteristic is known as “flexible
specialization,” which reflects small firms’ ability to be both specialized and responsive to change (Deakins &
Freel, 2003).

3.2.2. Propositions of CBV

According to the CBV, firms can achieve a competitive advantage and growth if they can identify and
acquire a set of existing common resources in the market and combine them in a way that is creative and
rapidly adaptable to the market’s needs. 1t allows firms to cleverly and distinctively compose common/ordinary
internal and external resources to generate specific advantages and a distinct developmental path for their
business growth. Therefore, available resources such as technologies and brands have no intrinsic importance
to or benefits for such firms unless the firms can creatively combine these individual elements to achieve a
compositional advantage, allowing them to generate impressive efficiency and speed and superior price-value
ratios for customers. This compositional advantage relies on firms’ organizational resilience, market intelligence,
creative use of imitation, and entrepreneurial ability. Compositional processes involve the integration of low cost
and new product functions and their organization to allow a fast response to market turbulence and provide
superior value for customers.

Composition-based strategies are effective in attracting and retaining middle-income and low-income
consumers in today’s global markets. The CBV is considered a pragmatic approach that reflects firms’ strengths in
understanding their customers’ needs. Composition-based strategies involve the art of improvisation. According
to Teece (1986), higher returns can be obtained at an early stage in the market by adapting existing products
and technologies rather than inventing new ones. A unique compositional capability is a dynamic capability
that can be applied in any economy to firms with a relatively low endowment. However, the CBV claims that
firms can attain a strong position relative to their rivals by creatively assembling and integrating ordinary, open,
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and generic resources that they possess or purchase. Such firms are savvy in distinctively identifying, acquiring,
and combining internal and external ordinary resources to achieve a competitive advantage. The CBV approach
is not applicable to large, diversified, and/or resourceful firms because it deals with ordinary firms (Luo & Bu,
2018; Luo & Child, 2015).

Wernerfelt (1984) regarded resources as the intangible and tangible organizational assets required to attain
a competitive advantage. In this context, “ordinary resources” refer to all assets that can be easily attained
from the open market. For instance, most small firms, such as retail firms and restaurants, can easily obtain
tangible assets, including required labor (people), and intangible assets, such as entrepreneurial competencies
(skills, knowledge, and ability) and capabilities, from the market. These types of resources are not unique, as
they are commonly available in the market. For instance, a small retail business needs a workforce, basic skills,
knowledge, and the ability to anticipate changes in the market and customers’ expectations. A small restaurant
needs similar types of resources to conduct its business. These resources can be easily gained from the market
due to their ordinary nature. Additionally, the term “ordinary resources” refers to resources that are easy to copy,
not unique, and easily accessed or tradable in the market, and can be easily purchased or otherwise acquired
from partner firms.

Following the RBV, the term “composition” means the identification, configuration, and integration of diverse
sources of resources and different means of competition to generate a competitive advantage, as displayed in
extended offerings, superior price-value ratios, and rapid responses to mass markets. Firms that adopt the CBV
approach are proficient in composing new but low-cost designs to rapidly respond to market dynamics, developing
user-friendly products, and enhancing customer-oriented services. The CBV recognizes that small firms do not
possess unique resources, and should thus emphasize the distinctive composition of the ordinary resources
available to them (Luo et al., 2011; Chittoor et al., 2009). Figure 2 describes the central theme of the CBV.

Internal Conditions of Small Businesses
Constraints
e Lack of critical resources such as brand,
core technology. capital,and brainpower
for innovation.

Conduits
*  Access to low-cost resources.
e Advantage of organizational

ambidexterity.
e Advantage of structural resilience.
e Ability for entrepreneurship and

External Conditions of Small Businesses
Catalysts
e Number of consumers who are sensitive
to function and price of products.
e Technological
standardization/modularization.
e Existence of an open market for
technology.
e Industrial  clusters that  support
horizontal and vertical activities.
Conduits

bricolage. e Access to low-cost resources.
e Yin-yang philosophy and harmony e Advantage of organizational

ambidexterity.

e Advantage of structural resilience.

e Ability for entrepreneurship and
bricolage.

