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Abstract

With increasing attention on e-business and its implications for firm performance from both

academia and practitioners, the study focuses on the mechanism under which e-business
contributes to firm competitive advantage in the uncertain and dynamic environment. Drawing

upon resource-based theory and dynamic capabilities approach, this study develops a
theoretical framework that links e-business engagement to firm capabilities, and then firm

performance. By emphasizing the implications of e-business in capabilities-building, the

framework not only advances our understanding of the roles of e-business in firm, but also

provides a sound theoretical basis for further empirical studies on this topic. The implications

of this research for practitioners are discussed.

Keywords: e-business, dynamic capabilities, e-business-enabled capabilities, firm performance,

competitive advantage

Introduction

E-business has demonstrated its important role in effectiveness and performance improvement
within enterprises. Unique functionalities of e-business have been elaborated in various
domains, such as efficiency improvement, transaction cost reduction, inventory reduction, sales
increase, business process transformation, interorganizational coordination, customer
relationship enhancement, new market penetration, and ultimately financial returns (Amit and
Zott, 2001; Barua, et al., 2004; Lederer, 2001; Subramaniam, 2002).

Although there are numerous anecdotal stories and research supporting the value of e-business,

the underlying mechanism by which e-business relates to firm performance remains
underexamined. The purpose of this study is to open such black box. In particular, this paper

has twofold motivation: one is to identify solid theoretical underpinnings to facilitate further
empirical studies on this topic; on the other side, the emphasis in exploring the value driver of
e-business will be shift toward capability building from operational and transactional benefits.

The impacts of e-business on organization are far beyond transactional domains. E-business
can act as a driver to the reallocation and reconfiguration of existing resources, which is
consistent with the logic of the dynamic capabilities perspectiveError! Bookmark not

defined.. However, this phenomenon has been attracted little attention in literature, partly

because of the lack of relevant theoretical bases.

In addition, with more and more companies striving to venture into e-business initiatives, the



potential of e-business to generate comparative benefits for implementing companies may be
under question. The most crucial question managers are continuously engaged in is not whether
to implement e-business, but how to apply e-business and gain competitive advantage from

such investment. However, the existing literature cannot afford this probe. The mechanism
underlying which firm benefits from e-business engagement is far from fully understood.

To address these research gaps, this study reviews relevant literature, in particular resource-
based view of firm, and dynamic capabilities approach. In addition, accumulated knowledge
from literature on e-business value creation contributes to understanding of this topic. A
theoretical framework is developed based on the dynamic capabilities perspective to
demonstrate the relationship among e-business, firm capabilities enabled by e-business, and

firm competitive advantage. Finally, testable hypotheses have also been developed.

Theoretical Foundation

Resource-Based View
Resource-based view of firm is mainly addressing the following questions: (1) what resources
can contribute to firm competitive advantage? and (2) how these resources enable a firm to
achieve superior performance and keep competitive in its industry? (Barney, 1991; Eisenhardt
and Martin, 2000; Teece, et al., 1997).

The RBV views firm as a combination of various resources and capabilities (Amit and Zott,
2001). By assuming resource heterogeneity and immobility (Barney, 1991), resource-based
theory suggests resources, which are rare, valuable, imitable, and nonsubstitutable, can
contribute to superior firm performance and sustained competitive advantage. Contrary to

Porter’s environmental model of competitive advantage (Porter, 1980), RBV focuses on the
impact of internal firm resources on firm performance.

Wade and Hulland (2004) conduct a literature review on IT resources and their impact on firm
performance. They explicitly distinguish the concept of capabilities from assets by defining
capabilities as “repeatable patterns of actions in the use of assets”(Wade and Hulland, 2004). In
the hierarchy of IT resources, capabilities are higher-order resources that refer to the ability of a
firm to incorporate IT assets into organizational processes to improve performance (Barua, et

al., 2004).

