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ABSTRACT 

 

Whether organizational slack contributes to or hampers firm performance is a 

constant debate in research and practice. Despite of many empirical studies, the 

issue remains inconclusive. Nevertheless, previous studies have offered valuable 

insight that monotonically pursuing a one-sided argument to the issue will unlikely 

leave the predicament. Instead, a more specific analysis of particular types of slack 

and the institutional context will be more fruitful in advancing research in this 

subject. Notwithstanding this insight, however, the mainstream in slack literatures 

largely focused on financial slack. Attention given to human resources slack is 

sparse, in particular human resources slack in research & development (R&D HR 

slack). In addition, most empirical works have confined their inquiries around slack 

in developed countries and drawn on theoretical perspectives that pay little 

attention to the institutional context in which the decisions in resources selection 

and utilization are embedded. It is not clear whether their findings could be applied 

to emerging economies where R&D supportive institutions are generally 

underdeveloped. Drawing on resource-based view and institutional theory, this 

study examined the relationship between R&D HR slack and firm performance as 

well as the moderating role of foreign ownership. This study argued that foreign 

ownership could bring in new institutional elements and improve the performance 

of indigenous firms in the long established manufacturing industries in China. The 

results show that R&D HR slack is positively associated with firms’ innovation 

performance and foreign ownership moderated this positive relationship. In 

addition, R&D HR slack is also positively associated with firms’ stock market 

performance, and yet unlike innovation performance, this positive relationship is 

not moderated by foreign ownership. Finally, despite R&D HR slack is positively 

associated with firms’ innovation performance as well as their stock market 

performance, it has no significant effect on their accounting performance. Based 

on these findings, this study proposed a new theoretical perspective borrowed 

from the symbiotic theory to describe the effect of foreign ownership on the 

relationship between R&D HR slack and firm performance for future studies.   
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Chapter 1 

Introduction 

 

  Managers constantly confronted with challenges to improve their firm 

performances and to foster firm growth while at the same time facing strong 

exogenous pressures and endogenous constraints. Scholars in management and 

organizational studies have offered strategic and behavioral explanations on factors 

that induce or impede firm performance within the evolving competitive landscape 

and increasingly globalized market. An emerging discussion within this arena is the 

role of resources that firm holds (e.g. Barney, 1991; Conner, 1991; Grant, 1991; 

Penrose, 1959; Wernerfelt, 1984). Of which, slack is probably one of the 

controversial resources that a firm possesses. Slack generally refers to resources “in 

excess of the minimum necessary to produce a given level of organizational output” 

(Nohria & Gulati, 1996, p.1246) that explains a diverse organizational phenomenon. 

It has also generated a large number of debates about its value. On one hand, 

proponents (e.g. those from the resource-based view) argued that slack is a resource 

for innovation and growth as well as a buffer against external threat and internal 

conflict. On the other hand, some scholars (e.g. those based on agency theory) 

counter argued that the presence of slack is a sign of inefficiency; it also induces 

dysfunctional behavior and impedes innovation. To advance researches in slack 

resources, scholars suggested differentiating the distinct types and properties of 

slack resources in order to probe a deeper understanding on the performance impact 

of slack (e.g. Singh, 1986; Voss, Sirdeshmukh & Voss, 2008). Despite of this, 

previous researches on the relationship between slack and firm performance have 

predominantly focused on financial slack with much fewer attention given to 
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human resources (HR) slack. Such lacuna is particularly perplexing. As human 

resources, often considered as one of the most important assets of organization in 

the real world, should matter in both theory and practice. Among the limited studies 

in HR slack, they tend to conceive HR slack as a bundle of homogenous resource 

that offers little managerial discretion in its usage. Following this view, keeping HR 

slack is costly and not beneficial to the firm. The current study pursues the idea that 

the study of slack-performance relationship should not monotonically view the 

nature of HR slack generically. Specifically, with rising competition around the 

globe and decreasing product life cycles, a firm’s ability to innovate continuously 

may become more essential than ever in order to maintain profitability as well as to 

sustain competitive advantage. Since a firm’s R&D function represents a 

significant part of the innovation capability of a firm, the R&D HR of a firm may 

offer a strategic role in sustaining firm’s competitive advantage, this study thus 

argued that the effect of R&D HR slack is not trivial. In spite of this, the impact of 

R&D HR slack on firm performance in emerging economies is unclear especially 

institutions to support R&D in these economies are typically underdeveloped. 

Moreover, previous study on slack largely carried out in developed countries with 

well-established institutional framework. However, the institutional framework in 

the emerging economies is different from the developed countries. Study on the 

effect of slack in emerging economies is relatively scant. In addition, previous 

works in slack have predominantly adopted theoretical perspectives that have 

overlooked the influence of institutional environment within which the decisions in 

resources selection and utilization are embedded. As asserted by Oliver (1997) that 

the ability of a firm to manage the institutional context of resources decisions will 

influence a firm’s sustainable competitive advantage. This study will leveraging on 
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the insights from resource-based view and institutional theory to examine the R&D 

HR slack-performance relationship and the moderating effect of foreign ownership 

in a long-established industry in China where deficient R&D supportive institutions 

is typical. This study posits that foreign ownership could bring in new institutional 

elements to fill the deficiency and improve performance of indigenous 

manufacturing firms. Through applying both RBV and institutional perspectives, 

this study is able to offer insights to the conditions that slack could enhance firm 

performance. Specifically, findings of this study offers theoretical and managerial 

implications on the strategic selection of slack resources and the role of foreign 

ownership in indigenous firms in emerging economies.  

 

1.1 Background 

  While slack by definition gives an impression of resources that are in 

excess of an organization’s operation (Nohria & Gulati, 1996) but on the other hand 

it has also been conceived as “potentially utilizable resources that can be diverted or 

redeployed for the achievement of organizational goal” (George, 2005, p.661). 

Thus, it is not surprising that the influence of organizational slack on firm 

performance is a constant debate among both academics and practitioners (e.g. 

George, 2005; Tan & Peng, 2003). Organizational scholars (e.g., Bourgeois, 1981; 

Cyert & March, 1963; Galbraith, 1973) have postulated a positive role of slack that 

offers firms with the buffer to adapt to unforeseeable demands. On the contrary, 

scholars in economics and finance (e.g., Jensen & Meckling, 1976; 

Leibenstein, 1969) have argued that it is costly in keeping such surplus resources 

and should be eliminated. In spite of the previous empirical studies on slack and its 

association with various organizational outcomes (e.g. Bradley, Shepherd & 

http://onlinelibrary.wiley.com.lib-ezproxy.hkbu.edu.hk/doi/10.1002/smj.2143/full#smj2143-bib-0011
http://onlinelibrary.wiley.com.lib-ezproxy.hkbu.edu.hk/doi/10.1002/smj.2143/full#smj2143-bib-0019
http://onlinelibrary.wiley.com.lib-ezproxy.hkbu.edu.hk/doi/10.1002/smj.2143/full#smj2143-bib-0028
http://onlinelibrary.wiley.com.lib-ezproxy.hkbu.edu.hk/doi/10.1002/smj.2143/full#smj2143-bib-0043
http://onlinelibrary.wiley.com.lib-ezproxy.hkbu.edu.hk/doi/10.1002/smj.2143/full#smj2143-bib-0052
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Wiklund, 2011; Cheng & Kesner, 1997; Love & Nohria, 2005; Singh, 1986; Voss, 

Sirdeshmukh, & Voss, 2008), no conclusive answer to the issue on whether slack 

contributes to or hampers the performance of firms could be derived. Nevertheless, 

these studies have led to some important insights for future studies: there are 

different types of slack in which their characteristics are not the same and so are 

their influences on different performance dimensions. In order to advance the 

understanding on the effects of slack on the performance of firm, a fine-grained 

analysis of specific type of resource that is held in excess as well as the 

corresponding type of firm performance being measured is required. In spite of the 

recognition that there are different types of slack resources and their characteristics 

are different, however, the mainstream studies in slack commonly focused on 

financial slack (e.g., George, 2005; Lungeanu, Stern, & Zajac, 2016; Kim, Kim, & 

Lee, 2008) with much fewer attention devoted to human resource (HR) slack. Even 

though there are studies involving HR slack (e.g., Mellahi & Wilkinson, 2010; 

Mishina, Pollock, & Porac, 2004; Vanacker, Collewaert, & Zahra, 2017), they had 

not distinguished the diverse jobs that employees worked in an organization and 

thus the different kinds of knowledge and skill that the employees possess to meet 

the demand from their jobs. Rarely these studies recognized the distinct functions 

that various types of human resources play within an organization. In particular 

those holding specific knowledge that are worth having in excess under 

increasingly competitive environment (Lecuona & Reitzig, 2014). Since innovation 

has been recognized as a dominant source of sustainable competitive advantage and 

business success (Hult, Hurley & Knight, 2004) as well as sustainable growth (Doz, 

Santos & Williamson, 2001). In this regard, a firm’s research and development 

(R&D) function will become more and more critical to support firm’s innovation 

http://onlinelibrary.wiley.com.lib-ezproxy.hkbu.edu.hk/doi/10.1002/smj.2143/full#smj2143-bib-0055
http://onlinelibrary.wiley.com.lib-ezproxy.hkbu.edu.hk/doi/10.1002/smj.2143/full#smj2143-bib-0071
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performance and success. Innovation is a complex endeavor that requires firm to 

possess knowledgeable and specific resources as well as the ability to utilize those 

resources effectively. Although slack in R&D personnel (R&D HR slack) 

comparatively is only a small fraction of the overall human resources in a firm. 

Nevertheless, the role that R&D HR slack can play can be significant especially in 

light of the increasing competition arises from market globalization. This is 

particularly the case in emerging economies in view of its swift development 

(Kothari, Kotabe & Murphy, 2013). Although globalization of economies brings 

opportunities but it also brings competitions. Domestic firms in emerging 

economies can hardly be immune from this global trend. For long-term survival, 

inevitably, they need to innovate in order to counteract the growing competitive 

pressures come from the globe. In this regard, the study of R&D HR slack in 

emerging economies is not trivial. Previous studies on slack predominantly focused 

on financial slack and conducted in developed countries that tacitly assumed 

conditions of resource munificence and institutional matureness. Although some 

scholars have begun to look into the effect of R&D HR slack on firm performance 

(e.g. Wang, Choi, Wan & Dong, 2016), these studies only carried out in developed 

countries like United States with well-developed institutions to support R&D. 

However, underdeveloped institutions are common among emerging economies; it 

is not clear if R&D HR slack could still offer similar effect on firm performance as 

observed in developed countries. Specifically, the institutional context in which 

firms’ decisions are embedded have been largely neglected in previous studies in 

slack. Building on the well-established stream of research in emerging economies, 

institutional difference between developed and emerging economies are well 

recognized and so are their effects on strategic decision making and firm behavior 
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(Hoskisson, Eden, Lau, & Wright, 2000; Peng, 2003). As such, findings from the 

developed countries cannot simply be generalized to the emerging economies. 

Applying the institutional view and the resource-based view, the influence of 

institutional environment on the performance effect of R&D HR slack that firms are 

embedded are acknowledged in this study. Likewise, the field lacks a cumulative 

investigation of contingency factors explaining the conditions under which HR 

slack enhances firm performance. By showing the moderating effect of foreign 

ownership, this study provide more insights on the dynamic of firm ownership in 

the relationship between R&D HR and firm performance in emerging economies. 

As advised by Rao (1994, p.41), “a dialogue between strategic management 

researchers and institutional analysts would be of mutual benefit to both.” This 

study suggested that by applying the theoretical lens of the resource-based view and 

the institutional theory, a nuance understand on the R&D HR slack-firm 

performance relationship in emerging economies could be offered. Finally, this 

study proposed applying symbiosis theory as an additional lens to the yet to explore 

various form of foreign-indigenous ownership and their impacts on R&D HR 

slack-firm performance relationship in emerging economies. 

 

1.2 Issues and Research Questions 

  Since organizational slack represents resources that are “in excess of the 

minimum necessary to produce a given level of organizational output” (Nohria & 

Gulati, 1996, p.1246) but also “potentially utilizable resources” (George, 2005, 

p.661), there are diverse views about its usage and implication to firm performance. 

Scholars from the organizational behavior and resource-based view suggest that 

organizational slack can be a buffer against contingencies, a source for innovation, 
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a facilitator for strategic behaviors, and thus ultimately could enhance performance 

of the organization (Cyert & March, 1963; Cheng & Kesner, 1997; Daniel et al., 

2004). On the contrary, some scholars have taken the perspectives from agency 

theory and resource constrain view by arguing that organizational slack will bleed 

inefficiency and lead to organizational inertia which may inhibit performance of the 

organization (Leibenstein, 1969; Leonard-Barton, 1992). Notwithstanding the 

valuable insights about the slack–performance relationship that these researchers 

have offered, however, there are still some research gaps remains. Firstly, previous 

studies predominantly focused on financial slack with grossly less attention given 

to human resources (HR) slack. Secondly, these studies largely took place in 

developed countries and adopted theoretical perspectives that overlooked the 

institutional context within which resources decisions are embedded. For the 

studies in developed countries, researchers implicitly taken the well-established 

institutions for granted. However, institutions in emerging economies are typically 

under developed or functioned poorly. As the institutional contexts of emerging 

economies are much differ from the developed countries (Peng, 2003; Wright, 

Filatotchev, Hoskisson, & Peng, 2005), it is therefore not clear whether slack will 

have similar influence on firm performance, in particular R&D HR slack. Even 

though there are few studies starting to investigate the slack performance 

relationship in emerging economies (Tan & Peng, 2003; Su, Xie & Li, 2009), 

however, they only focus on financial slack with a view that HR slack is absorbed 

in nature that provides fewer managerial discretion on its redeployment relative to 

financial slack and so undermine its importance. Such lack of study in HR slack is 

especially baffling, as human resources that have been viewed as capital of 

organizations (Barney, 1991) and widely claimed as an important asset to any 

https://link.springer.com/article/10.1007/s10490-008-9101-8#CR31
https://link.springer.com/article/10.1007/s10490-008-9101-8#CR42
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organizations in the real world should matter in both theory and practice. Arguably, 

viewing slack narrowly as a bundle of unabsorbed slack or absorbed slack can only 

limit the understanding of the role of slack and further contributes to equivocal 

results. In response to the call by Tan and Pang (2003, p.1260) that “in order to 

advancing theory – in both developed and emerging economies – as opposed to 

simplified, one-sided arguments such as ‘slack is good (or bad)’ typically found in 

the literature. An integrative, contingency perspective on the role of organizational 

slack will be necessary”. This study therefore attempts to offer a nuanced 

advancement in the literature in slack by concentrating on a specific type of HR 

slack (that is, the human resources slack in research & development function). 

Leverage on the valuable insights from previous studies, this study incorporated the 

resource-based view and institutional theory to look into the moderating role of 

foreign ownership on the relationship between R&D HR slack and performance 

using automotive industry in China (which is a traditional or long-established 

manufacturing industry of this country) as an example. This study argued that HR 

slack should not be considered just as a bundle of generic absorbed slack. As the 

study by Lecuona and Reitzig (2014) suggested that firm-specific HR slack 

holding tacit knowledge could have positive influence on firm performance. On 

the contrary, HR slack possessing general knowledge that can be recruited in the 

market without much difficulty could have negative impact on firm performance, 

as keeping this general slack would unnecessarily increase cost. Pursuant to this 

view, since the creation, generation and dissemination of innovative knowledge 

are tacit and difficult to codify, as such, R&D HR slack is arguably an important 

type of resources that could enable sustainable firm difference by generating 

above-normal firm performance in terms of innovation and financial return. 
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According to the resource-based view (RBV) of strategic management, it is the 

rational identification and use of resources that are valuable, rare, not easily 

imitated, and non-substitutable could lead to sustainable firm heterogeneity and 

superior performance (Barney, 1991). In this regard, it appears that a positive 

R&D HR slack-firm performance relationship should likely be observed. 

However, it has been argued that the RBV just focuses on the strategic market and 

the resources properties but overlook the institutional context within which 

decisions related to resources selection are embedded (Oliver, 1997). In particular, 

RBV arises primarily from researches in developed countries like United States 

with seemingly more stable market-based institutional framework. Scholars 

increasingly recognized that the institutions in emerging economies differ 

substantially from the developed economies and suggested that studies in 

emerging economies should also take institutional environment into account 

(Peng, Wang & Jiang, 2008; Shinkle, Kriauciunas & Hundley, 2013). The 

institutional theory suggested that the institutional context, in which economic 

activities are engaging, defines or enforces socially acceptable economic behavior 

(DiMaggio & Powell, 1991; Scott, 2014). As such, Oliver (1997) posits that the 

institutional context would substantially influence the decisions in resource 

selection and subsequently sustainable competitive advantage of the firm. In other 

words, the institutional environment that firms are embedded in would affect the 

value of slack as well as the strategic behaviors like how slack is being utilized 

(Peng, 2003; Guillen, 2000; Wright et al., 2005). In this regard, institutional 

theory may offer additional insights on the conditions that could affect the 

performance impact of R&D HR slack in emerging economies. Especially in 

emerging economies where institutional framework in supporting R&D is 
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underdeveloped (North, 2005), it is not clear whether a positive relationship 

between R&D HR slack and firm performance should be observed. Specifically, 

firms in China’s long-established manufacturing industries in the past mainly 

adopted a low-cost and labour-intensive production strategy. The prevailing 

institutions may not be supportive to R&D. As institutions reflect a country’s 

history, ideology, and culture, they create the rules of the game that regulate 

business activities through formal and informal constraints (North, 1990; Oliver, 

1997; Scott, 2014). In addition, the internal capabilities of a firm, continuous 

competitive pressure in industry, and founding conditions can affect its 

organizational behavior, such as its innovation strategy (Amburgey & Rao, 1996; 

Hannan & Freeman, 1984; Kogut & Zander, 2000). This non-conductive 

institutional environment may lead to debility of the R&D HR in the firm and 

hinders its performance. As suggested by Kriauciunas and Kale (2006), the 

abilities of firms to change their knowledge domain were negatively affected by 

the high levels of socialist market imprinting. They suggested that firms’ abilities 

to change their knowledge set successfully are positively affected by obtaining new 

knowledge from distant sources located in nonsocialist countries. Following this 

line of thinking, it may suggested that foreign ownership could be an enabler for 

indigenous firms to enhance their innovation capability and performance. The entry 

of foreign ownership since 1979 has brought in opportunities to change the 

organizational institutions in the long-established manufacturing firms. This 

strategic change may force these indigenous firms to integrate organizational 

institutions from advanced industrial countries. Notwithstanding the insights given 

by previous studies, it is not clear how firm ownership structure, an important 

boundary condition, may influence the performance impact of R&D HR slack. In 
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particular, foreign ownership may be able to fill the institutional voids that are 

common among emerging economies. Collectively, this thesis envisioned to 

address some of the lacunas in the literature as discussed above with two particular 

research questions in mind: (1) whether R&D HR slack can have a positive 

relationship with firm performance in emerging economies where R&D 

supportive institutions are underdeveloped and; (2) whether foreign ownership 

can moderate the R&D HR slack – firm performance relationship within such 

context. This study joins the debates in slack by drawing on the perspectives from 

the resource-based view and institutional theory in studying the slack-performance 

relationship in emerging economies.  