¢ Yin-yang philosophy and harmony.

J L

Demonstrates that ordinary firms with common resources can achieve superior performance in the following
ways.
e Compositional Offering—Using open resources to provide customers with amalgamated services,
value, and convenience at a minimum cost.
e Compositional Competition—Combining and integrating various types of competition and then
providing consumers with a higher price-value ratio.
e Compositional Capability—Using open or generic resources creatively to develop innovative

business models.

Outcomes

Returns and Advantages

e Financial advantages—low cost and higher return on investment

e Market advantage—higher price-value ratio

e Organizational advantages—flexibility and speed
Limitations and Risks

e Lack of identity

*  Difficult to sustain

e Challenges regarding orchestration and planning

Figure 2. Composition-based view of firm growth. Source: adapted from Luo & Child (2015, p. 399).
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3.2.3. Criticism and limitations of CBV
Like the RBV, the CBV is not free of limitations. The criticisms leveled against it are as follows.
3.2.3.1 Emphasis on emerging economies

The CBV has been criticized for its primary focus on enterprises in emerging economies, such as firms in
the Chinese context (Burton et al., 2015; Volberda & Karali, 2015).

3.2.3.2 Focus on common conduits

Second, scholars have criticized the key dimensions of the CBV, such as access to low-cost resources, structural
resilience, ambidexterity advantage, entrepreneurial ability, harmony, and bricolage (the enduring experience or
practice of using available resources to survive under institutional pressure and hardship (Luo & Bu, 2018; Fang,
2012). Burton (2015) argued that these dimensions/conduits are not very new and do not illustrate creative
composition because each has been claimed to offer a solution to various challenges faced by firms.

3.2.3.3. CBV as a theory of survivability

Similarly, entrepreneurial ability and an effective culture are essential for all firms (Burton, 2015). Burton (2015)
argued that the CBV describes a survival game played by firms against rivals, with challenges requiring them to
make flexible choices to survive in an intensely competitive and turbulent environment. Thus, he considered the
CBV to be more about firms’ survival than their growth, and argued that survival is a fundamental and critical
concept for managers (Burton, 2015). Moreover, he argued that growth is not a key dimension of the theory.

3.2.3.4 CBV as a subset of RBV

Volberda & Karali (2015) argued that the deployment of compositional capabilities to integrate ordinary
resources fits well with the RBV. Thus, the CBV can be considered an extension of the RBV. According to the
authors, firms’ management teams are accountable for combining ordinary resources in effective and creative
ways to achieve growth via competitive advantages. Therefore, compositional capabilities are viewed as a unique
type of capability within the RBV.

3.2.3.5 Three main deficiencies of CBV

Li (2016) identified three deficiencies of the CBV: unclear positioning, the abstract nature of the concept
of compositional capability, and self-imposed constraints. For instance, Li (2016) criticized the CBV for its
unclear positioning and highlighted two aspects of this limitation. First, it is unclear whether the CBV is a new
general theory of firms or a specific new theory of firms’ growth or strategies. Second, it is unclear whether it
is specific to resource-poor firms from a particular region only or can be applied to all types of resource-poor
firms. Similarly, the abstract nature of the notion of compositional capability may dilute the innovativeness
of the CBV, and fails to capture the processes and mechanisms of how resource-poor firms survive. The time
dimension of the evolution of compositional capability was given insufficient attention by Luo & Child (2015).
They overemphasized common and external resources and did not view a temporary competitive advantage as
a prerequisite for building a compositional capability perspective.

3.3. Comparison of RBV and CBV

Table 1 presents a comparison of the CBV and the RBV in a summarized form.
The CBV differs from the RBV in the following specific ways.

(1) Unlike the RBV, the CBV does not focus on the ownership of superior strategic resources as a precondition for
building a competitive advantage. The ordinary resources emphasized by the CBV are not unique and are easy to
copy, as they can be purchased in an open market, whereas the RBV perceives ordinary resources as establishing
competitive parity, a defensive strategy that helps a business to protect its competitive position or brand without
overspending.
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) RBV emphasizes the importance of critical resources without offering a mechanistic explanation of the effective
utilization or leveraging of such resources. In contrast, the composition process is a critical capability and unique
competence that is heterogeneous, valuable, and not very easy to copy. It creates firm-specific benefits. These
compositional benefits are temporary. However, the CBV acknowledges that a firm’s central goal is to amplify
strategic resources and capabilities, as stated by the RBV.

