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1. INTRODUCTION

Over more than 50 years of abundant research, generations of researchers have
put their efforts into studying how corporate strategy is determined, the relationship
between corporate strategy and its performance as well as the dynamic relationship
of a strategy and the organizational environment (For example, see Barton, 1987;
Bowman & Helfat, 2001; Caldart & Ricart, 2004; Salem Khalifa, 2008). Because of
the complexity and multifaceted characteristics of corporate strategy, taking different
views of theories and methodological methods may cause controversial findings
among different courses of research. Yet, those debatable research questions still
attract many generations of scholars.

Corporate innovation strategy gains prominences among different course of
research. Scholars focus on studying how innovation strategy is processed along
with its impact on the performance of firms. Indeed, innovation is the process
which creates value for firms and promotes growth (Kim & Mauborgne, 2004).

The review of the literature proved that traditional performance measurements
paid little attention to the importance of knowledge. Financial performance
measurements were heavily criticized (Johnson and Kaplan, 1987; Kaplan, 1983;
Thiel and Leeuw, 2002). In the last years, management science literature has paid

attention to the role of knowledge in global competitiveness. It is recognized as
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Milo$ Petkovic a durable and more sustainable strategic resource which is necessary to obtain a
competitive advantage (Barney, 1991; Drucker, 1988; Grant, 1991). Organizational

e-mail: capabilities are based on knowledge because knowledge is a resource that forms the
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A company’s final performance is a result of both
individual and organizational activities. At the individual
level, it includes personal knowledge and individual skills
and talents, whereas at the organizational level, there is
infrastructure, networking, technologies, routines, sys-
tems, trade secrets and organizational culture (Bontis
et al., 1999).The capacity of a company to create value is
based on knowledge and competences of its employees
(Savage and Savage, 1996). Many companies try to trans-
form themselves into learning organizations that will pur-
sue their objectives of continuous improvement in their
knowledge assets (Senge, 2006). Knowledge assets are
fundamental strategic levers that manage business perfor-
mance and enable continuous innovations of a company
(Boisot, 1999; Marr and Schiuma, 2001; Mouritsen et al.,
2002; Quinn, 1992).

This papers proposes some key points that should
improve understanding of the innovation process:

« Companies’ efforts with regards to intellectual
capital management are possible in developed
markets and in knowledge-based economies.

o Human capital is relevant only in long-term
returns.

« Structural capital’s factors such as strategy,
innovation behaviors, company’s network do
not play the most important role in the value
creation process.

+ Relational capital’s effects differ depending on
an asset and a business moment. For instance,
a brand generates profit at the beginning,
followed by the company’s website.

The rich but fragmented knowledge of corporate strategy
and innovation-driven strategy has provided many inter-
esting and potential research venues. This paper aims to
explore existing literature of corporate strategy based on
innovations, ideas and intellectual capital.

2. DETERMINATION OF CORPORATE STRATEGY

Corporate strategy determined the goal, objective and
purpose of the firms, in which, value creation for custom-
ers and shareholders is at the center (Salem Khalifa, 2008).
Corporate strategy determines identification of the firm
which makes it stand out from other competitors. Cor-
porate strategy is different from business strategy. Busi-
ness strategy has to do with how a business deals with its
competitors in the market while corporate strategy firms
make their strategies so they can manage the set of busi-
ness (Grant, 1991). Corporate strategy applies to and af-
fects the entire organization. In short, corporate strategy
refers to the relationship between the firm and a) environ-
ment, b) objectives and c) how they accomplish objectives
(Ogbonna & Wilkinson, 1988).
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Over 50 years of research, there have been different
schools of thought in the field of corporate strategy and
scholars still have to deal with a number of controversial
research-related questions. The relationship of corporate
strategy and competitive advantages and organizational
performance is a prominent course of study. They focus is
on finding how firms can sustain competitive advantage,
generate profit and growth and ultimately, create value
for customers and shareholders. In the 90s’ study about
the effect of companies, industry and corporate on per-
formance, many scholars found that corporate affections
to the profit is small (Hitt et al., 1997; Rumelt, 1991). Yet,
Bowman and Helfat (2001) argue that corporate strategy
matters, although it does not directly influence profitabil-
ity, but with the conditions of leaderships and corporate
management (Bowman & Helfat, 2001). Indeed, besides
the framing strategy, how it is also important how it is
conducted.

Another stream of research focuses on building com-
petitive advantages. The point of view of competitive ad-
vantage is changing with time. Nowadays, the dynamics
of the environment such as emergence of new econom-
ics, globalization and development of technology changes
how strategy is framed and conducted. Competitive ad-
vantage is created by the combination of different and
temporal strategic moves by mixing several factors such
as brand, technology, capabilities and the product itself
(Eisenhardt, 2002). This point of view is in contrast to
Michael Porter’s generic strategies model which focuses
on the cost and differentiation of products (Porter, 1985).