 

1.3 Definitions  

  For the purpose of this study, the working definitions of R&D HR Slack, 

Firm Performance and Foreign Ownership are defined as follows: 

 

R&D HR Slack 

  Taking reference from the previous studies on HR slack (Lecuona & 

Reitzig, 2014; Mishina, Pollock & Porac, 2004; Vanacker et al., 2017), R&D HR 

slack of a firm in this study refers to the amount of human resources working in the 

R&D function of that firm relative to the industry norm. 

 

Firm Performance 

  While firm performance could be displayed in several aspects, this study 

has focused on firms’ financial and innovation performance. Taking reference from 

previous studies, this study has used firm’s accounting performance and stock 
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market performance (i.e. market value) as indicators of firms’ financial 

performance (Huselid, 1985; Singh, 1986) and volume of patent registration and 

patent granted as indicators of firms’ innovation performance (Lungeanu et al., 

2016; Sørensen & Stuart, 2000).  

 

Foreign Ownership 

  Foreign ownership in this study refers to the extent or percentage of 

ownership stake that foreign investors hold in a particular firm reflecting the degree 

of foreign owners actively influencing the business. (Chen, Lin, Lin, & Hsiao, 2016; 

Choi, Lee & Williams, 2011). 

 

1.4 Objectives of the Study 

  The key purpose of this study is to advance the understanding of the 

relationship between slack and firm performance by applying the perspectives from 

the RBV and institutional theory with specific focus on R&D HR slack and its 

relationship with firm performance as well as the moderating effect of foreign 

ownership within emerging economies. In particular, motivated by both theoretical 

and practical concerns on the questions on whether R&D HR slack can have a 

positive relationship with firm performance in emerging economies like China 

where institutions to support R&D are still underdeveloped. This study has several 

objectives. Firstly, this study aims to uncover the yet under-examined effects of 

R&D HR slack on the innovation and financial performance of firm. Secondly, by 

applying the perspectives from RBV and institutional theory, this study aims to 

explore practical insights on the firm performance effects of R&D HR slack in a 

long-established industry in emerging economies. Thirdly, taking contingency 



13 

 

approach, this study also aims to explore the moderating role of foreign ownership 

on the R&D HR Slack-firm performance relationship in emerging economies. 

Motivations behind these objectives are elaborated below. 

 

  Regarding the first objective to uncover the yet under-examined effects 

of R&D HR Slack on different performance dimensions of firm, since HR slack has 

not been fully researched and in particular slack in R&D personnel, this study 

enriches the existing slack research literatures by examining R&D HR slack in 

emerging economies. As mentioned earlier, majority of the previous studies in 

organizational slack are about financial slack with much fewer studies carried out to 

investigate about HR slack and in particular slack in R&D personnel. In addition, 

different firm performance dimensions are being considered in previous studies in 

slack, for example performance in accounting, stock market and innovation. All 

these dimensions are seldom being collectively tested at one time in studying the 

effects of R&D HR slack. Beside, many of these studies were conducted in 

developed countries; less attention has been given to emerging economies. As 

developed economies are generally large and with efficient factor market such that 

results from the developed economies may not be generalizable to emerging 

economies (Ju & Zhao 2009; London & Hart, 2004; Tan & Peng, 2003). Even 

though some scholars have begun to conduct researches in emerging economies, 

however, they only focused on the effect of financial slack without accord much 

attention to HR slack (Tan & Peng, 2003; Ju & Zhao, 2009). In the developed 

economies, there exists matured institutional systems including intellectual 

property right protections. However, firms in emerging economies are facing 

‘institutional voids’ (Mahmood & Mitchell, 2004) which are characterized by 
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comparatively feeble institutional framework such as underdeveloped intellectual 

property right protection, inadequate market intermediaries and opaque legal 

enforcement regimes (North, 2005). This may have significant effect on the 

outcomes of strategic choices as well as resources utilization in R&D of a firm and 

thus demand for further investigations. In emerging economies like China, the 

existence of institutional voids could deter the ability of firm to appreciate value 

from R&D (Sheng, Zhou & Lessassy, 2013); introducing new products to the 

market although may yield high return but it can also be a risky and costly strategy 

(Szymanski, Kroff, & Troy, 2007). As a setting for empirical study, China offers a 

bountiful setting for the current study, especially considering the enormous 

economic transformations since 1978. China, consists of the largest population in 

the world, has many typical characteristics of emerging economies such as 

immature institutional frameworks couple with fast economic growth and volatile 

market situations (Li & Zhou, 2010; Sheng, Zhou, & Li, 2011). In addition, China 

differs from economies in the west in an extensive array of features such as cultural, 

political and socio-economical systems, which offers the most interesting testing 

context to the management theories and practices developed in the west.  

 

  Concerning the second objective, by applying the perspectives from RBV 

and the institutional theory, this study aims to explore practical insights in the 

performance impact of R&D HR slack in emerging economies. Existing literatures 

conventionally adopted the perspectives from the RBV in studying the 

slack-performance relationship. Notwithstanding the valuable insights offered 

from these studies, however, they have overlooked the institutional context where 

the resource decisions are made. While RBV postulates that firm heterogeneity 
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can arise from resource market imperfections coupled with resources that are rare, 

unique and difficult to imitate. A firm that is able to obtain and uphold such 

valuable idiosyncratic resource can achieve sustainable competitive advantage and 

become successful (Barney, 1991). In contrast, the institutional theory suggests 

that, to a large extent, the strategy of firm and thus the resultant performance are 

influenced by the institutions that are commonly refers to the rules of the game 

(North, 1990; Peng & Heath, 1996). Firms pursuing their interests and adopt 

strategic options within such institutional constraints. With rising competition 

around the globe and decreasing product life cycles, in order for a firm to remain 

profitable as well as to sustain competitive advantage, the ability of a firm to 

innovate continuously may be more essential than ever. Accomplishment in 

innovation not only contributes to the survival of firm but also supports a firm to 

grow and prosper. In this regard, R&D capability of a firm is becoming more and 

more important. The comparative volume of investment in R&D has been 

considered as an indicator of firm’s commitment to innovative activity. Studies 

have found the positive associations between R&D, innovation, and performance of 

firm (Bowen, Rostami & Steel, 2010; Hitt, Hoskisson, & Kim, 1997). From 

resource-based view, a firm can achieve innovation not from searching for 

opportunities from the external environment, but rather from searching internally in 

creating essential capabilities of the firm. Generally, internal R&D activities are the 

main knowledge sources for a firm’s innovation. In this regard, in-house R&D 

personnel has a key role to play. The slack in R&D personnel (that is R&D HR 

slack) conceives as the collection of specific human resources for research and 

development activities relative to the industry norm. The study on such specific 

type of HR slack can be considered as a nuanced enhancement to current research 

https://link-springer-com.lib-ezproxy.hkbu.edu.hk/article/10.1007%2Fs10490-008-9101-8#CR33
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in slack. Obviously, the fundamental existence of R&D personnel is to innovate or 

create and thus to add value to a firm. The existence of R&D HR slack implies that 

the firm has relatively invested more in the R&D activity. Although R&D HR slack 

is normally relatively small as compared with other types of HR slack in a given 

firm, it can be integrated with other types of HR slack such as manufacturing HR 

slack to generate synergy or superior performance. As such following the RBV, 

R&D HR slack should have a positive relationship with firm performance (Lecuona 

& Reitzig, 2014). However, adding the institutional perspective may offer a more 

dynamic view on the effect of R&D HR slack. Following the perspective of 

institutional theory, the institutional environment surrounding a firm would 

significantly influence its strategic behavior as well as the perceived value and 

utilization of internal resources, and thus subsequent performance (Guillen, 2000; 

Peng, 2003; Peng & Heath, 1996; Wright, Filatotchev, Hoskisson, & Peng, 2005). 

While inadequate institutions in supporting R&D are common in emerging 

economies, the value of R&D and thus the positive effect of in-house R&D 

personnel may not be easily optimized. Such perspective on slack thus warrant the 

search for conditions that could enable the performance impact of R&D HR slack. 

 

  Relating to the third objective to explore the moderating role of foreign 

ownership on the relationship between R&D HR slack and firm performance. Since 

beyond what resources a firm processes, the conditions in which those resources are 

being used is also crucial in determining firm outcome. Previous studies on one 

hand suggested that slack appears to have a positive effect on firm performance but 

on the other hand revealed that slack negatively influence firm performance. These 

countervailing assertions might stem from the fact that slack is contingent upon 

https://link-springer-com.lib-ezproxy.hkbu.edu.hk/article/10.1007%2Fs10490-008-9101-8#CR12
https://link-springer-com.lib-ezproxy.hkbu.edu.hk/article/10.1007%2Fs10490-008-9101-8#CR31
https://link-springer-com.lib-ezproxy.hkbu.edu.hk/article/10.1007%2Fs10490-008-9101-8#CR33
https://link-springer-com.lib-ezproxy.hkbu.edu.hk/article/10.1007%2Fs10490-008-9101-8#CR42
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firm’s effectiveness in resource utilization (Mishina et al, 2004). Given that 

indigenous firms in emerging economies are imprinted with norms and value from 

the institutional environment that are in contrast with innovation, this will 

substantially influence their behavior towards R&D and thus the utilization of R&D 

human resources to produce effective outcome. Moreover, as Kim, Kim and Lee 

(2008) argued that the fundamental debates on slack stem from the hidden 

supposition that all firms are having the same ownership structure in which 

different categories of shareholders are having similar inclinations on slack 

allocation. They suggested that in order to deepen the understanding on the effects 

of organizational slack on firm performance, it is crucial to incorporate ownership 

in future study. Specifically, the long-established manufacturing industries in 

China in the past mainly adopted a low-cost and labour-intensive production 

strategy. This study posits that the entry of foreign ownership can bring in new 

institutional elements and improve performance of the indigenous firms by better 

leverage on their resources. As such, this study has also explored the moderating 

role of foreign ownership on the R&D HR slack-firm performance relationship.  

 

1.5 Conceptual Study Framework 

  Pursuant to the discussions above, the following conceptual framework 

(Figure 1) is developed for this study:  
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Figure 1. Conceptual Framework of Study 

 

1.6 Significance of the Study 

  While recognizing the impact of resource accumulation, deployment 

and utilization on firm performance is fundamental to theories and practices, the 

significance of this study is threefold. First, this study undertook to look into the 

effect of HR slack on firm performance that is relatively under-examined in 

previous studies that were dominated by financial slack. In particular, this study 

distinguishes R&D HR slack from the general considerations of HR slack in the 

conventional studies in slack-firm performance relationship. This study pursue the 

idea that strategic selection of slack could provide more nuanced insights in slack 

research. Second, the previous study in slack has generally neglected the 

institutional environment in which resources decisions are embedded. Given the 

underdeveloped R&D supportive institutions in the emerging economies, this 

study draws on the perspectives from the RBV and institutional theory to study 

the relationship between R&D HR slack and firm performance by taking the 

automotive industry in China as an example. Applying these two perspectives will 

be able to look for means to enhance the performance impact of slack by taking 

the institutional context of resource decisions into considerations. Finally, this 



19 

 

study examines the effect of foreign ownership on the R&D HR slack-firm 

performance relationship. Investigating the nexus of ownership and institutional 

influences on the utilization of slack could advance the understanding of slack and 

further strengthen the contributions of this study in management theory and 

practice. 

 

1.7 Organization of this Thesis 

  Following this introductory chapter, Chapter 2 reviews the prior studies 

and theoretical perspectives of slack in general, HR slack and R&D HR slack, 

particularly those that are related to slack and firm performance. The lacunas in 

existing studies are also discussed. Chapter 3 gives an overview of RBV and 

institutional theory and present the development of specific hypothesis. 

Methodology of this study is illustrated in Chapter 4 including research design, data 

collection, measurement of variables, data analysis as well as results of the study. 

Chapter 5 will discuss the study findings and the development of propositions for 

future study as well as the managerial and theoretical contributions of this study. 

Chapter 6 will conclude this thesis as well as discussing the limitations of this study 

and future study directions. 
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Chapter 2 

Literature Review 

 

2.1 Overview 

  To continuously improve performance and prosper are probably the key 

objectives of any firms. Researches in management and organizational studies have 

offered insightful strategic and behavioral explanations on factors that enhance or 

hinder firm performance within the evolving competitive landscape and 

increasingly globalized economies. Contemporary theories concerning the 

competitiveness of firm have emphasized economic factors, for example, mobility 

barriers (Caves and Porter, 1977; Porter, 1980). Over the last two decades, the 

literatures in strategic management have extended their interests in firm resources 

(Barney, 1991; Peteraf, 1993). In particular, the resource-based view (RBV) of the 

firm that emphasizes firm-level sources of economic performance (Barney, 1991; 

Penrose, 1959; Wernerfelt, 1984) has gained its popularity. Its major assumption is 

that firm resources can be a source of competitive advantage. In particular, the RBV 

stresses the significance of idiosyncratic assets and capabilities in building a firm’s 

sustainable competitive advantage (Barney, 1991; Grant, 1991). The fundamental 

assertion of the RBV is that resource market imperfections together with resource 

that is uncommon, specific, difficult to be imitated could lead to firm heterogeneity. 

A firm could then attain sustainable competitive advantage and becomes successful 

when it is able to secure and preserve such valuable distinctive resource (Barney, 

1991). However, as pointed out by Oliver (1997), the RBV only focuses on the 

resources properties and markets to explain sustainable heterogeneity of firm but 

over looked social context of resource decisions. She suggested that to attain 
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sustainable competitive advantage, firms should also look into the institutional 

context of resource selection. According to institutional theory, institutions could 

impose both formal and informal pressures on firms that directly affect the strategic 

choices of firm and its performance (North 1990; Scott 1995). These two 

perspectives will be elaborated in later part of this chapter. This chapter will first 

review prior studies about slack. Though one may puzzle why firm holds resources 

beyond what they essentially need to sustain their operations. Before discussing 

further, the fundamental concept about slack must be elaborated. Slack, although 

seemingly gives an impression of “excess” resources, however, it cannot not 

ingenuously equate with “waste”. As pointed out by Sharfman, Wolf, Chase and 

Tansik (1988, p.602) that “in order for resources to be considered slack, they must 

be visible to the manager and employable in the future. Excess resources that are 

waste or the results of sloppy inventory sometimes can be made into slack, but they 

are not slack until their purpose has been changed”. 

 

2.2 Slack Resources 

  Slack is a kind of firm resources and its notion can be dated back to the 

discussions of goal conflict by March and Simon (1958) who view an organization 

as a coalition of various members. Due to inadequate and limited information, 

frictions in mutual adjustment of payments for and demands from the coalition 

members occurs. Organizational slack thus arise which is the difference between 

total resources available and total necessary payments to the coalition members 

(March & Simon, 1958). Thus, slack not only reflects absolute levels across peer 

firms but also is relative to internal needs like maintaining coalitions (Cyert & 

March, 1963). Since then, there is a proliferation of researches in slack and thus its 
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definition. For example, slack has been defined as “cushion of actual or potential 

resources which allows an organization to adapt successfully to internal pressures 

for adjustment or to external pressures for change in policy, as well as to initiate 

changes in strategy with respect to the external environment’’ (Bourgeois, 1981, 

p.30). Nohria and Gulati (1996) further conceptualized slack as a “pool of resources 

in an organization in excess of the minimum necessary to produce a given level of 

organizational output” (p.1246). They recognized that these slack resources varies 

in properties including surplus inputs (e.g. excess employees, idled capacities) and 

under exploited opportunities to enhance outputs (e.g. gain in margins and revenue 

from innovations). George (2005) further provided a strategic outlook on slack by 

defining it as “potentially utilizable resources that can be diverted or redeployed for 

the achievement of organizational goal” (p.661). In sum, slack has been 

conceptualized as resources not being used to the fullest extent possible that can act 

as (1) an inducement to maintain organization; (2) a resource for conflict resolution; 

(3) a buffering mechanism to counter threat; and (4) also as a facilitator to exploit 

opportunities. In this regard, slack can be viewed as a dynamic amount of resources 

that embody the difference between the existing resources possessed by a firm and 

the resources required to support the existing business (Mishina et al., 2004). Such 

idea of slack has offered special insights that two firms may hold the same amount 

of resources but could vary in the resource requirements to support their existing 

business. Taking the more proactive concept of slack, if used strategically, it could 

provide a firm with additional productive tools to take advantage of opportunities 

within the environment and the fuel for its growth (Penrose, 1959). It could 

influence managerial choice, including experimentation and risk taking that have 

different implications on firm performance consequently.  
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   Further to the various definitions about slack resources, it is 

important to recognize that these resources should not be considered in a generic 

sense (Wiseman & Bromiley, 1996). Debates within the organizational slack-firm 

performance research arena have revealed that slack resources are heterogeneous in 

nature (Daniel, Lohrke, Fornaciari & Turner, 2004). As such, the functions of 

different types of slack are not equivalent. Since different types of slack have 

unique characteristics and thus their impacts on firm performance should not be the 

same. One characteristic of slack is the degree of discretion that management has in 

relation to its usage when need or opportunity emerges. Such kind of characteristic 

is being called ‘resource stickiness’ which is a function of the divisibility and 

fungibility of a resource (Mishina, Pollock & Porac, 2004; Penrose, 1959). 