) The CBV recognizes two complementary components. The first is the compositional strategy and the second
deals with the processes of implementation. These processes enable the firms to organize and integrate internal
as well as external resources to yield outputs that capitalize on market opportunities.

=

External resources can be accessed through various social networks. The CBV complements the RBV because
it does not focus on the possession of superior, unique, rare, and imitable resources as a crucial condition for
firms to achieve a competitive advantage. The RBV recognizes the importance of generic or open resources to
the routine operations of firms but does not view them to be a source of a sustained competitive advantage for
them (Barney, 1991). In contrast, the CBV stresses the utilization of multiple sources of open or generic resources,
i.e., resources that can create at least a temporary competitive advantage for a firm using creative composition.
The RBV regards valuable capabilities and common resources as the basis of competitive parity, not as a source
of competitive advantage.

-

The RBV highlights that resources must be possessed by firms to enable them to formulate and implement
effective strategies to enhance their performance. The CBV does not emphasize the ownership of resources by
firms. However, it suggests that firms can easily buy resources without incurring a cost disadvantage from the
market or partner firms.

Table 1. Comparison of CBV and RBV.

CBV

RBV

Differences

Complementarity

Empbhasizes the process and importance of composting and
integrating ordinary or generic resources/capabilities that are
not owned by firms.

Contends that firms can identify, leverage, and integrate
both internal and external ordinary resources to create a
unique growth path. Moreover, the CBV argues that these
ordinary resources can be easily copied as they are available
in the open market.

Emphasizes products’ extended features, strong
responsiveness to market, and high price-value ratio.

Assumes that composition process is a critical capability.

Considers the temporary advantage of the composition
process.

Focuses on the possession of resources as the prerequisite
for gaining a competitive advantage.

Assumes that ordinary resources can only establish a position
of competitive parity.

Describes the importance of critical resources possessed by
firms but does not explain how they are leveraged by firms.

Holds that the composition process is a unique competency
and a critical capability that is heterogeneous, valuable, and
difficult to copy. Thus, it creates a firm-specific advantage.
Assumes that a compositional advantage cannot be held
permanently. Therefore, the ultimate goal of any firm is to
build strategic capabilities and resources.

Source: adapted from Luo & Child (2015, p. 385).

3.4, Justification for using CBV to study context of small businesses

The above literature review suggests that the CBV is more suitable than the RBV for studying small businesses,
for the following reasons (Luo & Child, 2015).

(1) The CBV emerged from the context of emerging economy enterprises in China. However, it is also applicable to
the context of small businesses in other developing and emerging economies, because small businesses in these
economies have similar characteristics (Luo & Child, 2015).

(2) The CBV provides useful insights for businesses that lack critical resources and can be managed via ordinary

3
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resources. It shows that small businesses can integrate both internal and external resources to survive and grow.

) Furthermore, past studies have considered the CBV a theory of survivability. Small businesses in various developing
and emerging economies operate in turbulent business environments in which they face the critical issue of
survivability due to intense competition and economic challenges. 1t is essential for managers and entrepreneurs
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to know how to survive in such a dynamic business environment. This study proposes that the CBV can help
such businesses to secure their survival through existing resources.

For instance, entrepreneurial competencies, innovativeness, and network competence are essential resources
for businesses, but they are neither rare nor unique and are easy for rivals to copy or substitute. Therefore, these
resources exist in all businesses and are easily accessible within the business environment. Small businesses
have to develop the networking competence required to gain such critical resources from their networks, such
as suppliers, customers, and government organizations.