The question whether diversification strategy can be
used to build long term competitive advantage is also de-
batable (Markides & Williamson, 2007). Initially, many
scholars found that diversification may create negative ef-
fects to firm’s performance (Hoskisson et al., 1994; Lang
& Stulz, 1994). Later studies discovered opposite findings
that those negative effects can turn premium if the firm
can control its endogeneity of the diversification decision
(Villalonga, 2004).

Another course of research focuses on corporate cul-
ture and how it shapes corporate strategy and is re-shaped
by the corporate strategy (Ogbonna & Wilkinson, 1988).
The dynamics relationship of culture, structure of the firm
and corporate behavior as well as corporate strategy is an
important factor to frame the strategy (Foss, 1997). Other
scholars take the time dimension to study a strategy. They
argue that setting a short-term, medium-term and long-
term strategy would need to focus on different factors
such as market, product and competencies, respectively.
(Ghemawat, 1991; Nanda, 1996)



In conclusion, the controversies around the question
how corporate strategy is determined and how it affects
the performance of firms occurred in several courses of
research because of the bias on the factor of data based was
used and the methodological methods chosen. It shows
that the field of corporate strategy research is complex and
multifaceted. Issues associated with the corporate strategy
are found in literature. As an effort to clear the confusion
among different courses of research, in literature review,
Khalifa (2007) proposed a framework which states that
firms should consider taking a bird’s eye view when they
making a strategy: a) the interaction between the organi-
zation and its environment, e.g., business context, culture,
products, technology, capabilities; and b) its strategic ori-
entation, e.g., short, medium or long-term strategy.

3. WHAT IS INTELLECTUAL CAPITAL?

Since the moment when intellectual capital theory
was introduced, when (Ghemawat, 1991; Nanda, 1996)
the term ‘intellectual capital’ published in an article, many
different definitions have been released. Some definitions
define intellectual capital as a unique combination of in-
tangible assets that are the basis for a company’s further
competitive advantage (Andriessen, 2004). Intellectual
capital theory is seen as one of the knowledge economy
theories determined by the transformation of importance
of tangible assets to the intangible ones. Intellectual capi-
tal theory has close connections with organizational in-
novation and challenges of strategic management (Kohl
et al., 2014). This theory has been present for almost thirty
years and it is not surprising that certain paradigms influ-
ence it (Uziené, 2015).

According to Lev and Schwartz (1971), all company’s
intangibles make up its own intellectual capital. Intellec-
tual capital is everything known by everybody in a com-
pany, and it brings a necessary competitive advantage to
the company (Serenko and Bontis, 2004; Stewart, 1991).
If a company places importance on intellectual capital,
then the company can survive for many years and obtain
a competitive advantage and perspective performance.
Company’s innovative work is described as an individual
work that is directed at introducing new and innovative
ideas, processes and products (Mura et al., 2012). Intel-
lectual capital is in the current center of economic reality
and it is generated from knowledge and intelligence, but
only when intellectual capital comes to certain financial
benefits through precise valuation of intangible assets
(Stewart, 2001). Intellectual capital is the difference or a
gap between the total market of a company and its total
book value (Edvinsson and Malone, 1997). Unlike physi-
cal capital, intellectual capital stimulates growth mainly
because the initial cost of creating certain knowledge is
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not repeated and brings the economies of scale (Mignon
and Walliser, 2015).

The competitive advantage of a company lies in the
complexity of these types of intellectual capital. Success
of a company depends on the strategic management of
the selected components of intellectual capital (Bayburina
and Golovko, 2009). Knowledge has become one of the
most important strategic resources for all types of com-
panies, from start-ups and small-medium size business, to
multi-national corporations (Holsapple and Joshi, 2000).

4. THE LINK BETWEEN CORPORATE
STRATEGY, INTELLECTUAL CAPITAL AND
INNOVATIONS

By analyzing a sample of US firms from 1992-2012, Jia
(2017) we have discovered that firms more inclined to the
exploration-oriented innovation strategy will be perceived
more positive and attentive by analysts, higher forecast
error and dispersion. Somehow, it contrasts with the find-
ings by Benner (2010). They found that a corporate strat-
egy that focuses on exploitation, which means preserving
and extending current technology, would receive a more
positive perception from analysts. The findings are differ-
ent because of the difference in sample selection, yet they
all show positive perception of capital market towards
firms which have innovation driven strategies. Explora-
tive orientation strategy has a U-shape relationship with
financial performance which depends on the R&D inten-
sity of the industry (Uotila et al., 2009). Interaction be-
tween explorative and exploitative innovation strategies
has positive effects on the sales growth rate after having
examined 206 manufacturing firms (He & Wong, 2004).