Divisibility refers to the extent to which the quantity of a given resource could be 

vary at ease according to situational demand. Fungibility refers to the extent to 

which a given resource can be used to various ends interchangeably. Likewise, 

some scholars have conceptualized the properties of slack along two dimensions 

(Sharfman, Wolf, Chase & Tansik, 1988; Singh, 1986): absorbed (or 

high-discretion) slack and unabsorbed (or low-discretion) slack. This distinction is 

based on the ease that it could be recovered in the future or the degree of discretion 

that the manager could utilize or redeploy the resources. Absorbed slack is tied up 

with current operation which is difficult to recover and not easy to redeploy and so 

with low discretion. It provides less flexibility to managers in deciding strategic 

options. Since absorbed slack need more managerial effort and time to recover and 

not easily divided and applied to other functions, it is thus generally contributes to 

excess costs in organizations. HR slack has been typically treated as absorbed slack 

that is highly distinctive to context and cannot be easily redeployed (Mishina et al., 
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2004). By contrast, unabsorbed slack corresponds to resources that are currently 

uncommitted, that is relatively easier to recover and redeploy elsewhere and so 

allow for greater managerial discretion. For example, cash is being considered the 

most easily re-deployable resource by offering managers with highest degree of 

discretion in allocating it to different uses. Though slack anchor along a continuum 

of managerial discretion, the low and high discretion slacks could coexist and often 

are employed together, implying nonexclusively in forms of slack resources. Both 

low- and high-discretion slack resources offer implicit yardsticks for managers to 

compare the resources possessed by their firms with that possessed by their peer 

firms. This comparison of resource levels may motivate the strategic actions and 

competitive behaviors of managers (George, 2005). On top of the properties related 

to absorption and managerial discretion, Voss, Sirdeshmukh and Voss (2008) 

proposed an additional dimension, resource rarity, to produce a 2x2 matrix in 

characterizing slack resources. The basic argument of Voss et al. (2008) is that 

some resources are relatively unique and not commonly available. Such rare 

resources are hard to substitute, managers will have low motivation to deploy them, 

and the managers tend to conserve the rare resources if possible. Voss et al. (2008) 

considered financial slack is low in both absorption and rarity. In contrast, HR slack 

is high in both absorption and rarity. As pointed out by Voss et al (2008), rare and 

valuable resources, which are central to creating and sustaining competitive 

positions, are scarce and unique. Few organizations succeed in creating ample 

stocks of rare and valuable resources, given the tacit and extended processes 

involve in their creations. Although HR slack is considered an absorbed slack 

because it is tie up to the current operations of organizations. However, HR slack 

can be specialized and skilled human resources that could contribute to the creation 
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of long-term competitive advantage (Barney, 1991). By limiting the ease with 

which skilled personnel can be acquired, this competitive endeavor increase the 

rarity of HR slack. As already mentioned, studies in slack and performance 

typically focus on financial slack with relatively much less attention been given to 

HR slack. Obviously, management of financial resources is not the same as 

management of human resources due to the differences in characteristics as 

mentioned above. Such differences could affect the ability of managers to deploy 

and utilize these resources (Bourgeois and Singh, 1983; Wang, Choi, Wan & Dong, 

2016). Therefore, the relationship of financial slack and firm performance cannot 

be simply generalized to HR slack. Although the previous works have offered 

important insights about the existence of specific characteristics of resources held 

in excess. However, researches in HR slack are still relatively limited comparing to 

the ample studies involving financial slack. Such lacuna is especially curious, as 

human resources should matter to most organizations in the real world, in particular 

there are evidences supporting the positive association between human capital and 

firm performance (Crook, Todd, Combs, Woehr, & Ketchen, 2011). Hence, in 

order to advance the understanding on the effect of slack in a firm, there is a need to 

explore the role of the less studied slack by moving beyond the usual emphasis on 

financial slack to the study of HR slack. In addition, among the relatively small 

amount of studies involving HR slack, they monotonically consider HR slack just 

as a bundle of absorbed slack without differentiating the different function of HR. 

This study has specifically examined R&D HR slack due to its unique 

characteristics and the strategic role that it can offer to the firm. 
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2.3 R&D Human Resources Slack 

  In this study, HR slack is conceptualized as the number of available 

employees relative to industry norm (Mellahi & Wilkinson, 2010; Mishina et al., 

2004). In general, human resources are the pool of human capital in a direct 

employment relationship and under the control of an organization (Wright, 

McMahan, & McWilliams, 1994). These resources can be skilled and unskilled 

employees such as manual worker, clerical, administrative, technical, and 

managerial staff etc. In this regard, it is the knowledge, skills, abilities and 

experiences inherent in the individual staff that make up the organization. Applying 

resource-based view, human resources management theorists have highlighted the 

advantage-producing traits of human capital. For example, Wright and McMahan 

(1992) identify conditions under which human resources can be valuable 

idiosyncratic resources for sustainable competitive advantage: (1) a heterogeneous 

demand for labour causing that human resources valuable; (2) the knowledge, skill 

and ability levels of that human resources are rare; (3) the distinctive historical 

conditions and social complexity of human resource practices making it difficult to 

imitate that human resources; (4) and new technology cannot easily substitute that 

human resources. As such, generic skills that are easily transferable between uses 

and readily available in the labour market will not provide sustainable advantage to 

the firm. In contrast, industrial related and firm-specific tacit skills and knowledge 

may generate superior return. Since these kind of human resources are relatively 

rare and not easily duplicated or substituted by other means.  

 

   The process of learning how to make current operation more 

effectively can be used to explain the emergence of HR slack (Goerzen & Beamish, 
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2007). Although previous studies in slack are extensively interested in financial 

slack, a few strategy scholars have begun to outline the properties of slack resources 

that differentiate HR slack from other types of resources held in excess. However, 

these studies have drawn different implications. For example, similar to financial 

slack, HR slack can be used for further expansion and driving firm growth (Kor & 

Mahoney, 2000) or as a buffer to cope with external shocks. Mishina et al. (2004) 

find that HR slack impedes growth into new product arena but enables the 

extension of existing products into new markets. Specifically, HR slack negatively 

moderates the relationship between product expansion and sales growth but 

positively moderates the relationship between market expansion and sales growth. 

On the other hand, study by Voss et al. (2008) found that HR slack is positively 

related to product exploitation but no such relation was found with regard to 

financial slack. The authors suggested that the existence of HR slack might drive 

firm towards exploiting the current bundles of resources and formulating strategies 

undermining exploration and responding to environmental change. Taken the view 

that HR slack signifies excess employees beyond what is essentially need for 

efficient operation, thus holding seemingly redundant employees may be 

detrimental to firm performance. In particular, since HR slack has been generally 

view as more difficult to redeploy and so will increase cost and impede firm 

performance. Some studies did show that HR slack generally has a negative impact 

on firm performance (Lecuona & Reitzig, 2014; Vanacker et al, 2017). However, 

due to the potentials of using HR slack for safeguarding environmental changes and 

innovation activities, some studies found that HR slack can improve firm 

performance above other more traditional forms of slack, such as financial slack 

(Vanacker, Collewaert & Paeleman, 2013). Although these studies have unleashed 
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an important message that there are different kinds of slack other than financial 

slack and their properties are not the same and so as their impact on various firm 

performances. Arguably, since the existence of HR slack implies a firm having 

human resources beyond what it essentially needed to sustain its routine operations. 

In this regard, other than the potential benefits of having such excess employees, 

one should also recognize the costs involve when examining the effects of HR 

slack on firm performance. Certainly, the cost incurred and the potential benefits 

offered by different types of employees are not the same. However, a common issue 

among these studies in HR slack is that they tended to treat HR slack as a bundle of 

generic form of HR but have not distinguished between various categories of 

employees as well as the various knowledge demands from these employees to 

serve different functions of the firm. Nonetheless, not all workforces within a firm 

are delegate for routine jobs and so their value creation potentials will not be the 

same. Missing in these literatures is the recognition of the distinct functions that 

these human resources play within a firm. Certainly, not all employees are 

performing the same function and engaging in the same operations of a given firm. 

Besides, some are more readily available in the labour market while others are not. 

Further, some may hold specific experience and knowledge that are strategically 

valuable to the firm that cannot be replaced or substituted easily. In this regard, the 

contributions of these different types of HR should be different and so do their slack. 

In this regard, various types of HR slack and also their impacts on firm performance 

will not be homogeneous. The fine grain examination of the effect of HR slack on 

firm performance is yet to explore. Specifically, the type of HR slack that could 

contribute to sustainable competitive advantage assumes to have positive influence 

on firm performance.  
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  Since considerable variance exists within a firm with respect to both the 

value and uniqueness of skills required (Lepak & Snell, 1999) and so various 

categories of human resources should exist in a given firm. Likewise, Spitz-Oener 

(2006, p.239) has classified worker activities into five categories: (1) non-routine 

analytical task, such as research, planning or evaluation activities; (2) non-routine 

interactive tasks, such as selling or coordinating and delegating work; (3) routine 

cognitive tasks, such as double-entry bookkeeping and calculating; (4) routine 

manual tasks, such as machine feeding or running a machine; and (5) non-routine 

manual tasks, such as housekeeping or restoring houses. In other words, human 

resources cannot be monotonically viewed as homogenous resources and so thus 

their strategic values to their firms who employ them. In order for the type of 

human resources to be a source of sustainable competitive advantage, they must 

add strategic value to the firm. If the demand and supply of labour are 

homogeneous, there is no difference in individual impact to the firm and it is not 

possible to create value through investment in human resources. In real world, both 

the demand and supply of labour are heterogeneous, i.e. in the demand side, firms 

have diverse jobs that demand different skills and knowledge, while on the supply 

side, workers differ in types and level of skills and knowledge (Steffy & Maurer, 

1988) and so are their availability in the labour market. As such, human resources 

can create differential strategic value to a firm. Pursuant to this view, this study 

posited that human resources in R&D have a strategic value. 

 

  In a fast changing competitive environment, innovation is widely 

regarded as one of the most important sources of sustainable competitive advantage. 

Innovation could lead to improvements in product and production process as well 
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as enhancement in efficiency of a firm. It could facilitates firm growth and 

contribute to the long-term survival of a firm through continuous improvement. 

Ultimately those engaged in innovation will be more profitable than non-innovators 

and thus innovation has significant and positive impact on firm performance (Hult, 

Hurley, & Knight, 2004; Porter 1985a). In this regard, research and development 

(R&D), being the major source of innovation, should become more significant to a 

firm. On one hand the core of R&D capability play an important role in the 

competitive advantage and sustainable development of a firm. On the other hand, 

slack provides a firm with the ability “to take advantage of opportunities afforded 

by the environment” (Thompson, 1967, p.150). Thus, it appears that there are 

incentives in allocating resources in R&D and building slack in R&D human 

resources. While organization theorists argued that slack is positively associated 

with innovation of firm (e.g. Bourgeois, 1981; Cheng & Kesner, 1997; Singh, 

1986). However, on the contrary, agency theorists argued that the existence of slack 

breeds inefficiency and inhibits innovation (e.g. Jensen & Meckling, 1976; 

Leibenstein, 1969). To reconcile the two contrasting perspectives, some scholars 

suggest that slack-innovation relationship is depending on the type and level of 

slack that a firm holds (Nohria & Gulati, 1996; Voss et al., 2008). Although 

previous studies have produced valuable insights on the relationship between slack 

and innovation, however, these studies almost exclusively focused on the 

availability of financial slack in firms while undermining the impact of HR slack 

and more specifically R&D HR slack. Despite of the large number of studies on the 

relationship between slack and firm performance, it is not yet clear whether R&D 

HR slack, a dedicated type of slack in R&D, is associated with firm performance 

including financial and innovation performance; nor is it clear any boundary 
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conditions that could enhance these associations. To address this under-explored 

area, this study has focused on the relationship between a specific type of slack i.e. 

R&D HR slack and firm’s financial and innovation performance. While employees 

can be a strategic investment, as the accumulation of high quality employees may 

be able to benefit firm’s competitiveness (Shaw, Park, & Kim, 2013), R&D HR 

slack can be considered as an asset to prepare a firm to develop and grasp 

opportunities, and is especially effective in facilitating exploitative learning and 

growth (Voss et al, 2008). Since HR slack, in whatever functions, includes 

excessive employees with relatively high expertise (e.g. R&D personnel) or 

relatively low expertise (e.g. manufacturing workers engaging in labour intensive 

work). R&D personnel that are part of a firm’s human resources, its slack could be 

considered as rare and absorbed (Mishina et al., 2004; Voss et al., 2008). In this 

regard, those personnel who work in the R&D function will have specific value 

and offer competitive advantage. On the other hand, skills and capabilities that are 

generic and available to multiple firms e.g. manual labour, may not justify the 

costs of holding them in excess relative to the transaction costs incurred from 

relying on the external market to secure these skills. Recognizing that the global 

competitive environment is characterized by uncertainty, dynamism and volatility. 

As such, technology plays an important role in a firm’s competitive success. As a 

way to build organizational strength, firms must strive constantly to improve their 

own technical skills as well as technological capabilities in R&D. Engaging in 

R&D includes gaining advantage over competitors with more creative, improved 

and value-added products as well as more efficient and effective operations. In 

particular governments in emerging economies that have liberalized their 

economies and gradually open up markets to boost their economic growth 
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(Hoskisson, Eden, Lau & Wright, 2000). As a consequent, with the massive 

growth in private sectors and foreign firms, competitions in these economies are 

intensified (Pang, 2003). High level of industry competition forces firms to be 

more efficient in generating innovation output in order to survive (Geroski, Mata 

& Portugal, 2010; Porter, 1985b). In addition, with globalization in economies and 

unprecedented pace of technological advancement in recent years, competition in 

the marketplace has become all the more intense. In this regard, innovation has 

become a necessity for every firm in order to survive in long-term. At the same time, 

to sustain a competitive advantage and be successful and sustainable in the business, 

firms need to continuously explore new opportunities, develop new products and 

services. 

 

2.4 Slack Resources and Firm Performance 

  Concerning the role of organizational slacks and their effects on firm 

performance, there are diverse views among both academics and practitioners. As 

discussed in previous section, firms use slack to stabilize their operations by 

resolving internal conflicts and to safeguard them from exogenous distress (Cyert 

& March, 1963; Levinthal, 1997; Meyer, 1982). Slack offers the resources a firm 

needed to effectively adjust to internal and external pressures for change as well as 

to initiate changes strategically (Bourgeois, 1981). Thus, slack could exert different 

influences on the performance of a given firm by means of this dual internal and 

external role. Previous studies on slack have suggested that it is a “double-edged 

sword” (Bradley, Wiklund, Shepherd, 2011, p.537) that can have various 

favourable as well as detrimental consequences. Theories from different camps 

present different and sometimes even contradicting predictions about the 
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relationship between slack and firm performance. While proponents (e.g. those 

from the RBV and behavioral theory of the firm) argue that slack offers many 

potential benefits that can have positive influence on firm performance. On the 

contrary, other imposed an opposite view (e.g. those from agency theory) by 

arguing that holding such excess resources is costly that can have negative impacts 

on firm performance. However, a meta-analysis conducted by Daniel et al. (2004) 

supported the RBV and behavioral theory of the firm that suggesting firms use 

slack to improve performance, contrary to the hypothesis that increasing slack may 

induce organizational inefficiency that impede performance. Fundamentally, the 

conflicting views may stem from researchers’ opposing standpoints about slack: 

that is, either “slack as resource” or “slack as inefficiency” (Daniel et al., 2004). 

Those who advocate “slack as resource” argued that slack provides the resource for 

resolving internal conflicts, promoting innovation and experimentation, grasping 

opportunities as well as buffering against unexpected shock. Opponents who hold 

the view on “slack as inefficiency” counter argued that slack causes inefficiency, 

induces dysfunctional behavior, and impedes innovation and experimentation. 

However, more importantly, despite the insightful though equivocal findings from 

the previous studies, they commonly overlooked the institutional context in which 

decisions on resources accumulation and utilization are embedded. More details of 

different views are discussed below. 

 

Negative Views about Slack 

  Since the idea of slack bursts from traditional economics, it has been used 

to signify systems that are running inefficiently. The argument of “slack as 

inefficiency” posits that firms having slack or resources in excess of the industrial 
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norm are not operating in an optimal way. The existence of slack in a firm can be 

seen as evidence of poor resource management. In particular, slack could induce 

dysfunctional behavior and complacency as well as impede innovation. As such, 

opponents of slack proposing a negative slack-firm performance relationship 

(Jensen, 1986; March & Simon, 1958). They conceived slack as idle resource that 

invites inefficiency demons similar to idle hands. In particular, opponents 

skeptically associate slack with waste and as an indication of self-interest, 

ineffectiveness, and laziness of management rather than as a cushion to facilitate 

adaptation when needs or opportunities arise. Although firm with abundant 

resources could facilitate it to uncover and make good use of new opportunities, 

however, resources by themselves do not reveal and take advantage of 

opportunities (Sirmon, Hitt, Ireland, & Gilbert, 2011). Rather, it is the managers 

who accumulate and utilize these resources in detecting and acting upon new 

opportunities (Penrose, 1959). Nevertheless, agency theorists explicitly rejected the 

viewpoint of organizational theorists who considering firm as an organism with 

characteristics similar to human such as an interest in survival. Instead, they 

consider firm as a “nexus of contracts” between principals and agents (Fama, 1980, 

p.290). They suggest that human beings are fundamentally self-interested. In this 

regard, they will have conflicts of interest over at least some issues at any moment 

they try to involve in cooperative activities. Agency theorist argued that slack 

breeds inefficiencies and inhibiting firm performance since it motivates managers 

to act in unbeneficial ways. As argued by Jensen and Meckling (1976, p.311) that 

“firm is not an individual. It is a legal fiction which serve as a focus for a complex 

process in which the conflicting objectives of individuals are brought into 

equilibrium within a framework of contractual relations”. Similar to Cyert and 

https://onlinelibrary.wiley.com/doi/full/10.1111/joms.12135#joms12135-bib-0069
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March (1963), the agency theorists also begin by characterizing firms as coalitions 

of competing interests. However, unlike Cyert and March, agency theorist counter 

argued that the appropriate way of considering these competing interests is to view 

them as a system of nested principal-agent relationships. Agency theory 

specifically pointed out what they termed ‘principal-agent problems’ that occur 

when the interests of the principal and the agent are not aligned and when it is costly 

or difficult for the principal to validate what the agent is essentially performing 

(Eisenhardt, 1989). This feature allows managers (i.e. the agent) to strive for the 

interests of their own at the expense of shareholders (i.e. the principal). Although it 

seems reasonable to assume that shareholders will have an interest to monitor 

managerial behavior of the agent such that managers who do not yield to the 

interests of the shareholders may be forced to leave by influential shareholders. 

However, agency theorist considered that the incentives to spend resources on 

monitoring the agent differ among shareholders. In particular, in considering that 

shareholders in general, who normally only have a fraction of shares of a firm, will 

not have too much motivations to sacrifice their time and energy in monitoring the 

agent and raising their views. Following the perspective of agency theory, 

maintaining slack will only be beneficial for manager acting as agent rather than for 

the benefit of the firm who possesses it. In other words, the interests of firm’s owner 

(principal) and manager (agent) may diverge rather than align. As managers 

intrinsically have their own set of goals, such as pursuing job security, power, 

prestige, and wealth; that are not always in congruence with those of principals’. 