(4) The CBV is more relevant than the RBV to firms that have only common resources, such as smaller firms.
Johnson et al. (2007) noted that the RBV focuses on the degree to which firms seek to achieve competitive
advantages by enhancing their strategic information and knowledge from external as well as internal sources.
However, they also argued that a firm cannot hold competitive benefits if its rival firms can also access such
sources of information. Knowledge and information should be utilized at the right time to solve a given issue,
suggesting that firms that access external information resources and then combine their internal resources
may be able to achieve competitive advantages in the short term and within their specific competitive business
environments (Johnson et al., 2007).

(5

-

This study argues that the critical postulates of CBV, including access to low-cost resources, structural resilience,
organizational ambidexterity, entrepreneurial ability, harmony, and bricolage (innovation and creativity) are relevant
to the context of small businesses not only in China but also in other developing and emerging economies. These
critical postulates of the CBV for small businesses are explained below.

Small businesses in specific industries have to access low-cost resources due to their financial constraints
and the limited scope of their business activities. They also need to provide their customers with services or
products at a reasonable cost. Structural resilience is another feature of successful small businesses, which
should have flexible organizational structures to cope with and recover from challenges in the turbulent business
environment. Similarly, organizational ambidexterity is essential for small businesses, enabling them to manage
their ongoing business activities as effectively and efficiently as possible according to the business environment.
Entrepreneurial abilities or competencies have also been associated with the survival, growth, and success of
small businesses (Ahmad et al., 2010). Several studies have highlighted collectivity and harmony as fundamental
cultural values of various small businesses (Lim, 2001). Therefore, this study argues that the CBV is more suitable
than the RBV as an approach to studying the context of small businesses.

4. Conclusion

The purpose of this study was to to determine whether the CBV or the RBV is more appropriate as an approach
to studying small firms. Accordingly, the CBV and the RBV were compared using a structured literature review.
1t was observed from the literature that RBV is the most common theory of the firm; it has been widely used
to describe the phenomenon of small businesses’ success. The success of small businesses has been studied in
terms of intangible and tangible resources, such as competencies, innovation, and intellectual capital. These
resources, along with characteristics such as high value, rarity, non-imitability, and non-substitutability, have
often been associated with the RBV. Small businesses deal with ordinary resources, such as innovative practices,
competencies, and even various capabilities. However, as these are common and easily available in the market,
they are neither rare, unique, nor imitable, but can be easily substituted. Therefore, the RBV has been criticized
by scholars for failing to explain the success of small firms. This study argues that CBV is the most appropriate
theoretical framework for describing the growth of small businesses through the combination of various ordinary
resources.

4.1. Implications

The RBV is a relatively widely used theory because it has many theoretical extensions (such as the
knowledge-based view of the firm and the talent-based view of the firm) in sub-disciplines of management
and business (such as strategic management, knowledge management, and talent management). Therefore, the
theoretical implications of this study are fairly easy to extend to these sub-disciplines. The CBV is particularly
promising as an approach to studying small businesses because these businesses have common resources.
The RBV and its extensions offer more promising means of studying large firms that possess valuable, unique,
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non-imitable, rare, and non-substitutable resources, rather than common resources, that can provide them with
a competitive advantage.

The main practical implication of this study is as follows. Whereas large firms can gain a competitive advantage
by striving to obtain valuable, unique, non-imitable, rare, and non-substitutable resources, smaller businesses
should combine their common resources in sufficiently novel ways to gain a competitive advantage. Small
businesses can integrate internal and external common resources to become competitive in the marketplace.

4.2. Limitations and future recommendations

This study provides the following recommendations for future research studies. First, the research question
asked in the study should be further investigated using other methodologies, such as interviews with academics
with expertise in the field. Second, in the context of the CBV, researchers could investigate (1) when firms decide
to recombine their resources, (2) when firms stop recombining their resources to develop new resources, and
(3) when firms allow common resources to be replaced to facilitate new product lines. Third, it would be interesting
to explore whether such decisions are made differently across businesses (Volberda & Karali, 2015). Finally, in
line with Volberda & Karali (2015), this study suggests that future studies should investigate in depth whether
only small firms require compositional capabilities. Medium-sized and large firms also need to synthesize and
integrate diverse resources, including open resources, to exploit opportunities to attain a competitive advantage.
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