Another way for firms to boost their innovation is
through M&A activities. M&A can become a means for
a firm to acquire external knowledge and capabilities and
boost the combining firms’ cooperative work (Ahuja &
Katila, 2001; Cefis, 2010). They can also attain higher
speed to the market rate in comparison with the long pro-
cesses to develop it internally (Desyllas & Hughes, 2010;
Prabhu et al., 2005), especially in high-tech and knowl-
edge-intensive industries (Inkpen et al., 2000; Yakob et
al,, 2018).

Megna and Klock (1993) stated that an investment in
research and development is directly related to the num-
ber of patents, or, to be more precise, directly related to
increasing a company’s book value. Lev (2004) mentioned
investment in research and development of the textile
company DuPont in the period from 1985 to 2000. The
investment has influence on two thirds of the increase in
the value generated within a company.
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Teece (2002) thinks that investments in R&D alone are
not sufficient. To be successful, investments in R&D must
produce a complementary asset that will be packed into
products or services to yield value. He distinguished three
types of complementary assets:

+ Generic Assets need to be tailored according to

innovation, such as generalized equipment and
skills;

o Specialized Assets with unilateral dependence,
such as marketing and distribution channels;

o Co-Specialized Assets with bilateral dependence,
such as repair facilities and machines.

Figure 1. Possible complementary assets produced from the investments in R&D
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Figure 1 above presents potential and possible comple-
mentary assets that can be produced, capitalized and de-
veloped when investing in R&D. There are eight potential
types of complementary assets and those are: competitive
manufacturing, physical distribution, service, comple-
mentary technologies, financial resources, market power,
branding and virtual distribution (adapted from Teece,
2002).

Taking into consideration all advantages and benefits
of investments in R&D, we have also created a list of limi-
tations that can be grouped as follows (European Com-
mission, 2003):

I. Financial Resources — There are many reasons why
it is difficult to raise money from banks, financial
institutions or investors to prove a suitable busi-
ness proposition. This is because investments in
research and development are highly risky and it is
very often difficult to predict the final result. Rais-
ing money is a much more difficult task for start-up
companies than it is for large corporations that will
easily find a way to generate profits;
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II. Knowledge — A combination of external and in-

ternal knowledge is necessary when introducing
new innovations onto the market. In order to be
innovative, it is highly important to take a broader
knowledge base than the one from the past. Exter-
nal and internal knowledge sources must be man-
aged properly;

III. Human Capital - Skilled and talented people are

a very important element in the whole research
and development process. Developing and manag-
ing human capital is a highly important part for
successful, highly innovative companies. Michie
(1999) thinks that the skill-shortage is a serious
obstacle in the research process.

IV.Management Competences — Lack of manage-

ment competences in the segment of marketing,
organization and innovation is another key reason
why companies do not invest more in R&D. Lack
of management competences makes it difficult to
plan and implement R&D in a successful manner.
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Figure 2. Concepts related to the intellectual capital investments potential outputs
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Based on Figure 2 above, there are seven main intel-
lectual capital investments potential outputs that can
come from intellectual capital investments, and those are
knowledge-based economics, profit, innovation, competi-
tiveness, economic growth, enterprise value and produc-
tivity (Lentjushenkova and Lapina, 2014).

Researchers define investments in intellectual capital
as different kinds of costs or expenditures, such as R&D
expenditures, advertising expenditures, labor costs etc.
This approach is used mainly because it is easy to collect
this kind of financial information from financial state-
ments and annual reports. (Lentjushenkova & Lapina, 2014).

5. CONCLUSION

In short, proper answers for the research question -
how corporate strategy is formulated and how it affects
an organization - is still debatable. Differences in theory
perspectives and research methodology can lead to dif-
ferent findings. It shows the complex and multifaceted
characteristics of corporate strategy studies. The strategy
is formulated and affects not only the organization but
also has a dynamic relationship with the context and en-
vironment in which businesses are run.

Based on the study developed by previous studies the
following conclusions were made: Intellectual capital in-
vestments influence both financial and non-financial per-
formance of a company; Intellectual capital investment
influences a company’s market value in a positive way and
company’s expenditures can be seen as intellectual capital
investments only if they can be reflected in accountancy;
Expenditures are more often used in research than invest-
ments that later influence the value or performance of a
company. Finally, the most frequently used terms for in-
tellectual capital investments are: human capital invest-
ments, R&D expenditures, IT expenditures, labor costs
and training costs. Intellectual capital investments are of-
ten very risky because of an unpredictable outcome.
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