Slack may become a source of agency problems in the pursuit of managers’ own 

goals. More precisely, the agency theorist contended that agents might accumulate 

slack to pursue their own interests rather than act in the interest of the firms. 
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Managers can use slack for inefficient and value-destroying purpose. Since the 

accumulation of slack makes it easier for managers to pursue self-serving projects 

that can breed inefficiency, hinder risk taking and thus experimentation, and 

consequently hamper firm performance (Jensen & Meckling, 1976). They will 

likely pursue activities such as product or market diversifications that are 

considered as a safer strategy and means to provide managers with significant 

personal benefits. For example, Jensen (1986) suggested that firms that have 

accumulated high volume of slack often engage in doubtful investments like pet 

R&D projects and unrelated acquisitions. Slack also provides managers with 

opportunities to engage in on-the-job shirking, unnecessary diversification and 

empire building (Leibenstein, 1966). Since diversification offers managers some 

kind of personal benefits. For instance, it supports managers in expanding their 

personal portfolios and thus enhancing job security (Amihud & Lev, 1981; Denis, 

Denis & Sarin, 1997; Lambert, Larcker, & Verrecchia, 1991; Shleifer & Vishny, 

1989) as well as improving their remuneration packages due to the challenge and 

status connecting with managing larger and more complex diversified firms 

(Lambert, Larcker, & Weigelt, 1991).  

 

  Besides, agency theorist argued that since managers are self-interested, 

they might gather slack resources that are redundant that breed complacency and 

suboptimal management behavior (Jensen & Meckling, 1976). They may 

accumulate slack for purely self-serving interest by using slack to minimize 

activities such as innovation and experimentation that are perceived as risky and 

have any chance of having negative impact on them. Besides, some scholars 

suggest that availability of slack that fuels expansion of firm through market or 

http://onlinelibrary.wiley.com.lib-ezproxy.hkbu.edu.hk/doi/10.1002/smj.2583/full#smj2583-bib-0050
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product diversification could have a negative impact on the innovation performance 

of firm. For example, Hitt, Hoskisson and Ireland (1994) argued that to support the 

diversification strategy, slack shift the attention of managers to acquiring 

capabilities and resources externally rather than to enhance internal capabilities 

through innovative activities thereby impede innovation of the firm consequently. 

In addition, firm may fall into the trap of losing fit with the external environment 

because the availability of slack can produce a cushion against external shocks 

(Love & Nohria, 2005). Moreover, following the argument from the agency theorist, 

slack could lead to indiscipline in management of project by loosening their usual 

prudence in project selection, monitoring, supporting, and termination. Because the 

existence of resources will spoil agents in pursuing pet projects, as such with 

growing slack on hand, projects that are highly risky and having very low chance of 

getting positive projected return may still be funded. Not only the availability of 

slack makes it more likely for poor projects be initiated, maintained, or even 

intensified, another possible trap is that the existence of slack making it harder to 

justify the cessation of someone’s pet project thereby leading to irrational 

commitment to these projects (Staw, Sandelands, & Dutton, 1981). Since with the 

availability of slack, the demand from managers on projects meeting their planned 

performance indicators will likely not be as stringent as under resource constraint 

conditions. Further, the negotiations on project investments as well as their return 

will not be as intense as investments under severe internal competition for resources 

(Cyert & March, 1963). As a result, due to lax of disciple concerning resources 

allocation arise from the availability of slack resources, managers may easily skip 

from one innovation project to another before completing existing project once 

their interest diminished or they ran out of energy (Nohria & Gulati, 1996). In gist, 
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these may have suggested that although the availability of slack likely incentivize 

R&D expenditures that encourage and support the pursuit of more new projects, 

however, not many of these projects could eventually turn out into real innovations 

that add value to firms. As such, following the arguments of agency theorist, slack 

is not as useful in resolving principal-agent conflicts, but rather inducing agency 

problem and unnecessarily add cost to the firm that have negative impact on its 

performance.  

 

  In addition, according to studies that can collectively termed as the 

resource constraints literature, firms with fewer resources are likely to leverage 

their available resources more efficiently and effectively, as such they consequently 

can endure and even flourish in spite of resources constraints (Baker & Nelson, 

2005; Starr & MacMillan, 1990). The center argument is that resource constraints 

alter the behavior by which resources are gathered and utilized that push managers 

to improve efficiency. Such view suggested that a firm with fewer resources than its 

operational demand is likely more efficient, as resource constraint situation will 

increase the drive of firm to find ways to leverage on and stretch its available 

resources. For example, firms bootstrap their limited resources to accomplish their 

goals (Starr & MacMillan, 1990). Further, having big resource endowments is not 

without cost, specifically without experiencing constraints, it may lead to core 

rigidities. Managers are likely to feel compliancy with the status quo and decrease 

experimentation that will eventually hinder the ability of manager to recognize as 

well as act in accordance with opportunities and take appropriate strategic actions 

(Mosakowski, 2002). For example, slack may lead to organizational inertia, the 

accumulation of slack reduces the drive of firm to acquire new knowledge to revive 
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or further develop the firm’s prevailing competences (Leonard-Barton, 1992). 

Besides, studies by Debruyne, Frambach and Moenaert (2010) contended that for 

managers having abundant resources on hand could lead to what they termed 

‘liability-of-wealth’. Their study demonstrate that the existence of resources 

strengthen the perceptions of managers that they are capable to respond effectively 

to the attacks by their competitors but at the same time managers become less 

motivated in taking actions to counter such attacks. Firms with larger resource 

endowments are more incline to emphasis on applying and improving their current 

resource bundles at the expense of pursuing and developing new resources to 

support strategic change in order to maintain performance advantages in the 

dynamic competitive environment (Kraatz & Zajac, 2001). Contrasting with the 

view that resource constraints curbed the optimism of managers, for firms with 

large resource endowments, managers are more likely to belief that their firms are 

performing well relative to their counterparts with resource constraints (Danneels, 

2008). Thus, firms with abundance of resource become more complacent and 

inward looking; and less likely to perceive the imminent need to respond to the 

changing environment (Kraatz & Zajac, 2001). The available of slack thus 

increases the perception of certainty about the future and desensitizes decision 

makers to detect external threat or business trend. Along these arguments, firm with 

slack may deter its ability to find a fit with the environmental changes, and 

consequently could affect its performance adversely. Such problem holds not only 

for mature firms, new ventures are also affected. For example, while the availability 

of resources is well-known as an important element for innovation, however, as 

reported by Schoonhoven, Eisenhardt and Lyman (1990), new ventures that are rich 

in resources have less sense of urgency and so are less disciplined in pushing the 

https://onlinelibrary.wiley.com/doi/full/10.1111/joms.12135#joms12135-bib-0021
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first product to launch quickly relative to the ventures impoverish for resources. 

Leibenstein (1969) even invented the felicitous term X-inefficiency to point out the 

difference that slack creates between actual output and maximum output for a given 

set of inputs. Specifically, slack synonymous with managerial inefficiency and a 

surplus instead of a buffer that facilitates adaptation to the internal or external 

organizational change. Some opponents take a more skeptical view by claiming that 

slack inhibits risk-taking, experimentation and innovation. This is in contrast with 

the view from the proponents of slack that slack enhances risk taking and 

experimentation that facilitates innovativeness and enhance performance of a firm 

(e.g. Greve, 2003; Nohria & Gulati, 1996). Besides, it has been suggested that when 

some restrictions apply, the mind of human could be more productive which can 

lead to the identification of more ideas as well as more creative and diverse 

opportunities (Goldenberg, Lehmann, & Mazursky, 2001). Likewise, Davis and 

Stout (1992) found slack is negatively related to innovation and stressed that slack 

may give a false sense of security that impede a firm’s motivation for innovation. 

As such, the existence of slack may hinder firm’s innovation and ability to explore 

opportunities. In addition, opponents argued that since slack may insulate firm from 

exogenous shocks (Thompson, 1967), this will lead to managerial complacency or 

irrational optimism. Firms with slack might be less compelled to undertake 

initiatives through experimentation, which may impede performance because firms 

became less likely to exploit new entrepreneurial opportunities. Another possibility 

of the negative impact of slack is that managers may become excessively optimistic 

and implement strategic actions that are inappropriate and detrimental to the firm 

(Bateman & Zeithaml, 1989; Cooper, Woo & Dunkelberg, 1988). Nevertheless, 

since it is the natural tendency of people to take part in exploitation as it requires 
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much fewer efforts than in exploration (Levinthal & March, 1993), resource-rich 

firms are thus likely to leverage their existing resource bundles by focus more on 

exploitation to generate profits (Kraatz & Zajac, 2001). On the contrary, firms 

experiencing resource constraints are forced to engage more in exploration to look 

for alternative ways to pursue new and more radical business opportunities in order 

to generate profits. Driven by resource constraints, entrepreneurs will have to work 

more efficiently and to be more creative, which consequently has positive impact 

on the performance of a firm (Baker & Nelson, 2005). Although slack provides a 

pool of resources that can facilitate the neutralization of the uncertainties arise from 

the innovation process, nevertheless, slack also come with a cost, that is, it loosen 

managerial attention which arguably is another scarce resource (Cyert & March, 

1963; Hitt et al., 1994). In particular, diminishing level of disciple and thus the 

loosening of controls placed on these projects due to the availability of slack could 

lead to decision makers making choices that “accord better with their own 

preferences than with economic considerations” (Child, 1972, p.11). In this regard, 

having slack implied inefficiency and indiscipline in resource usage that are 

detrimental to firm performance. In gist, the “slack as inefficiency” perspective 

postulates that having slack is not necessarily beneficial and in fact can encourage 

dysfunctional firm behaviors that hamper firm performance and thus should be 

eliminated to minimize its possibility (Phan & Hill, 1995).  

 

Positive Views about Slack 

  Contrary to the view of “slack as inefficiency”, those proposed a positive 

slack resource-firm performance relation envision “slack as a resource” by either 

providing a buffer against threats or facilitates proactive strategic initiatives and 

https://onlinelibrary.wiley.com/doi/full/10.1111/joms.12135#joms12135-bib-0004


42 

 

innovation. While acknowledging the concept of optimization and efficiency is a 

center focus in modern management, however, such concept is not without 

challenge. Efficient is not equivalent to effectiveness. An organization could be 

efficient in resource management but may not be effective in resource utilization. 

An organization that is operating at optimal efficiency in order to maximize its 

short-term gains may be damaging its ability to change, adapt, and be creative in the 

long term (Singh, 1986). Likewise, given that the existence of slack has been 

criticized as indicator of inefficiency that will adversely affect firm performance, 

Bourgeois (1986) counter argued that efficiency does not equate with success. Even 

though firm with abundance of slack has been considered as less efficient but 

arguably it can be more effective in producing positive results and so become more 

successful than those solely rely on efficiency. In particular, theorist based on 

Resource-Based View (RBV) found slack is “intuitively appealing, since it conveys 

the notion of a cushion of excess resources available in an organization that will 

either solve many organizational problems or facilitate the pursuit of goals outside 

the realm of those dedicated by optimization principles” (Bourgeois, 1981, 29). As 

Sharfman et al. (1988) and Bourgeois (1981) argued that efficiency is not 

necessarily always the goal; instead, the primary goal of business is to develop firm 

value (Conner, 1991). In this regard, firm needs to look for opportunities to 

facilitate value enhancement or creation. If opportunities are required to be 

generated internally by the firm itself, the extent of discretion that its managers has 

in currently held resources will in part determine its success (Hambrick and 

Finkelstein, 1987). The positive role of slack could be quickly understood from the 

condensed working definition provided by Bourgeois (1986, p.30) who portrayed 

slack as “cushion of actual or potential resources which allows an organization to 



43 

 

adapt successfully to internal pressures for adjustment or to external pressure for 

change in policy, as well as to initiate change in strategy with respect to the external 

environment”. It has been suggested that managers can use slack to stabilize the 

core activities of firms and foster strategic behavior that creates value (Cyert & 

March, 1963; Thompson, 1967). Given various scholars supporting the notion that 

‘slack as resource’, Cheng and Kesner (1997) have further grouped proponents of 

slack into two groups. The first group considered ‘slack as a buffer’ that takes an 

external view by regarding excess resources as a buffer which can be drawn upon in 

times of organizational strain or environmental uncertainty with an aim to aid the 

long-term survival of the firm. In other words, slack plays both a stabilizing and 

adaptive role by providing managers with the necessary resources to tackle many 

challenges faced by the firm. There are also those who take an internal view by 

considering ‘slack as resource for innovation’ that support slack in terms of its 

benefits on matters such as innovation and strategic development. These two 

positive views of slack are elaborated below. 

 

  One of prominent benefit of slack that its proponent always stressed is its 

buffering role. In general, organization theorist treats firm as an entity similar to an 

organism that fundamentally strives for survival. In this regard, slack is an essential 

resource to assist the long-term survival of the firm (Cyert & March, 1963). In 

particular, its proponent that treats firm as coalitions of actors asserting that 

organizational slack act as the “payments to members of the coalition in excess of 

what is required to maintain the organization” (Cyert & March, 1963, p.36). They 

argue that slack provides opportunities for managers to appease their political 

coalitions by allowing parties to pursue their own agendas. It provides managers 
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with more flexibility to encourage key stakeholders to stick with the firm, for 

example extra financial incentives or slack time, to keep employees tied to the firm. 

Otherwise, the firm performance can be adversely affected when key stakeholders 

cease their relationships with the firm. More often, such exits result in loss of 

valuable knowledge. As such, managers can effectively use slack resources to 

avoid such relationship being ceased abruptly. Slack also enables the mitigation of 

potentially dysfunctional conflicts that arise between firm’s subunits due to 

competition over rare resources (Pondy, 1967). Managers can use slack to buffer 

the technical core of their firms from disturbances arising from internal competition 

over resources (Bromiley, 1991; Cyert & March, 1963; Thompson, 1967). Since 

subunits are having their own organizational problems and so may not perceive the 

same problems alike and may have different and even conflicting goals (Cyert & 

March, 1963). With adequate slack, divergent subunit goals can be satisfied without 

turning the subunits into competing parties within the firm itself. Certainly, the 

availability of adequate slack can allow managers to resolve goal conflicts more 

readily as “slack allows choice opportunities to be distributed generally to all 

participants. With sufficient slack, there will be a solution for every problem” 

(Moch & Pondy, 1977, p.356). Slack thus allow problems to be aired out and solved 

more easily, thereby the subunits can focus their efforts more effectively and 

constructively, eventually contributes to firm performance positively. Bourgeois 

(1981, p.30) suggested that slack can be viewed as the “internal shock absorbers” 

that was built into its workflow. Without slack, firm will more easily experience 

interruption in its routine operations even with the smallest possible internal 

disturbance. In this regard, slack buffers interdependent firm units, since their 

activities cannot be perfectly coordinate among themselves in a bounded rational 
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world. Slack thus avoid firm from breaking under an overtighten condition while 

facing a surge of activity (Bourgeois, 1981). This is especially true for some 

organizations that extra resources cannot be easily acquired to deal with sudden 

change in operational requirements. For example, in the public healthcare services, 

without HR slack, the abruptly increase in service demand due to influenza surge 

could make it impossible for hospitals to provide timely diagnostic investigations 

like laboratory test results and will eventually causing delay in clinical care and 

further amplified the problem in the congested in-patient service. As such having 

zero slack as portrayed by conventional economic theory (Cyert & March 1963) is 

not realistic for both practitioners and organizational scholars (Bourgeois, 1981). 

Likewise, researchers have elaborated this conception by arguing that slack could 

further protect firms from environmental shocks and external pressures. For 

example, study by Wan and Yiu (2009) revealed that slack resources had more 

positive contributions to firm performance during the Asian Economic Crisis. This 

was a good example about condition of an environmental shock causing 

unexpected and sudden increase in environmental uncertainty.  

 

  While the notion of “buffer” or “internal shock absorbers” or “cushion” 

that slack is being portrayed by its proponent may still not be attractive enough 

given that keeping slack is not without cost. Empirical studies demonstrated that 

slack provides buffering capacity as well as flexibility for experimentation (Bradley, 

Shepherd, & Wiklund, 2011). As such, some scholars provide slack with a more 

strategic outlook by advocating that slack could play an adaptive role in facilitating 

strategic behavior in firm that fosters experimentation and innovation (Bourgeois, 

1981). In particular, slack is view as a “resource for innovation”. Since slack is a 
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pool of available resources beyond the current demand from operations, as such it 

provides the means for managers to initiate and execute strategic changes as well as 

experimentation. Slack, being conceived as resource, could enable a firm to adjust 

to the environment change that is external to the firm without experiencing undue 

disturbance. It also enable a firm to undertake trial with new bearings with respect 

to that environment through innovation such as introducing new product or 

production process that assists firm to better respond to the changes in the 

environment outside (Bromiley, 1991). It relaxes internal boundaries to experiment 

more safely as it provides the pool of resources that can be relayed to projects with 

uncertain outcomes and hence supporting an environment or fostering culture for 

experimentation and innovation in the longer term (Nohria & Gulati, 1997; Greve, 

2003). The presence of more than adequate or excess resource endowments offers 

firm with the flexibility to evaluate the options available and series of actions to be 

taken to adapt to its environment (Thompson, 1967). Since slack has been viewed 

as a resource in excess of what is required to sustain its normal operation, it can be 

argued that the existence of slack permit an organization to compete or endure in its 

market with more confident. It can foster slack search, a situation when a firm 

possesses excess resources for experimentation (Cyert & March, 1963). This allows 

managers to explore projects which have strong scientific support or with support 

from other corporate champions, but which would not have been proceed in the face 

of resource scarcity (Greve, 2003). As suggested by Bourgeois (1981, p.35) that 

“success breeds slack that mutes the problems of scarcity” and so slack offers a 

strategic function to a firm by providing resources for innovation and 

experimentation that can reinforce the identification and grasping of opportunities 

(Levinthal & March, 1981). Slack provides a firm with more freedom in devising 
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strategies to adapt to complex competitive landscapes and responses to the 

strategies of its competitors (Levinthal, 1997), thereby influencing firm 

performance. In particular, it assists a firm to sustain its competitive position by 

providing the necessary resources for continuous investments in R&D and 

launching new products (O’Brien, 2003). To illustrate the impact of impediment of 

HR slack on innovation, in a study by Cheng and Kesner (1997), they reported that 

when organization adopt substantial reduction in workforce as a strategy in 

downsizing, due to the resultant loss of a significant amount of skills and 

knowledge, its ability to innovate will significantly shrink that consequently affects 

a firm’s ability to innovate negatively. Cheng and Kesner (1997) argued that in 

downsizing, reducing the number of workers frequently did not necessarily go 

together with a reduction of tasks, as such significant downsizing may negatively 

influence the time and energies workers can spend on innovation activities. As a 

result, remaining workers likely struggle to sustain the usual operation but with less 

workforce and to finish their tasks on hand under excessive workload pressure, not 

to mention carry out other tasks like innovative activities. Since R&D is not a one 

off investment but rather a long horizon commitment is required before the payoffs 

could be realized. R&D would thus become very difficult to function in resources 

constraint situations. There is no doubt that R&D to some extend involve 

uncertainly, previous works indicated that the availability of resource is critical for 

the intensity of R&D and thus innovation performance (Chen, Li, Shapiro & Zhang, 

2014; Zhou, Gao & Zhao, 2017). Specifically, firms with abundant slack resources 

are more likely to foster uncertain R&D projects (e.g. Nohria & Gulati, 1996; Chen 

& Miller, 2007), the availability of slack in R&D can provide firm with more 

resources for innovation. It could facilitates firm to accomplish innovation quicker 
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and also assists the firm to achieve first-mover advantage (Lieberman & 

Montgomery, 1988, 1998).  