RBV is relevant in e-business context. With the time compression nature of internet world and
factor market imperfection, firms have to build by themselves specific resources and
capabilities which are required to support their business operation. For example, good
relationships with customers and partners, well-established reputations, and fast market
responsiveness are especially critical factors for firms engaging in e-business. In addition,
complementarities between various resources and capabilities, like online and offline
capabilities, different task-specific capabilities, and those embedded in business process are not
easily imitated and substituted by other competitors, and thus provide firms competitive

advantage. By identifying valuable, rare, imitable, and not easily substitutable resources closely
related to e-business, resource-based theory is helpful in improving our understanding of e-
business value creation.

Dynamic Capabilities Approach
Unlike traditional RBV that views firm resources relative static and slack, Teece et al creatively
define dynamic capabilities as “the ability to achieve new forms of competitive advantage”
(Teece, et al., 1997), which is believed more relevant to uncertain and changing environment.

The term “dynamic” focuses on firm capacity to renew existing competences to adapt to the



changing environment.

Dynamic capabilities are distinctive in serving as an enabler that facilitates reconfiguring and

disposing other resources. The dynamic capabilities contribute to firm competitive advantages
in three fundamental ways: reconfiguring extant resources, gaining additional resources and
enhancing the productivity of other resources. Dynamic capabilities approach expands its focus
to the rapidly changing environment and argues that there is different principle determining
organizational performance in competition in such context. This probation purposely
strengthens RBV’s explanation power in firm performance by assuming the dynamic nature of
firm resources.

Recognizing the relevance of this approach to value creation in the changing world, e-business
researchers have begun to apply the perspective to investigating e-business value. Zhu (2004)

views e-commerce a higher-order capability that requires alignment among organizational
factors, changing technology and business environments. Echoing Zhu’s (2004) call for
investigation of dynamic nature of e-commerce capability, Khawaja et al (2005) introduce the
e-commerce competence construct. These studies do demonstrate that e-business initiatives
have significant implications in organizational transformation in terms of business process,
resource allocation, and appropriation of IT-related benefits. No study, however, explicitly
specifies the dynamic nature of e-business-enabled capabilities, that is, the important role of e-
business in reconfiguring firm resources and then generating sustainable competitive advantage.

The conceptualization and operationalizaiton of e-commerce capabilities are limited, and fail to
capture the impact of e-commerce capabilities on other organizational resources and
capabilities.

Consistent with IT-related RBV literature, this study proposes that e-business serves as a
resource enabler or catalyst that supports organizations in reconfiguring resources and
capitalizing on opportunities to adapt to the fast-changing environment. Further, we term the
concept e-business-enabled capabilities and argue these capabilities are of dynamic nature that
can reconfigure and renew firm resources, such as e-business technologies, workforce, physical
assets, and relationships with customers and suppliers. Teece (1997) identifies three main

processes that are determinative for firm dynamic capabilities: coordination/integration among
resources, learning, and reconfiguration in a dynamic environment. Integrating the literature
review, we conceptualize e-business-enabled capabilities as the following aspects: (a) sensing
market, (b) learning, and (c) coordination. We will elaborate the relationships between e-
business and these four capabilities in following section.

Research Model
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E-Business-Enabled Capabilities
We have identified three dimensions of e-business-enabled capabilities as market sensing,
organizational learning, and coordination. The following hypotheses address the relationships
among e-business and the specific capabilities.

Sensing market is the process with which a firm understands external environment and market
conditions, including customer demands, competitors moves, market trends, and as well as its
own resource gaps. Firms engaging in high-level e-business may obtain superior market sensing

capabilities compared to their counterparts. For example, online selling implementation allows
a firm to cost-effectively communicate and interact with its potential and existing customers in

a customized way. The speed and richness with which information can be exchanged and
processed by the Internet and Web-based applications enable fast access of market information.
In addition, a firm conducting e-business tends to attain an international horizon which may
broaden its business territory. Therefore the following hypothesis is set forth:
H1: Firms engaging in higher levels of e-business adoption will have greater levels of

market-sensing capabilities.