 

  Thus, slack may contribute to firm performance by enhancing its 

resources capacity and flexibility in introducing new products or grasping new 

market opportunities. Slack also helps buffering firms from environmental shocks 

and influences the enactment of strategies. Despite of the prospective value of slack, 

however, as Penrose (1959) asserted that resource management is critical to the 

value creation of firm since using resources is no less important than having them. 

In this regard, in an attempt to address the seemingly inconclusive debate on the 

role of slack, there has been a call for a better specification on how slack is being 

conceptualized in order to probe a deeper understanding of slack-performance 

relationship. In particular, the degree of managerial discretion associated with the 

slack (absorbed vs unabsorbed in nature), that is the extent to which the slack 

allows manager to convert it to other uses should opportunities or needs arise (Tan 

& Pang, 2003; Sharfman et al., 1988). It has been recognized that there exist 

different type of slack in which their properties are not equivalent. Specifically 

different resources offer distinctive characteristics that could influence the 

flexibility with which they can be deployed. For example, the more specific a 

resource is to a particular use, the less discretion management has in deploying this 

particular resource to alternative uses even they are in excess amount. In this regard, 

the value of specific slack much depends on its transferability across task contexts 

(Mishina et al., 2004), thus comparing with the value of financial slack, HR slack is 

perceived of having less value. Since human resources are closely tied to the nature 

of existing organizational routines, much of the value of human resources slack is 
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thus context dependent (Mishina et al., 2004). Following this view, the potential 

value of R&D slack becomes ambiguous as its task dependency within a very 

specific knowledge domain and thus more difficult to transfer across task situations 

that offers little discretion to the management on its deployment. Besides, there are 

other scholars who have adopted a contingent approach by focusing on factors that 

moderate the slack–performance relationship. For example, studies have shown 

how competitive environment (Lecuona & Reitzig, 2014; Verbeke & Yuan, 2013); 

industry complexity and firm age (George, 2005); strategic choice (Mishina et al., 

2004) influence the effects of slack on firm performance.  

 

Alternative View 

Focusing on the arguments on whether slack enhance or hinder performance by 

taking position on the contrasting poles can only limit the understanding of the role 

of slack and may further contribute to equivocal results. As suggested by Tan and 

Pang (2003, p.1260) “in order to advancing theory – in both developed and 

emerging economies – as opposed to simplified, one-sided arguments such as 

‘slack is good (or bad)’ typically found in the literature. An integrative, contingency 

perspective on the role of organizational slack will be necessary”. Further as 

suggested by Oliver (1997) that in order to enhance the sustainable advantage of a 

firm, the resource characteristics and the institutional context that resource 

decisions are embedded should be considered together. She went on to recommend 

that a combination of the institutional and resource-based view would be more 

beneficial in the pursuit of sustainable competitive advantage of a firm. 
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2.5 Resource-based View 

  Edith Penrose (1959) was amongst the earliest scholars to recognize the 

significant role of resources on the competitive position of a firm. She contended 

that the growth of a firm, both internally and then externally through merger, 

acquisition, and diversification, is due to the manner in which its resources are 

employed. She further proposed that a firm contains ‘a collection of productive 

resources’ and these resources may only contribute to the competitive position of a 

firm to the extent that they are exploited in such a way that their potential values are 

made available to the firm. Later, Wernerfelt (1984) attempted to formalize the 

RBV by suggesting that “[f]or the firm, resources and products are two sides of the 

same coin” (Wernerfelt, 1984, p.171). In other words, while the products of a firm 

directly drive its performance, the resources that support their production also 

indirectly determine its performance at the same time. Given this line of thought, 

Wernerfelt (1984) proposed that firms might earn above normal returns by 

identifying and acquiring resources that are critical to the development of those 

products that are demanded by the market. While many of the early contributions in 

the arena of strategic management have emphasized on the environmental 

determinants of firm performance (e.g. Porter, 1980, 1985b) but less attention has 

been given to determinants over which manager has influence. The RBV 

considered competitive advantage differs from the industry environment focused 

strategic management paradigm. It stresses on the relations between the internal 

resources of the firm, its strategy, and its performance. In other words, the RBV 

takes an ‘inside-out’ view or firm-specific perspective on why a firm flourish or fail 

in the market place. It argues that a firm will exhibit superior performance when it 

possesses “more valuable resources than other firms” (Peteraf & Barney, 2003, p. 

https://onlinelibrary.wiley.com/doi/full/10.1111/joms.12135#joms12135-bib-0070
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317). Fundamentally, resources of a firm can be anything that it can use to plan and 

implement its strategy. These resources can be tangible or intangible (Wernerfelt, 

1984) including “all kinds of assets, capabilities, organizational processes, firm 

attributes, information, knowledge, etc. controlled by a firm that enable the firm to 

conceive of and implement strategies that improve its efficiency and effectiveness” 

(Barney, 1991, p.101). The RBV focuses on the characteristics of three types of 

resources to explain sustained competitive advantage and supernormal profits, 

namely physical capital resources, human capital resources, and organizational 

capital resources. Physical capital resources involve things like the plant and 

equipment own by the firm, its technology and even its geographic location. Human 

capital resources involve things like the skills, knowledge and experience of the 

individual employees in the firm. Organizational capital resources involve things 

like the structure of firm, the planning and controlling systems, and even the 

informal relations among groups within their firm as well as inter firm relationship 

in its environment. In this regard, among the wide range of resources that a firm 

hold, not all of them are of potentials to support a sustainable competitive 

advantage of the firm. Managers need to identify resources that could contribute to 

sustainable competitive advantage and to use them wisely. While managers are 

constantly confronted with the challenges to improve their firm performance and to 

foster firm growth and at the same time facing strong exogenous pressures and 

endogenous constraints. In particular, in response to rising competition and market 

demand such as those driven by technological change and innovation, firms must 

continually evaluate and synergize their resources capabilities strategically. 

Resources can act as inducements to make proactive strategic choices, take risks 

and experiment (George, 2005). A firm can also use resources to build up its 
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capabilities in order to enhance its competitiveness, to maintain coalitions and 

resolve internal goal conflicts, as well as use it as buffer in times of economic 

distress (Cyert & March, 1963; Bourgeois, 1981). Given this important functions, 

the existence or absence of surplus resources as well as their implications on the 

performance of firm draw particular attention in research and practice. In particular, 

since slack has been generally conceptualized as excess resources of a given firm, it 

has been a subject of much interest in the research arena. This study posits that 

R&D HR slack is a kind of idiosyncratic resources that has a strategic value to the 

firm that possesses it. 

 

2.6 Institutional Theory 

  Notwithstanding the important insights from previous studies, the 

theoretical perspectives that these studies adopted have implicitly assumed 

resources selection and optimization decisions are motivated by economic 

considerations. These studies have overlooked the institutional context within 

which resource selection decisions are embedded and how this context affect firms 

in utilization slack resources they possess. Such lacuna drives this thesis to include 

institutional theory as an extra theoretical lens to the study on slack in additional to 

the RBV (Oliver, 1997). By taking the institutional perspective, this study will offer 

insights to institutional constraints experienced by the firm in utilizing the value of 

R&D HR slack so as to explore conditions in which slack could better optimize its 

value to the firm that possesses it. The institutional context, based on the 

institutional theory, generally refers to the rules, norms and beliefs surrounding 

economic activity that define and enforce socially acceptable economic behavior 

(Scott, 2001). It is believed that institutional theory could offer more insights in the 
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slack literature in explaining slack-performance relationship, especially since this 

theory adopts different behavioral assumptions (Meyer & Rowan,1977) comparing 

with previous studies and offers perspectives at multiple levels (Oliver, 1997). In 

this regard, the institutional theory might be able to supplement existing researches 

by providing an additional perspective in the performance effect of slack on top of 

the theoretical perspectives that are dominating the current slack researches. 

Previous studies have implicitly assumed that economic motivations are the 

necessary driving force behind resource decisions. In contrast, institutional theory 

assumes that the resources decisions or behavior of managers also subject to social 

influence and pressure for conformity (DiMaggio & Powell, 1983). Different from 

the contemporary theoretical perspectives in studying slack such as RBV, 

institutional theory offers additional insights and explanations for resource decision 

that arises from factors within the firms as well as those from the external 

environment.  

 

  The notion of institution has long been a key subject of sociological 

theory (Hughes, 1936) but later gain its popularity in organizational studies 

(Meyer & Rowan, 1977, Powell & DiMaggio, 1991). In the beginning, 

institutional theory sought to explain why organizations sharing similar 

institutional environment become more and more alike, or isomorphic, in their 

structure and strategy (Meyer & Rowan, 1977). The growing interest in 

institutional context and attention on institutional theory among scholars in 

organizational studies likely driven by the fact that the existing theories accord 

much respect on efficiency or rational economic choices as the key motives of 

decision-making but overlook the social influence as the driving force behind 
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organizational behaviors (Barley & Tolbert, 1997). The institutional theory 

suggests that the motives of individual behavior extend beyond economic 

optimization for which “there is no obvious economic or technical purpose are of 

particular theoretical interest because their perpetuation cannot be explained by 

rational choice framework” (Oliver, 1991, p.699). The institutional theory has 

drawn the attention of scholars to the institutional influence within countries that 

firms are operating (North, 1990; Peng, Wang, & Jiang, 2008). Specifically the 

rules, norms and beliefs on organizations and their members that can vary widely 

across nations and cultures (Fang, 2010). Institutions could impose both formal and 

informal pressures on firm that directly affect its strategic choices and performance 

(North 1990; Scott 1995). Firms are operating within a set of institutional logics 

(Scott, 2008) which are difficult to immune. The institutions that are affecting the 

structures, processes and customs can become so taken for granted that often the 

appropriateness or rationality of these activities are not even questioned by the 

decision makers therein (Oliver, 1997). In other words, both individuals and firms 

are subject to institutional effects (Jepperson, 1991; Newman, 2000) as both formal 

and informal institutions have the capacities to regulate and restrain managerial 

behavior, they therefore can determine directly how a firm formulate and 

implement strategy. In emerging economies, individuals and firms are embedded in 

institutional arrangements (Busenitz, Gomez, & Spencer, 2000) that can have a 

persistent effect on their behavior (Scott, 1995, 2002) and can further influence 

their decision making and strategy formulation (Hitt, Ahlstrom, Dacin, Levitas, & 

Svobodina, 2004; Peng et al., 2008). The institutional perspective is thus a powerful 

theoretical framework for examining firm behavior in emerging economies (North 

1990; Scott 1995). Unlike the foregoing studies on slack that implicitly assume 
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economic rationality by adopting theoretical perspectives that portray 

optimization of available economic choices as the driving force behind decisions 

making. This study has incorporated the perspective of institutional theory by 

considering institutional influences on the optimization of R&D HR slack. 

 

  Researches in institutional theory begin by explaining the astonishing 

homogeneity and convergence of structures and practices in both private and 

public organizations in the western industrialized countries. As observed by 

DiMaggio and Powell (1991, p.9) that “organizational analysis takes as a starting 

point the striking homogeneity of practices and arrangements found in the labour 

market, in schools, states, and corporations”. The institutional theory maintains 

that individuals and organizations therein are “suspended in a web of values, 

norms, rules, belief, and taken-for-granted assumptions” (Barley & Tolbert, 1997, 

p.93). These individuals and organizations to some extend involve in the making 

or sustaining institutions that are defined as “the rules of the game in a society or, 

more formally, are the humanly devised constraints that shape human interaction” 

(North, 1990, p.3). These institutions guide the way in which their society should 

be. They provide organizational blueprints and recipes for formal structure as well 

as rationalized myths (Meyer & Rowan, 1977) that stipulating the forms and 

procedures for which a particular type of organizations should adopt for the 

purpose of being perceived, at least symbolically, as “a member in good standing 

of its class” (Barley & Tolbert, 1997, p.94). From a micro perspective, Zucker 

(1977) also highlighted the taken-for-granted nature of institutions and the role of 

cultural perseverance as a manifestation of institutionalization. DiMaggio and 

Powell (1983) extended the early work of Meyer and Rowan (1977) on 
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isomorphism from societal level to the organizational level by distinguishing three 

important mechanisms of isomorphism, namely coercive, mimetic, and normative. 

By these mechanisms, the effects of institution are diffused through a field of 

organizations. They put emphasis on structural isomorphism as a significant result 

of both competitive and institutional processes. Coercive isomorphism arises 

when the pressure to adopt a specific organizational form comes from other 

organizations that can apply power over it as well as exert pressure to conform to 

cultural expectations of the larger society. Mimetic isomorphism can be viewed as 

a response to uncertainty especially when a clear course of action is not available. 

It arises under circumstance of substantial ambiguity about what the most suitable 

organizational form actually is. In this circumstance, the safest tactic appears to be 

to replicate whatever is in fashion with other organizations that are perceive as 

contemporary or successful. Lastly, normative isomorphism refers to a kind of 

copying that arises from the processes of professionalization and 

institutionalization where professional staff undergoes relatively uniform training 

that socializes them into similar worldview. Besides, their participations in similar 

social networks can further diffuses ideas among them. The similar ideas they have 

picked up in these contexts are then carry on to the many different organizations 

that employ them leading to perseverance of the ideology (DiMaggio and Powell, 

1991). In addition to the mechanism that isomorphism occurs, Scott (2014, p.56) 

further conceptualized institutions into three pillars as comprising “regulative, 

normative, and cultural-cognitive elements that, together with associated activities 

and resources, provide stability and meaning to social life”. The regulatory 

institutional elements include government policies, rules and regulations that 

occur to safeguard the stability and order in societies. These regulatory elements 
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devise predominantly from governmental legislation and industrial agreements 

and standards that represent a rational actor model of behavior. Such institutions 

guide the behaviors of individuals and organizations through the setting and 

enforcement of rule and law that cause the individuals and organizations to 

comply and to take appropriate actions (North, 1990). The normative elements 

compose of social values, cultures and norms causing individuals to conform. 

Such elements represent an obligatory model of organizational and individual 

behavior. They provide the guidelines on the expected behaviors of individuals 

and organizations to interact in various social, professional and business contexts 

(Scott, 2014). In other words, they define the legitimate means to pursue valued 

ends. Finally, the cognitive elements are the taken-for-granted beliefs and values 

imposed on, or internalized by, social actors. Such elements represent a model of 

behaviors based on subjective rules and meanings that limit the beliefs and 

behaviors of individuals. This is the cognitive structure established in the society. 

In business context, this can be considered as how people think about doing 

business such as the role of business relationships, tacit scripts, and schemas 

(DiMaggio & Powell, 1991). It operates more at the individual level in relate to 

culture and other taken for granted behaviors or thoughts or language (DiMaggio 

& Powell, 1991; Meyer & Rowan, 1991; Scott, 2014). As such, if the intellectual 

property right protection is weak, firms will not have much motivation to invest in 

R&D as it would be difficult to recover the cost of development. R&D under such 

context will unlikely be valued. While intellectual property right is not being 

respect, copying and imitation can easily become a norm. Then, engaging in R&D 

may not be considered as conventional activities. In gist, institutional environment, 

that is, “the set of fundamental political, social, and legal ground rules that 
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establishes the basis for production, exchange, and distribution” (Davis, North & 

Smorodin, 1971, p.6) providing the “templates for organizing” (DiMaggio & 

Powell, 1991, p.27) that steer organizations to assume similar form of organizing. 

There are others who further elaborate the notion of institutional logics that guide 

social action within institution (Friedland & Alford, 1991; Thornton & Ocasio, 

1999, 2008). Such logics are “socially constructed, historical pattern of material 

practices, assumptions, values, beliefs, and rules by which individuals produce and 

reproduce their material substance, organize time and space, and provide meaning 

to their social reality” (Thornton & Ocasio, 1999, p. 804). They shape the rational, 

mindful behavior, and actors of individual organizations who in turn have some 

hand in shaping and changing institutional logics (Thornton, 2004). They consist 

of both symbolic and material carriers. Symbolic carriers refer to the rules, norms, 

and belief systems embedded in an institutional logic, and material carriers refer 

to the routines, relationship systems, and artifacts that materialize and reproduce 

them (Scott, 2008). While the institutional logic approach shares some of the 

interests with other earlier institutional theorists concerning how cultural rules and 

cognitive structures shape the structures of organization (e.g. DiMaggio & Powell, 

1983; Meyer & Rowan, 1977). However, its attention move beyond isomorphism 

to the influence of distinguished institutional logics on individuals and 

organizations that covers a greater range of settings, such as markets and 

industries. Nevertheless, all the definitions and concepts about institutional effects 

mentioned above initiate from norms and rules, as well as other social and cultural 

influences that collectively can exert pressures on the behavior of individuals and 

firms.  
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  Specifically, the taken-for-granted norms emerge from both within the 

firm and from its external environment could induce social pressure to the firm to 

follow conventional practice. According to institutional theory, firms need to 

search for legitimacy from the external environment and so managers often mimic 

the practices of those whom they perceive to have legitimacy (DiMaggio & Powell, 

1983). On the other hand, once a practice is established within the firm, managers 

may become subject to the pressures arise from internal institutional environment 

especially when practices become so endure and socially accepted that 

consequently making it very difficult to change (Ginsberg, 1994). Institutional 

theory suggests that institutionalized activities are the result of interrelated 

processes at the inter-organizational, organizational, and individual levels. The 

decisions and behaviors of a firm are shaped by the institutional influences and 

pressures for social conformity. Pursuant to the perspective from institutional 

theory, this thesis argues that slack resources selection and utilization are 

influenced by the institutional context of resources decisions within and outside the 

firm. Regarding the institutional influence outside the firm, the pressures from the 

public and regulatory bodies as well as industry-wide norms and conventions 

define what is socially acceptable conduct of the firm in that environment. Besides, 

those social pressures that are commonly experienced by firms within the same 

sector will cause them to exhibit similar organizations and activities of that sector 

(DiMaggio and Powell, 1983). For the institutional influence within the firm, the 

shared belief systems, culture, and political processes together supporting the 

established means of managing and preserving the structures and behaviors that are 

institutionalized. Institutions could also exert influence at the individual level. The 

institutional influence arises from the norms, values, habits, and subconscious 
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conformity to traditions of the decision makers (Berger and Luckmann, 1967). In 

this regard, the motives of human behavior extend beyond economic optimization 

to social justification and social obligation (Zukin & DiMaggio, 1990). As pointed 

out by Oliver (1997, p.699) “unlike economic and strategic frameworks, which 

examine the extent to which firm behavior is rational and economically justified, 

institutional theorists emphasize the extent to which firm behavior is compliant, 

habitual, unreflective, and socially defined”. In gist, institutionalized activities are 

those behaviors that are likely to persist and resistant to change, they can be so 

taken for granted or subtly supported by the predominant sociocultural institutional 

elements that their endurance are not straightly dependent on rewards or monitoring 

for which rational choice frameworks can explain their persistence (Oliver, 1991, 

1992). As such, institutional theorists argue that a number of firm behaviors, 

including managing human resources and resources deployment, can be so 

institutionalized that often the decision-makers may not question the 

appropriateness or rationality of these activities. From the perspective of 

institutional theory, it may suggests that the institutional environment that firms 

confront would influence the strategic behaviors of firms such as how to use their 

slack (Peng, 2003; Peng & Heath, 1996), and would even affect the value of 

organizational slack (Guillen, 2000; Wright et al., 2005). Since the ‘rules of the 

game’ that are created by institutions (North, 1990) constrain or motivate certain 

actions by influencing their value or their cost (Dunning & Lundan, 2008), 

managers will scan the institutional environment to perceive and interpret the rules 

of the game. Pursuant to this perspective, conducting R&D would be particularly 

challenging in emerging economies where underdeveloped institution to support 

https://link.springer.com/article/10.1007/s10490-008-9101-8#CR31
https://link.springer.com/article/10.1007/s10490-008-9101-8#CR33
https://link.springer.com/article/10.1007/s10490-008-9101-8#CR12
https://link.springer.com/article/10.1007/s10490-008-9101-8#CR42
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R&D is common. The implications to the relationship between R&D HR slack and 

firm performance are elaborated in the next chapter where hypothesis are derived. 

 

2.7 Chapter Summary 

  In summary, what makes slack a continuous fascinating subject in both 

research and practice is that there are different and even opposite views about the 

role of slack. Previous studies are frequently concerned about whether slack is an 

indicator of inefficiency or a buffer, as well as a strategic tool for opportunities 

searching or even innovation. Nevertheless, despite the vast interest in slack, so far 

there appears to have no conclusive explanation concerning the seemingly 

contradicting findings about the relationship between slack and firm performance 

from previous researches. These equivocal findings indicate that further 

investigation with different perspectives and closer look on specific properties of 

slacks could be able to advance the research and practice concerning slack. In spite 

of the previous researches have not provided a one-size fits all conclusion on the 

long-standing arguments on whether slack enhance or impede firm performance. 

Nevertheless, they have generated valuable insights that open up a broader 

direction to the future study of slack. Specifically, the association between slack 

and firm performance likely varies and depending on the specific type and 

characteristics of excess resource in question that a given firm holds as well as the 

context in which this specific resource is being utilized. It is reasonable to 

anticipate that not all kinds of slack conform to the forgoing observations about 

their usage and therefore do not necessarily have the same kind of relationship with 

different firm performances. In other words, a study on more specific type of slack 

and its environmental context will be more fruitful. Following this direction, some 
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scholars (e.g. Mishina et al., 2004; Voss et al., 2008) have begun to distinguish 

different types of slack like human resource slack and financial slack in their 

studies. They had commonly revealed that slack resources have different properties 

and squarely differentiated the impact of financial slack on firm performance from 

that of HR slack. However, the limited empirical works involving HR slack 

generally studied it in a bundle and have not distinguished different functions in an 

organization that its employees are working and so the dissimilar types of skills and 

knowledge that these employees hold to meet the demand from their jobs. In other 

words, the functionality as well as the skill sets of human resources slack within a 

firm were being examined in a generic sense. Missing in these literatures is the 

recognition of the distinct functions that these human resources play within the firm 

and so does the corresponding HR slack. As not all employees within a firm are 

dedicated to routine job, they carried out different functions that required different 

skills and knowledge. As such, the fine grain understanding of the impact of HR 

slack on firm performance is yet to explore. Specifically, the type of HR slack that 

could contribute to competitive advantage assumes to have positive influence on 

firm performance such as those from the R&D function. In particular, with the 

increasingly globalized economy, innovation has been recognized as a significant 

source of competitive advantage (Hult et al., 2004). Further, given the equivocal 

research findings on the relationship between slack resources and firm performance, 

some scholars have recently started to take a contingent approach by focusing on 

factors that may moderate the link between slack and performance of firm (e.g. 

Bradley et al., 2011; Verbeke & Yuan, 2013). Notwithstanding the valuable 

insights provided by previous studies, however, they commonly overlook the 

institutional context to which the resources decisions are embedded. Applying both 
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the institutional and resource-based view will be beneficial in exploring means to 

optimize the valuable resources of firms while acknowledging the influences from 

the institutional context (Oliver, 1997). According to the institutional theory, 

institutions create the ‘rules of the game’ for a firm’s activities (North, 1990) and 

managers are expected to make strategic choices consistent with the institutional 

environment (Dunning & Lundan, 2012). The influence of the institutional 

environment is particular salient in emerging economies with predominantly 

underdeveloped institutions. Specifically, unlike the developed economies, the 

institutions in supporting R&D are typically underdeveloped in emerging 

economies. In this regard, under such conditions, the relationship between R&D 

HR slack and firm performance is even more ambiguous that require additional 

theoretical lens to study such relationship. Therefore, applying both RBV and 

institutional theory may be able to take a little step further in the study of the 

performance impact of slack that a firm holds. This study join the debates by 

providing a nuanced perspective in examining the slack-performance relationship 

that may provide insights in broadening and building research directions in slack.  
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Chapter 3 

Hypotheses Development 

 

3.1 Overview 

  As discussed in last chapter, the previous studies have provided insightful 

though diverse views on the relationship between slack resources and firm 

performances. One side of this debate typically argues that slack offers buffers to 

the technical core of a firm from the fluctuation of its internal and external 

environment and, thus, has a positive effect on firm performance (Cyert & March, 

1963; Pfeffer & Salancik, 1978; Thompson, 1967). The opposite side of the debate 

takes a skeptical view on slack by arguing that the so call need to have buffer may 

become an excuse used for accumulating excessive resources that breeds 

inefficiency as well as suboptimal behavior and eventually hindering performance 

(Fama, 1980; Jensen & Meckling, 1976). In spite of the previous studies, however, 

the debates remained inconclusive based on these two distinctive perspectives. In 

this regard, scholars begin to call for more conceptual and empirical probes rather 

than narrowly focusing on whether slack is good or bad in general (Tan & Peng, 

2003). Prior conflicting findings may stem from their lack of attention to the 

institutional context experiences by the firms in which slack resources are selected 

and utilized (Oliver, 1991; Vanacker et al., 2016). So far, studies in slack have 

predominantly adopted the theoretical perspective such as the resource-based view. 

Although this contemporary theory is a powerful tool in examining slack and could 

provide valuable insights on the performance effect of slack in a given firm. 

However, this perspective have overlooked the institutional environment within 

which the activities and decision makings of the firm are embedded (Oliver, 1997). 
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In particular, such environment includes the cultural, economic, legal, social and 

political institutions that together affecting managers’ decision with regard to the 

deployment and utilization of resources (North, 1990; Scott, 2014). These 

institutions are powerful in their influences on the strategic choices decided by 

managers and as a result affecting firm performance (Oliver, 1991). To this end, 

this thesis suggested that institutional theory has the latent qualities to bridge this 

lacuna in slack researches. By introducing the social and regulatory context that are 

influencing the value and behavior of firm, it is believed that this additional 

theoretical lens could push forward the insights searching process about the 

performance impact of slack. Especially in exploring the institutional constrains 

that may affect the optimization of slack and conditions that could enhance its 

performance impacts in light of the constrains experienced. According to 

institutional theory, institutional environment will significantly influence the 

strategic decision making of firm especially in emerging economies (Hitt, Ahlstrom, 

Dacin, Levitas & Svobodina, 2004; Peng, Wang & Jiang, 2008). Leveraging on the 

findings from previous studies and the perspective from the institutional theory, this 

study will add more colour to the slack literatures. In addition, previous studies 

largely carried out in developed countries, because institutions in the developed 

economies are different from the emerging economies, it is therefore important to 

take into the considerations of the institutional context in order to advance the study 

in slack-performance relations. Specifically, legal and social framework differ 

significantly across countries in the extent to which they protect intellectual 

property rights. Such variations placing different impacts on managers’ decision in 

engaging in R&D and using their R&D resources. Moreover, previous researches in 

slack have chosen different dimensions of firm performance like accounting 
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performance, market position, product exploration and exploitation, innovation and 

risk-taking (e.g. Singh, 1986; Nohria & Gulati, 1996; Voss et al., 2008; Tan & Peng, 

2003; Wan & Yiu, 2009). While there could be several aspects to display firm 

performance, scholars’ diversity in choosing indicators to assess firm performance 

may leads to contradictory results. The short-term profitability of a firm 

(accounting performance) and its market value (stock market performance) are two 

indicators used to reflect the operation condition and financial performance of an 

enterprise. As accounting performance is devoted to assess the short-term operation 

condition of a firm, it is not adequate if the study just considers accounting 

performance. Besides, a firm’s market value reflects the expectations from 

investors to some extent and is thus one manifesting form of firm’s long-term 

performance. This study therefore have taken both short-term performance and 

long-term performance into consideration. Moreover, in the knowledge-driven 

economic era, whether a firm can create and sustain its advantage in competition 

depends largely on its innovation ability. In this regard, based on previous studies 

and in view of the fact that R&D does not only exert influence on corporate 

financial performance, this study has also incorporated firm’s non-financial 

performance (i.e. innovation performance) to address the limitations in previous 

studies that predominantly focusing on financial performance as a measurement of 

firm performance. In particular, the independent variable in question is slack in 

R&D personnel; the innovation outcome is especially relevant. By doing so, the 

study can look into the performance influence of R&D HR slack in a deeper and 

more comprehensive way. Pursuant to the perspectives of the RBV, this thesis 

argued that R&D HR slack is a valuable idiosyncratic resource that could offer firm 

with sustainable competitive advantage and thus this thesis projected a positive 
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impact of R&D HR slack on firm performance. Although RBV providing valuable 

insights about the performance impact of R&D HR slack, however, it has 

overlooked the institutional context in which the resource decision is embedded. In 

addition to this baseline perspective, this thesis also apply the institutional theory to 

identify the constrain that may affect the value of R&D HR slack in emerging 

economies so as to explore conditions that could enhance its performance despite of 

the institutional constrains. Pursuant to the institutional perspectives, this thesis 

argued that the underdeveloped R&D institutions in emerging economies could 

exert negative influence on the utilization of R&D HR slack in which foreign 

ownership could bring in new institutions to strengthen the performance impact of 

R&D HR slack under the non-conducive R&D institutional context. 

 

3.2 The Resource-based View on the Relationship between R&D HR Slack 

and Firm Performance 

   Cohen and Levinthal (1989, 1990) suggested that there are two 

expressions of R&D: first, it can genuinely create novel knowledge; second, it can 

improve the ability of firm to integrate and exploit current knowledge from the 

environment outside. This ability provides the foundation for advancing research 

and development in future as well as to reproduce new practices or innovations. 

R&D thus includes gaining advantage over competitors with more creative and 

better products as well as more effective and efficient operations and productions. 

With the globalization of market, competition becomes more and more intense. 

Firms will need to continually revise and improve their products, operations, 

services and even the ways of utilizing their human resources in order to stay 

competitive. While firms invest in R&D to create new products, new process and 
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the like, studies have shown that investment in R&D activities has a significant 

and positive impact on firm performance (e.g. Lev & Sougiannis, 1996; 

Shortridge, 2004; Sougiannis, 1994; Sridhar, Narayanan & Srinivasan, 2014). 

Given the promising impact of R&D, it has been argued that slack can play an 

adaptive role and act as a facilitator of strategic behavior in organization such as 

fostering innovation and experimentation (Bourgeois, 1981). Slack resources 

could give firms more room to try out new strategies, like the introduction of new 

products or diversifications. Since engaging in R&D is inherently risky, slack 

resources providing the resource pool that can also increase the willingness of a 

firm to take risks and exploit opportunities (Bromiley, 1991; Greve, 2003; 

Steensma & Corley, 2001; Weinzimmer, 2000; Wiseman & Bromiley, 1996). 

Some other empirical studies also show that slack resources are positively 

correlated with innovation (Damanpour, 1987; Zajac, Golden & Shortell, 1991; 

Nohria & Gulati, 1996). As such, slack aided in alleviating queries on the 

legitimacy of experimentation. The availability of slack in R&D personnel – a 

specific kind of human resources that is dedicated for innovation and 

experimentation will therefore likely play a prominent role in innovation and thus 

contributing to firm performance positively.  

 

  Having positive R&D HR Slack is the stock of above industrial norm of 

human resources dedicated to the R&D function of a firm. In-house R&D activities 

generally are the key knowledge sources for a firm’s innovation. The firm may 

develop innovative product or process internally by relying on its own R&D human 

resources. While slack as a whole has been argued to have a positive impact on 

innovation productivity as they safeguard a firm from the risks and uncertainties 
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related to experimentation, as such, slack provides more discretion to manager in 

deciding whether to pursue new products or projects (Bourgeois, 1981; Nohria & 

Gullati, 1996; Singh, 1986). As human resources can be considered as the pool of 

human capital that are controlled by the organization, they are the skills, knowledge 

and experience inherent in the individual employee that support the functioning of 

the organization (Wright et al, 1994). Following this assertion, in a practical sense, 

HR slack could be the margin between employees’ knowledge, skills and abilities 

which they could use, and the knowledge, skill and abilities which they have not 

used. In other words, HR slack can have positive impact to a firm if it is utilized 

correctly and rationally. As mentioned earlier, human resources are not 

homogeneous in nature, they can be dedicated to achieve different sub-goals of the 

firm. Basically, they can be categorized into those for administration, sales and 

marketing, operations and productions, research and development, and for 

management and leading purposes. It has been argued that it is the heterogeneity in 

the knowledge-based resource and capabilities of firms that can explain their 

differences in performance (Penrose, 1959; Barney, 1991). From this perspective, 

given the increasingly globalized economy, the uncertainty, dynamism and 

volatility arise from the globalizing market have intensified the important role of 

technology and innovation in securing a firm’s competitive success. As a way to 

build organizational strength including innovation and hence competitive 

advantage, firms must continuously make every effort to improve their own 

technical skills and knowledge as well as technological capabilities in R&D. Those 

working in the R&D functions thus have an important and strategic role to play 

within the evolving competitive environment.  
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  According to the RBV, a sustainable competitive advantage exists only 

when other firms are incapable of replicating the benefits of a competitive 

advantage. In other words, a competitive advantage is not considered as sustainable 

until all efforts by competitors to duplicate the advantage have ceased. In order for a 

resource to offer competitive advantage and sustainable performance to a firm, it 

must fulfill four criteria: valuable, rare, non-imitable and non-substitutable. Firstly, 

a resource is consider valuable if it adds positive value to the firm. Resource 

provides value if it helps its firm in exploiting market opportunities or in reducing 

market threats. There is no advantage of possessing a resource if it does not add or 

enhance value of the firm. Secondly, a resource must be unique or rare among 

current and potential competitors. A resource that is also possesses by other firms in 

the market place cannot provide competitive advantage, as it cannot allow the firm 

to design and execute a unique business strategy in comparison with other 

competitors. Thirdly, the resource must be imperfect imitable. That means making 

copy or imitate that resource will not be feasible. Fourthly, a non-substitutable 

resource implies that the resource cannot be replaced by another alternative 

resource. Specifically, competitors cannot achieve same performance by replacing 

that resource with other alternative resources. In this regard, the RBV suggested 

that firm-level sustainable competitive advantage could be achieved from 

superiority of resource capabilities with reference to relevant rivals. Thus, a firm 

who possesses certain valuable resources that cannot be replicated or acquired 

easily by its competitors can gain sustainable competitive advantage in the market. 

Pursuant to the RBV, the focus of strategic management literature has been shifted 

from just emphasizing on external factors (such as industry position) as key sources 

of competitive advantage towards internal firm resources (Hoskisson, Hitt, Wan & 
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Yiu, 1999). Since RBV analyzes and interprets internal resources of the 

organizations that emphasizes resources and capabilities in formulating strategy to 

achieve sustainable competitive advantages. Thus, such rising recognition of 

internal resources as sources of competitive advantage has conveyed a legitimate 

support to the assertion that human resources are strategically important to the 

success of firm (Wright, Dunford & Snell, 2001). Human resource can be an 

important internal resource of a firm that could influence its strategic choices while 

competing in the external business environment. Such perspective would project a 

positive role of R&D HR slack on firm performance. For such kind of slack 

resource is unique, specialized, cannot be easily imitated, and difficult to be 

substituted; can provide a sustainable competitive advantage to a firm and therefore 

offer a promising performance. These resources become valuable when they allow 

a firm to activate strategies that enhance internal efficiency and effectiveness, 

while externally enable the firm to exploit market opportunities as well as to 

counterbalance latent threats. More specifically, human resources can be a 

potential source of sustainable competitive advantage if they possess the 

knowledge or skill that are valuable, not easily available, cannot be substitute by 

other means, and other firms will have difficulty to duplicate or imitate (Barney, 

1991). Clearly, not all human resources of a firm are having strategic value and 

hence, be a source of sustainable competitive advantage. In this regard, RBV has 

helped to put R&D HR (i.e. those supporting the innovation function) on the radar 

screen. RBV helps a firm to appreciate why human resources slack in R&D can be 

an important asset that can be used to improve business performance. As R&D 

personnel is relatively rare and cannot be easily imitated in the labour market due to 

the high expertise and cognitive ability level required. Other resources cannot 
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easily substitute this kind of human resources who possess specific skill and 

knowledge. Besides, the work of R&D personnel closely tie in with value creation 

of its firm through innovation that facilitate its firm to adapt to or even lead market 

change. Pursuant to the RBV, R&D HR slack can thus be conceived as a unique 

source of sustainable competitive advantages that offers high prospect in generating 

economic rents (Barney, 1991; Teece, Pisano & Shuen, 1997; Wernerfelt, 1984). 

As such, the existence of R&D HR slack may be able to contribute to the superior 

performance of a firm. Pursuant to this viewpoint, R&D HR with such rents 

generating potential may also be able to influence the perception of investors. In 

particular, in the knowledge driven economies nowadays, the existence of R&D 

HR slack may cause investors to speculate the increasing competitiveness and 

growing potential of the firm through more innovations. Consequently, investors in 

the stock market may have more incentive to inject premium to stock price for the 

future of the firm, and so following this line of thinking, it appears that R&D HR 

slack could be positively associated with the stock market performance of firm. In 

addition, advocates of slack contend that organizational slack plays an important 

role in facilitating innovation (Nohria & Gulati. 1995) as it offers firms with a 

safety margin to experiment with innovative projects and new strategies that most 

likely are not affordable when firm is in a resource-constrained environment (Cyert 

& March, 1963). In this regard, since R&D HR is mainly responsible for the 

innovation output of a given firm, the R&D HR slack will therefore be evenly more 

likely to have a positive relationship with the firm’s innovation performance. Taken 

together, this study proposed the following hypotheses: 

 

 



73 

 

Hypothesis 1 (H1) 

The innovation performance of a firm is positively associated with its R&D HR 

slack. 