Organizational learning capabilities refer to the ability to recognize the value of information,

assimilate it into business process and strategic design, and capitalize on it (Cohen and
Levinthal, 1990). E-business applications can provide companies with these capabilities by
accumulating proprietary knowledge, such as online customers shopping history, and
preempting scarce resources (Amit and Zott, 2001). A firm with higher level of e-business
engagement possesses the advanced communication channel and method which are prerequisite
to obtain useful knowledge from internal employees and external partners. Moreover, the
increased collaborations and partnerships pervasively occurring in e-business context provide
“a vehicle for new organizational learning, helping firms to recognize dysfunctional routines,
and preventing strategic blindspots” (Teece, et al., 1997). Thus, we put forward the following
hypothesis:

H2: Firms engaging in higher levels of e-business adoption will have greater levels of
learning capabilities.

Coordination capability is defined as the ability to orchestrate and match various resources,
tasks and perform activities within or across firm to capture effectiveness. Coordination serves
to remove barriers of information, material, and work flow among interplayed entities to
smooth activities or business processes which require involvement of various actors or
resources. E-business can enable coordination capabilities of an organization by reducing

coordination cost and improving coordination efficiency. On the other hand, internet-based e-
business help increase flexibility in supply chain (Gosain, et al., 2004) and thereby eliminate

some barriers to coordination between companies and their partners. This leads to the following
hypothesis:
H3: Firms engaging in higher levels of e-business adoption will have greater levels of

coordination capabilities.

Linking E-Business-Enabled Capabilities to Firm Performance
The ability of sensing market can contribute to firm performance in terms of helping identify
new market opportunities (Day, 1994), detect attractive new combinations of resources(Galunic
and Rodan, 1998), and improve market responsiveness. Firms with greater market orientation
tend to respond to market changes more proactively and rapidly. This allows them to develop
and deliver new products and service to fulfill changing customer needs and create more value

to customers.



H4: The greater market sensing capabilities, the greater competitive advantages.

The important role of organizational learning in enhancing firm competitive advantage has

been extensively supported (Grant, 1996; Lei, et al., 1996; Simonin, 1997). Tippins et al.(2003)
further state that IT competence itself cannot directly influence business value and its impact on
firm performance is mediated by organizational learning.
H5: The greater organizational learning capabilities, the greater competitive advantages.

Coordinative capability in itself is a form of managerial ability. A firm with high coordination
with its partners can largely reduce coordination costs and increase communication and
interaction effectiveness. Coordination capabilities which are deeply embedded in managerial

and business process can improve effectiveness through design of business processes. The
coherence of business processes makes the replication of coordinative capabilities difficult

(Teece, et al., 1997) and thereby coordination is identified as a source of sustainable
competitive advantage.

H6: The greater e-business-enabled coordination capabilities, the greater competitive

advantages.

Control Variables
Since firm size may represent several important aspects of the organization, including resource
availability, decision agility, and prior technology experience, it may affect the impact of e-
business on firm performance. Thus, we include firm size to control for its possible effect.

The existence of industry factors may also confound our analysis. Information intensity is
defined as the degree to which a firm’s business operations are relied upon information
collection and process (Hu and Quan, 2005). The rationale of incorporating information
intensity of an industry is that firms conducting business in an industry with high information
intensity, such as banking, financial and insurance companies may benefit more from IT-related
investments than those with low information intensity, such as energy, mining, and

construction.

Conclusion
The proposed conceptual model and associated hypotheses will be tested by survey data
because of its advantages in theory development and statistical power (Teo, et al., 2003). The
unit of analysis is firm engaging in e-business. Primary data will be collected through a well-
designed questionnaire. The operationalization of the constructs in the model should be adopted
from the existing literature as much as possible.

The identified theoretical framework advances our understanding of nature and unique roles of
e-business in firm performance and competitive advantage. The e-business-enabled capability
perspective provides a generalizable framework to examine the role of e-business in firm
capabilities-building, and then its implications for firm competitive advantage. This study also

can improve practitioners understanding of e-business implementation and its impacts on firm
performance. With more competitors tapping into this area, the first mover advantage will
gradually diminish. Therefore, firms aim at survival and success in the uncertain and changing
environment should broaden their vision and focus on the critical function of e-business as a
capability-enabler within organization.
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