 

Hypothesis 2 (H2) 

The accounting performance of a firm is positively associated with its R&D HR 

slack. 

 

Hypothesis 3 (H3) 

The stock market performance of a firm is positively associated with its R&D HR 

slack. 

 

 

  Despite of these, R&D may not be valued by all firms and R&D 

personnel may not be able to function effectively in an institutional environment 

that is not conductive to R&D. In particular, institutional voids are common in 

emerging economies that may affect the outcomes of a firm’s strategic choices as 

well as resource utilization in R&D and thus warrant for further investigations. 

Although RBV is a common and powerful tool in studying the strategic value of a 

resource that a firm hold, yet, it has its own limitations. As pointed out by Oliver 

(1997) that RBV just focuses on the characteristics of resources but overlooked the 

institutional context within which resources selection decisions are embedded. 

Further, scholars increasingly recognized that the institutions in emerging 

economies differ substantially from the developed economies and suggested that 

studies in emerging economies should also take institutional environment into 
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account (Peng, Wang & Jiang, 2008; Shinkle, Kriauciunas & Hundley, 2013). In 

particular, institutions to support R&D are commonly underdeveloped in 

emerging economies that could exert undue pressures on the optimal functioning 

of the R&D HR slack. It is therefore important to take a step further from the 

baseline hypothesis on the positive relationship of R&D HR slack on firm 

performance based on the RBV perspective. In this regard, this study has also 

applied the perspective from institutional theory to explore the possible 

institutional constrains that could impede the performance of R&D HR slack in 

order to introduce conditions that could strengthen the relationship of the R&D 

HR slack and firm performance in such unconducive context.  

   

3.3 Institutional View on R&D HR slack 

  Institutional theorists assert that normalized organizational behaviors 

are the product of ideas, values, and beliefs that originate in the institutional 

context. Institutions therefore denote constraints on the choices and actions that 

individuals collectively are anticipated to take, notwithstanding constrictions that 

are open to adjustment over time. These institutions produce the expectations on 

what constitute the appropriate behaviors of organization, and making these 

so-called appropriate behaviors look ordinary and enduring through rules, 

regulations and customs (Scott, 2014; Zucker, 1987). According to this 

perspective, no organizations can be immune from institutional environment in 

which they are embedded. In particular, institutional environment can exert strong 

influence on their activities and development, and in order to survive, they must 

fit into the institutional expectations and act in accordance to the prevailing rules 

and beliefs in the environment, even though these expectations may not have 
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much to do with the practical concepts of performance accomplishment 

(DiMaggio & Powell, 1983). Under certain conditions, these pressures may lead 

organizations to be ‘legitimated’ in order to survive in the market (Zucker, 1987). 

This institutional view emphasizes the dynamic interaction between institutions 

and organizations and considered organizational behavior and strategic choices as 

the outcomes of these interactions (Peng, 2002). In other words, institutional 

theory illustrates how organizations are reacting not merely to pressures arise from 

the market, but also to institutional pressures such as those from regulatory bodies 

of the governments and professions, the actions of leading organizations as well as 

the social norms. This perspective has been used to investigate how institutions 

affect firm’s decisions and performance (Peng, Wang & Jiang, 2008; Hoskisson, 

Wright, Filatotchev & Peng, 2013; Fuentelsaz, Garrido & Maicas, 2015) and thus 

offers an additional theoretical insights for this study. Since the strategic choices 

of firms are made within institutional constraints that could directly determine the 

formulation and implementation of firms’ strategy. In this regard, institutional 

theorists also acknowledge that managers may have rational interest but they can 

only go after their rational interests and make decisions within a given 

institutional framework (Friedland & Alford, 1991; Peng, 2003). Moreover, 

scholars in institutional theory have stressed that institutions include not only the 

mere formal rules, regulations and contracts enforcement, but also the less formal 

norms, business conventions as well as subconscious cognitive and ideational 

essentials that are rooted in culture and widely acknowledged in a society (North, 

1990; Scott, 2014). The formal and informal institutions form a compensatory 

infrastructure that advises firms of which strategic choices are appropriate and 

acceptable. Informal institutions can play a prominent role when formal ones are 
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vague or not functioning. As such, even for similar challenges, firms in different 

type of economies could react differently due to institutional differences. Further, 

specific institutional environment could provide firms with advantages in 

engaging in particular kinds of activities (Hsu, Wang & Wu, 2013). In gist, the 

institution theory stresses the intense effects of institutional environment and the 

interactions between institutions and organizations. As a result, the strategic 

choices of a firm and its performance outcomes can be regarded as the 

consequences of such interactions (Peng 2003). In emerging economies like China, 

the underdeveloped market mechanisms and institutions have a significant role to 

play in influencing the behaviors and decisions of firms operating therein (Guo, 

Xu & Jacobs, 2014; Sheng et al, 2013). In this regard, the institutional framework 

often defines the limits that firms are operating. Further, varied pressures arising 

from either external environment or internal organizational factors can exert 

influence on organizations including the types of resources that firms are 

encouraged to develop (Peng, 2003). Firms implementing different product 

innovation projects are subject to the context that are shaped by such institutional 

framework. As such, if innovation is not supported by the social institutions, firms 

may not develop appropriate resources or structure to support R&D. Thus, the 

institutional environment can be very influential to R&D initiatives. Firms can be 

motivated or discouraged to develop and launch new products through various 

institutional factors such as the presence or absence of effective government 

regulations as well as R&D policies directly related to product innovation activity. 

These will affect the decisions and accomplishment of long-term objectives. 

Accordingly, the institutional environment that firm is embedded would exert 
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influence on the strategic choice and behavior of the firm such as innovation 

including the accumulation and optimization of its R&D HR slack.  

 

  Pursuant to the discussions above, the three ‘pillars’ of 

institutionalization mechanisms as suggested by Scott (1995), i.e. regulative, 

normative, and cognitive institutions, could provide insightful perspective to 

understand some of the dynamics of R&D HR slack and firm performance in 

emerging economies like China. Firstly, the ‘regulative pillar’ such as intellectual 

property rights – or ‘coercive isomorphism’ according to Meyer and Rowan (1977) 

– seems relevant especially property rights infringement is a common concern in 

emerging economies. Secondly, it seems that the ‘normative pillar’ of the 

institutional environment may have an important role to play behind the 

long-established manufacturing firms that historically rely heavily on low cost and 

low technology production as the key competitive strategies while undermining 

R&D and innovation. Thirdly, similar to the inadequacy in regulative pressures in 

intellectual property right protection, ‘cognitive pillar’ of the institutional 

environment are more incline to imitation that discourage R&D and innovation. 

The influences from these three pillars are intertwining in emerging economies 

and are elaborated in more details below. With respect to regulative pillar, firms 

in developed countries often rely on legislation to protect their intellectual 

property rights. However, in emerging economies where the legal system often 

cannot adequately protect the interests of innovators, R&D may not be able to 

create sufficient value to achieve superior financial performance or sustainable 

competitive advantage (Ceccagnoli, 2009). Under such situation, it would be 

difficult to realize the full potential of their R&D investments. In this regard, the 



78 

 

motivation to innovate is likely low among firms in economies that do not respect 

or accord value on intellectual property right protection. Internal R&D personnel 

will therefore unlikely have adequate support to realize their values. Besides, 

while emerging economies are still undergoing transitional process, as such the 

institutional frameworks that are still developing cannot enforce strict sentences 

on competitive behaviors that appear not ethical. In gist, the underdeveloped legal 

system implies that protection of intellectual property right is a great challenge for 

firms engaging in R&D in emerging economies (von Krogh & Haefliger, 2007). 

This deficiency is conducive to dysfunctional competition behaviors (Li & 

Atuahene-Gima, 2001), that may wear down the expected return of a firm’s R&D 

effort and its innovation. In emerging economies such as China, institutional 

arrangements in supporting R&D is not yet sufficiently developed, such as lack of 

culture on innovation and intellectual property right protection, inadequate legal 

and regulatory conditions in financing innovative actives (Organisation for 

Economic Co-operation Development [OECD], 2008; Sinha, 2012; van Someren 

& van Someren-Wang, 2013). Despite amendments in patent law in China in 2000 

in an attempt to enhance the legal environment for patent holders, the enforcement 

mechanism that are needed to support it is far from effective, intellectual property 

right protection continues to be weak, and the rule of law is not yet well 

established (Hu & Jefferson, 2009). These deficiencies in R&D supportive 

institutional framework could limit the potentials and weaken the proper 

functioning of R&D HR slack.  

 

  Other than these formal institutions, as discussed earlier, the informal or 

social institutions that firms are experiencing could also exert influence on the 
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firms. These may resemble the normative and cognitive pillars of institutions 

(Scott, 2001). These institutions are the “rules or procedures that actors employ 

flexibly and reflexively to assure themselves and those around them that their 

behavior is reasonable” (DiMaggio & Powell, 1991, p.20). Since firms pursue 

their interests and make strategic choices within institutional constraints (Peng, 

2003), these institutions produce unwritten requirements that constitutes the 

appropriate and acceptable economic behavior of firms. The institutional theorists 

assert that human behavior extends beyond economic motives (Zukin & 

DiMaggio, 1990) and thus they focus on the behavior of firm that is compliant, 

habitual, unreflective, and socially defined. This is in contrast with scholars from 

the economic and strategic field who are interested in the extent to which the 

behavior of firm is economically rational and justifiable. As such, economic 

choices are confined not only by the economically rational limits like upholding 

optimization and efficiency but also by socially constructed limits like norms, 

habits, and customs. In this regard, conformity to social expectations contributes 

to the survival of a firm as well as success of a firm in the long-run (Baum and 

Oliver, 1991; DiMaggio & Powell, 1983; Oliver, 1991). In particular, there are 

incentives for being conformed as firms are rewarded for doing so through 

increased legitimacy, resources, and survival capabilities (Scott, 1987). Social 

institutions have thus provided an influential account for the values, beliefs and 

intents of individuals and firms as well as their behaviors and practices (Dacin, 

Goodstein, & Scott, 2002; Davis & Marquis, 2005; Lenox, 2006). From 

institutional perspectives, the institutions influencing interpretation of issues and 

social definitions of behaivors (Scott, 2014) and thus will affect the decisions and 

practices of firms. For example, if low-cost production is the prevailing practice 
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and belief as the key source of competitive advantage in a given economy, these 

established social institutions will direct the focus of individuals and firms to low 

cost production and downplay the significance of R&D and thus R&D personnel. 

According to OECD, the number of personnel engaged in R&D in China in the 

year 2014 was only 1.973 per 1,000 employed which was well below the OECD 

average of 8.051 and far behind her counterparts in Asia e.g. 13.495 in Korea and 

10.470 in Japan (OECD, 2017a). The gross domestic spending on R&D in China 

in the year 2015 was just 2.07% of GDP, which was well below the traditional 

developed countries like US (2.79%) and Germany (2.88%) and even far behind 

her counterparts in Asia like Japan (3.49%) and Korea (4.23%) [OECD, 2017b]. 

While the massive and long-term industrialization in China so far has developed 

the country into a ‘world factory’ but not led to innovation. Chinese firms 

although learned from foreign companies, but they often stopped at the capability 

of production and investment, seldom going further to the genuine innovation 

stage. Product innovation is often not the priorities. Firms in general still operate 

with a short-term view concerning more with controlling finance and short-term 

profits, neglecting long-term performance potentials that could be generated from 

enhancing technological and innovation capacity. In other words, even though 

China has become one of the world’s major manufacturing country nowadays, 

R&D supportive institutions is still yet to be developed especially in the 

long-established industries.  

 

  Other than the institutional pressures from the external environment that 

are influencing the behavior of individuals and their firms, institutional theorists are 

also interested in the institutional forces from firm’s internal environment that 
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preserve a practice once it is accepted (Powell, 1991). There are two particular 

internal institutional mechanism suggested by Oliver (1997) that could induce 

persistence, one is cognitive sunk cost and the other one is institutional isolation. 

Cognitive sunk costs refers to the psychosocial costs connected with altering the 

established practices that have become taken for granted (Powell, 1991). Oliver 

(1997) suggested that these cognitive sunk costs would exert influences on 

managers that prevent firms from altering their habits and routines, subsequently 

deter them from seeking or adopting changes. Cognitive sunk costs arise due to 

people in general feel obliged towards established and comfortable practices as 

well as the possible anxiety and uncertainty triggered by the alteration of practices 

that individuals are less familiar with (Oliver, 1997). Institutional isolating 

mechanism, on the other hand, refers to the hurdles to change arise from 

socio-cultural and political factors within the firm. An organization will refuse to 

acquire resources or develop practices that it sees as incompatible with the 

established norms (Oliver, 1997). Institutional isolating mechanism exists when 

firm choose to decline an economically beneficial resource or ability that could 

upkeep a competitive advantage because this resource or ability is unfit with the 

predominant norms and practices. These two internal institutional mechanisms are 

particular challenging to R&D personnel functioning in an institutional 

environment that emphasize on low-cost production as the prevailing norms and 

practices that do not apt to innovation or technological advancement.  

 

3.3.1 R&D HR Slack in Indigenous Firms 

  Pursuant to the perspectives of institutional theory as discussed above, 

the value of internal resources, strategic behaviors, and consequently the 
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performance of firms would be significantly influence by the institutional 

environment (Peng, 2003). In this regard, even though RBV has projected a 

positive outlook on R&D HR slack, its performance impact may be weaken under 

such institutional environment that is not apt to R&D. Besides, institutions reflect 

the culture, ideology and history of a nation, they generate the rules of the game 

that regulate business activities, reactions and adaption to the environment 

through formal and informal constraints (North, 1990; Scott, 2014). Under such 

strong institutional influences and constraints, those that conform to the rules are 

more likely to survive and prosper (Dacin, Oliver & Roy, 2007). In other words, a 

central tenet in institutional theory is that “organizations, concerned with survival 

and thus legitimacy, take on forms not necessarily because particular forms are 

technically appropriate but rather because they conform to socially accepted 

notions of what is appropriate” (Mizruchi & Fein, 1999, p.679). The institutions 

provide the “templates for organizing” (DiMaggio & Powell, 1991, p.27) that 

exert pressures for firms to take on similar organizational form. Consistently, 

Greenwood and Hinings (1996) suggested that the underlying thoughts and values 

of a given organization, that is an interpretive scheme (Bartunek, 1984; Ranson, 

Hinings, & Greenwood, 1980), provides the structure and system configurations 

of that organization. The emphasis on norms, values and beliefs as the foundation 

for the structure, system configurations and behavior of an organization is not 

exclusive to institutional theory. A parallel view from organizational ecology 

theory can be found who stresses the shaping effect of the founding institutional 

environment on the firms therein (Baum, & Oliver, 1996; Kogut & Zander, 2000). 

Specifically, to ensure the survival and growth of the newly founded firms, it 

would be safer for them to follow the prevailing strategies and practices that their 
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external environment are reinforcing (Kimberly, 1979). In this regard, the internal 

capabilities of a firm, continuous competitive pressure in the industry, and the 

founding conditions can also affect its organizational behavior, such as its 

innovation strategy (Amburgey & Rao, 1996; Hannan & Freeman, 1989). While 

the institutional theory introduces the notion of ‘isomorphism’ and conformity to 

the institutional pressures (DiMaggio & Powell, 1991) such that institutions 

connote ‘stability and persistence’ (Scott, 2001). Further, “the institutional 

environment is conceived of as the arena for ecological dynamics in that 

institutional forces prescribe institutional driven selection criteria via which 

organizations are created or dissolved” (Dacin, 1997, p.46). As suggested by 

Stinchcombe (1965), the pressures for the permanence of organizational 

characteristics are the result of two separate sets of influences, namely ‘imprinting 

forces’ and ‘traditionalizing forces’. ‘Imprinting forces’ are the conditions at the 

time of an organization’s founding that powerfully define initial characteristics 

and generate internal consensus around the early form of the organization as 

mentioned earlier. Whereas ‘traditionalizing forces’ are the events subsequent to 

founding that tend to preserve previously adopted organizational characteristics. 

Consistent with this line of argument, it may suggests that firms are imprinted 

with the socio-cultural, political, economic and even specific technical 

characteristics of the environment when they are founded. These features 

determine the appropriate organizational form in the imprinting process in terms 

of its ‘social structure’ (Johnson, 2007; Kriauciunas & Kale, 2006). In this regard, 

firms then create certain patterns for organizing activities during the founding 

period. Due to inertia and institutionalization (Hannan & Freeman, 1989), they 

further cultivate coherent structures to support and maintain the established 
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patterns (Boeker, 1989). Empirical studies have demonstrated that imprinting has 

long-lasting influences upon firms’ norms and operating practices as well as 

managerial behaviors and firm-level strategies (Baron, Hannan & Burton, 1999; 

Boeker, 1989). Some even found that imprinting affect firms’ innovative activities, 

for example, in the study by Dowell and Swaminathan (2006) on the American 

bicycle industry, they found that early entrants who have established a strong 

position in the industry are least likely to make the transition between generations 

of product configurations due to inertial forces. Thus, choices made in the early 

development of organizations serve to shape their subsequent characteristics and 

limited their abilities to change. This view suggests that the imprinted structures 

and practices established at a firm’s founding will restrain its ability to adapt to 

new environment. Guided by this line of thinking, it may suggest that a firm’s 

founding ownership will establish a crucial initial state that could have an 

imprinting effect on its subsequent innovation behavior and attitudes towards 

R&D. As a firm’s ownership structure is largely unchanged for a long period of 

time, the imprinting effect can persist to a certain extent (Baum, 1996). As such, 

one might expected that the behavior of indigenous firms founded in emerging 

economies would be subject to the imprinting effect of their own founding 

institutional environment. The influence of this imprint effect persists even 

beyond the time of founding and carry on to consequent stages of the firm. As the 

institutional theorists argued that the institutional environment defines the ‘rules 

of the game’ for the firms to function therein (North, 1990). While the level of 

government influences in the socialist environment are high in terms of economic 

exchange through controls and restrictions (Svejnar, 2002). Accordingly, firms in 

socialist economies will have to abide to the far-reaching rules and regulations 

https://www.sciencedirect.com/science/article/pii/S0040162516000317#bb0040


85 

 

imposed by the institutions of the government. Since government officials 

determined firms’ strategic choices and outcomes, as such, competitions among 

firms were not as intensive as the developed countries. Decisions are made based 

more on political favoritism and relationships rather than market competition 

(Peng, 2003; Shinkle & Kriauciunas, 2010). As such, there is not much concern 

on refining product or quality and subsequently constrained the aspirations for 

competitive performance (Shinkle & Kriauciunas, 2012). Indigenous firms in 

emerging economies are therefore subject of socialist imprint that affect their 

abilities to change their knowledge set effectively (Kriauciunas & Kale, 2006). 

The traditional practices may become core rigidities (Leonard-Barton, 1992) that 

inhibit subsequent development and growth of the firm. Since the unquestioning 

conformity to the practices that are entrenched in the tradition and culture would 

gradually turn into taken-for-granted such that these practices become 

indispensable core competencies of the firm typically due to their longevity rather 

than demonstrated superiority over time. Accordingly, taking the perspectives 

from institutional theory, actors within the institutional environment 

unconsciously accept the predominant template or logic that is taken for granted 

as appropriate way of doing things. In this regard, institutional theory devotes 

much attention to the characteristic of organizational inertia and the permanency 

of organizational arrangements instead of change (Tolbert & Zucker, 1983). Since 

institutions demonstrate unique properties that tend to transmitted across 

generations to be maintained and reproduced (Zucker, 1977) and are relatively 

resistant to change (Jepperson, 1991). Even though organizations continuously 

encountering change, however, according to the perspectives of institutional 

theory, the prevalent character of change is the persistent strengthening and 
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reproducing of prevailing templates for organizing (Greenwood & Hinings, 1996). 

This may then lead to the traditionalization of practices and organizing 

(Stinchcombe, 1965).   

 

  Following the above discussions, the indigenous that are accustom to 

low cost production tend to undermine the role of R&D. The role of R&D in these 

kind of firms are likely weak. Given the unconducive environment, the internal 

R&D personnel cannot easily exert significance influence to the firm as a whole 

beyond their core boundary. They can only function within their little 

constituency with weak support or interactions with other functions within the 

firm. In other words, they could still innovate but their effect is unlikely salient. 

Since institutions are also reflected in the material artifacts, routines, and 

relational systems surrounding actors in an organizational field (Friedland & 

Alford, 1991; Scott, 2008) and further the governance, reward systems, physical 

structure of buildings, relationships, routines, past contracts, and investments may 

all stimulate actors to reproduce institutionalized practices (Boeker, 1989; Gilbert, 

2005; Staw et al., 1981). Empirical studies have indicated that the innovation 

culture and climate in a given firm as well as the commitment of its senior 

management are critical success factors for new product innovation and 

development (Ernst, 2002; Cooper & Kleinschmidt, 1995). Given that R&D 

supportive institutional frameworks in emerging economies are not yet well 

developed, one cannot expected firms therein will have real commitment to or 

strong motives for R&D. The only strength of these kinds of indigenous firms is 

low cost production but with low quality and have not much value added to their 

products. In other words, it is arguable that indigenous firms, that are imprinted 
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within the forces arise from deficient R&D supportive institution that accustomed 

to the traditional low cost and low technology manufacturing strategy, may 

downplay the value of R&D. This may influence their practices and decisions on 

the utilization of available R&D human resources. Specifically, with a dominant 

low-cost strategy from founding, the traditional practices will likely gain more 

support and be perpetuated (Boeker, 1989). Since R&D resources are inconsistent 

with firm’s history and culture, as a result, R&D HR is only a very minor fraction 

of its total workforce compare with low cost production workers. In addition, due 

to the deficiency in R&D supportive institutions, even though a firm may 

strategically accumulate R&D HR slack, it may struggle to produce salient effect 

on firm performance not because such resource is lack of value but it does not 

match with prevailing norms and culture. In other words, in an emerging economy 

like China, though a positive relationship between R&D HR slack and firm’s 

performance is expected to be observed, but it can be less distinct within the 

context of deficient R&D supportive institutions especially in industry that are 

traditionally apt to low cost production.  

 

  The initially formed configurations, practices, and productions that are 

not in tune with R&D become institutionalized over time. Specifically, due to the 

deficient R&D supportive institutions, managers may not whole-heartedly 

facilitate R&D in their firms. Under such situation, it is more likely that the R&D 

function can only have weak relationship with other functions in the firm. Without 

effective cooperation, it would be difficult for R&D function to operationalize 

their value fully. As R&D is inconsistence with the established norms and values 

such that institutional templates that are not apt to R&D can hinder change in 
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accordance with the perspective from institutional theory. Besides, the corporate 

history and traditions could lead to cognitive sunk costs and institutional isolation, 

making it difficult for firm to alter the established norms and practices that 

ultimately yield to suboptimal resource choices at the expense of pursuing 

economically viable options in achieving sustainable competitive advantage 

(Oliver, 1997). Even though it may be economically rational to change the existing 

resources profile such as the introduction of R&D HR slack, the firm may 

experience great barrier to change because the deep-rooted habits and routines are 

very hard to be altered. In addition, resistance to change will also occur as new and 

less conversant practices resulted from change would trigger anxiety or insecurity. 

In particular, innovation or technology advancement may imply skill replacement 

or job lost. Besides, changing long established traditional practices may be against 

the prevailing norms and values and considered not justifiable in social sense, in 

particular low cost production has been perceived as a key competitive advantage 

and working well all along. The existence of cognitive sunk costs may hinder 

managers’ motivations to reevaluate their resource decisions and associated 

practices relating to R&D. For the long-established industries that are apt to low 

cost production, they generally leverage on cost advantage to maintain profitable. 

In addition, the effort by R&D could be quickly eroded away within an institutional 

environment where intellectual property right protection is weak and a culture of 

imitation rather than innovation is common. For firms that running in such 

institutional environment, regardless of their R&D capacity or their performance 

in R&D, individual firms may perform equally well if they can control their costs 

effectively. This history- or path-dependent resource decision are entrenched in 

the norms and culture of firms that develop their value as time passes by (Olive, 
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1997). In this regard, the institutionalized competencies, such as cost advantage in 

production, that are embedded in history will make it more likely to be continued 

unchallenged. Following this line of thinking, firms that subject to such 

institutional pressures are likely to conform to the low cost production strategy 

without paying much attention to R&D. Even though the competitive landscape is 

changing, the longstanding core competencies in low cost production tend to 

develop taken for granted assumption of their superiority due to their endurance 

rather than their rationally justified economic value under a diversity of 

competitive circumstances (Oliver, 1997). Although R&D may offer firm with 

first-mover advantage through their innovation (Lieberman & Montgomery, 1988, 

1998), the downplaying of R&D may seems against the economic rationality as 

assumes by strategic scholars such as those from RBV. However, according to 

institutional theorists, managers usually make non-rational choices bounded by 

social judgement, traditions and habits. In other words, the normative rationality 

(Oliver, 1997) would lead managers to pay more attention to low cost production 

rather than R&D. This is in oppose to economic rationality that seek to produce 

economic rents and a sustainable competitive advantage (Peteraf, 1993; Barney, 

1991) through innovation. Given the normative rationality on resource decisions 

are “value-laden choices” (Oliver, 1997, p.702) that are bounded by the history of 

a firm as well as the social context of decision-making. In this regards, resource 

decisions from an institutional perspective are susceptible to economic 

sub-optimization because they are derived in the context of corporate norms and 

traditions, and these norms and traditions can bound managers’ disposition to 

appropriate resources for R&D or to revise their existing resource portfolios to 

support R&D function. As suggested by Ginsberg (1994, p.158), “strong 
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institutional pressures abide in the evaluation of current resource allocations and in 

hindering acceptance of resource deployments”.  

 

  Taken together, the RBV perspective has portrayed the strategic value 

of R&D HR slack and a positive performance impact on its firm. To bridge the 

limitation of RBV, this study has took a step further by applying the institutional 

theory to examine the institutional context in which R&D HR slack is operating. 

Applying the institutional perspective has revealed the challenges to R&D in 

emerging economies where R&D supportive institutions are still underdeveloped. 

Within such context, the R&D HR slack performance impact may not be salient. 

In this regard, from the institutional perspective, in order to strengthen the 

performance impact of R&D HR slack within such institutional context, a new 

institution to support R&D is necessary. However, to change such institutional 

context by the indigenous firms alone is difficult. Since “the concept of institution 

connotes stability and persistence” (Scott, 2001, p.109). Despite of this, as 

asserted by Oliver (1992, p.575) that “new members with backgrounds and 

experiences that differ from existing members bring different interpretive 

frameworks and social definitions of behavior to the organization that act to 

diminish consensus and unquestioning adherence to taken-for-granted practices”. 

Pursuant to this perspective, foreign owners with background and experiences in 

innovation from the developed countries that are more advanced then the 

indigenous firms may be able to weaken the existing norms and practice that are not 

conducive to R&D. As suggested by Rao (1994, p.41) “institutional analysis can 

demonstrate how skillful cultural operatives or influential third parties validate 

and justify the development of new capabilities”. The next session will elaborated 
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the moderating role of foreign ownership on the R&D HR slack and firm 

performance relationship. 

 

3.4 Moderating Role of Foreign Ownership 

  As discussed in previous section, institutional theory emphasizes the 

influence of institutional environment on the behaviors and strategies of firms. 

Institutions exert both formal constrains like rules and regulations, and informal 

constraints like social and cultural norms; that regulate economic activities (North, 

1990). Since the institutional environments in the emerging economies are different 

from that of the developed countries, it has been suggested that it would be more 

fruitful to incorporate the institutional perspectives when studying business 

strategy and organization behavior in emerging economies (e.g. Peng, Wang & 

Jiang, 2008). Relative to the developed countries that have well established 

institutions, a special challenge to firms operating in the emerging economies is the 

existence of ‘institutional void’ in which specific intermediaries that usually 

supporting firms in developed economies are absent (Khanna & Palepu, 2000). 

Such institutional void though is a challenge but also an opportunity for those firms 

that have the essential resources and competences to fill this gap. As a strategic 

response to fill the deficiency in R&D supportive institutions, indigenous firms can 

leverage on foreign ownership to enable the internal key resources for innovation 

and to mitigate the negative effect from the institutional logic that are not 

conductive to R&D. As observed by Kriauciunas and Kale (2006) that high level of 

socialist imprint has adversely affected the abilities of firms to adjust their sets of 

knowledge successfully. They suggested that acquisition of new knowledge from 

nonsocialist economies abroad could have positive influence on these local firms to 



92 

 

change their knowledge set successfully. Following this idea, it may suggested that 

foreign ownership could possibly be an enabler for indigenous firms engaging in 

R&D to enhance their innovation performance. The incoming of foreign owners 

could assist the indigenous firms to optimize their internal R&D resources in order 

to enhance their effective output and impact on firm performance. To study the 

moderating role of foreign ownership on the R&D HR slack-firm performance 

relationship in China, it is necessary to point out that traditional ownerships 

before China’s economic reform in 1979 had few positive effects on firms’ 

performance in R&D. In particular, R&D activities were limited through central 

planning. In the absence of competition in those days, there was no incentive to 

develop new products or differential products. In particular, firms in China’s 

long-established manufacturing industries mainly adopted a low-cost and 

labor-intensive production strategy in the past. Consistently, these indigenous 

firms that are accustomed to this strategy have thus developed organizational 

institutions that support low cost and labor intensive production. For instance, the 

culture in these firms will likely favor inexpensive and low-tech production only, 

and managements of these firms will likely pay little attention to R&D activities 

because such kind of activities might increase operation costs and negatively 

affect profitability. The entry of foreign ownership since 1979 has helped to 

change the organizational institutions in Chinese indigenous manufacturing firms. 

To outperform the indigenous Chinese manufacturing firms, firms with foreign 

ownership often have to rely on their advanced technology so that they can 

achieve their own competitive edges. As a result, the higher the level of foreign 

ownership in a given Chinese firm in the long-established industry, the more 

likely that this firm should compete on technology or novel product rather than 
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purely compete on low costs. This strategic change may force the Chinese 

manufacturing firms to integrate organizational institutions from the advanced 

industrial countries. In other words, with the entry of foreign ownership, the 

indigenous Chinese firms are more likely to pay attention to R&D, which in turn 

may improve firm performance. Although for indigenous firms to engage in R&D 

seems contradicting to the established institutional environment, however, since 

foreign ownership are conceived of having more advanced technology and 

knowledge, thus engaging in R&D with the presence of foreign ownership 

appears legitimate. Given this change and development among Chinese firms in 

the long-established industries, it should be of interests to study how foreign 

ownership may moderate the relationship between R&D HR slack on various 

performances of firm. In particular, this study focus on foreign ownership by 

arguing that foreign ownership can bring in new institutional elements and improve 

performance of indigenous firms. Foreign ownership refers to the number of 

company shares held by foreign investors (Chen, Lin, Lin, & Hsiao, 2016; Choi, 

Lee & Williams, 2011) that reflects the extent to which foreign owners can actively 

influencing the business. Foreign owners can be seen as resource-rich outside 

shareholders that can help indigenous firms in emerging economies to enhance 

their performance by bringing the essential resources for innovative activities (Choi 

et al., 2012).  

 

  Moreover, given the equivocal research findings on the relationship 

between slack resources and firm performance, scholars have recently started to 

take a contingent approach by focusing on factors that moderate the relationship 

between slack and performance of firm (e.g. George, 2005; Lecuona & Reitzig, 
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2014; Verbeke & Yuan, 2013). This thesis has specifically looked into the 

moderating role of foreign ownership on the R&D HR slack-performance 

relationship. In particular, current knowledge on such moderating role in emerging 

economies is very limited. As discussed above, deficiency in institutions to support 

R&D in emerging economies is particular challenging to the indigenous firms 

holding R&D HR slack. Following the perspective of institutional theory, 

institutional pressures force organizations to adopt similar practices or structures to 

gain legitimacy and support (DiMaggio & Powell, 1983). In this context 

institutions have been variously defined as “socially constructed, 

routine-reproduced programs or rule systems” (Jepperson, 1991, p.149) and 

“supra-organizational patterns of human activity by which individuals and 

organizations produce and reproduce their material substance and organize time 

and space” (Friedland & Alford, 1991, p.243). Clemens and Cook (1999) argue that 

an appreciation of the multiplicity and heterogeneity of institutions is essential for 

understanding the processes that disrupt the reproduction of seemingly stable and 

durable institutions. As Scott (2001, p.184) suggested that “the weakening and 

disappearance of one set of beliefs and practices is likely to be associated with the 

arrival of new beliefs and practices”. This study proposed that foreign ownership 

could bring in a new beliefs and practices in innovation that could assist the 

indigenous firms in decoupling them from the prevailing institutions. Specially, 

under conditions of competing foreign and local institutional logics, firms may 

symbolically approve practices suggested by one logic while essentially instigating 

practices promoted by another logic - often one that is more affiliated with the goals 

of the firm. In other terms, it refers to instances in which “organizations conform 

closely to the meanings and categories ritually defined by the environment, but do 
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not attempt seriously to implement them at the operational level” (Scott, 2003, p. 

279). The incoming of foreign ownership with different institutional logic may 

have brought legitimacy to change the out dated but seemingly taken-for-granted 

belief that indigenous firm itself may be illegitimate to challenge on its own. Firm 

thus creates and maintains gaps between actual organizational behavior and 

symbolically adopted policies (Tilcsik, 2010). This new institutional arrangement, 

that is the incoming of foreign ownership to the indigenous firm, may strengthen 

the effect of R&D HR slack on performance of firm. As different types of 

ownership have different institutional background and constraints, they have 

dissimilar institutional advantages and disadvantages based on different resource 

decision behavior. Following this view, one way for indigenous firm to address the 

deficiency in R&D supportive institutions is to get connected with foreign owners 

that have richer experiences and resources in innovation. In addition, foreign 

owners that are market-founded are expected to have a competitive market 

mind-set (Makhija & Stewart, 2002) that the indigenous firms are lacking of. Such 

competitive market mind-set is an important driving force for R&D and innovation. 

With the competition arises from market globalization growing apace, innovation 

has become a dominant source of sustainable competitive advantage and business 

success (Hult et al., 2004) as well as a keystone of sustainable development (Doz et 

al., 2001). This is particularly true in emerging economies, as emerging economies 

are developing rapidly which required scholars to take note on innovation activities 

in those markets (Kothari et al., 2013). Since globalization of markets brings both 

opportunities and pressures to indigenous firms in emerging economies. Innovation 

become an imperative for long-term survival. Innovation is a complex endeavor 

that requires firms to possess valuable and specific resources as well as the ability 
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to utilize those resources effectively. As previous section points out, the 

effectiveness of innovation strategies depends on a firm’s internal resources as well 

as the institutional context that it is situated. In particular, much attention has been 

paid to the impact of institutional variables on a firm’s strategy (Peng, Tan, & Tong, 

2004). Given institutional void inducing high uncertainties and challenges to R&D 

activities, it is arguably that indigenous firms in emerging economies need an extra 

mechanism to assist them to lessen these challenges in order to enhance their 

innovation capabilities and accomplishments. This is particularly the case given the 

institutional environment in emerging economies is much different from that of the 

developed economies. While a number of studies have identified ownership type as 

an indicator of an institutional and contextual constraints and resources (e.g. Ju & 

Zhao, 2009; Li, Chau, & Lai, 2010; Peng, Tan & Tong, 2004; Tan, 2002) and as an 

instrumental determinant of firm performance (e.g. Zhou, Gao & Zhao, 2017; 

Douma, Geroge & Kabir, 2006). Further, a number of studies have linked 

ownership with firms’ R&D which suggested that ownership structure are essential 

to deepen the understanding of R&D intensity and innovation performance in both 

developed and emerging economies (e.g. Chen, Li, Shapiro, & Zhang, 2014; Choi, 

Park & Hong, 2012; Jiang, Waller & Cai, 2013; Lee, & O'neill, 2003). In addition, 

Kim, Kim and Lee (2008) argued that the underlying debates on slack is the 

inherent supposition that ownership structures are similar in all firms or that the 

preferences in allocating organizational slack among different types of 

shareholders are the same. Their study have demonstrated that this simple 

assumption is not the case in reality and suggested that incorporating ownership in 

future study is essential in extending the study on the performance effects of slack. 

It has been suggested that ownership type has a moderate effect on the 
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configurations of strategy (Tan, 2002). Besides, different type of ownership could 

affect managers in evaluating the forces in the external environment and on 

strategic orientations of the firms as well as their abilities to adapt to uncertainties 

and changes in the environment (Gedajlovic, 1993). While previous studies on 

slack resources predominantly conducted in developed economies that 

conventionally has paid little attention to ownership issues. Given that private 

ownerships are typical in these economies, it is thus not surprising that previous 

studies had not given much attention to the issues of ownership. However, as the 

business attention and strategic focus on emerging economies are increasing 

(Hoskisson et al., 2000), the issues of ownership have thus emerged. In this regard, 

it seems reasonable to suggest ownership as a variable in strategic management 

research and organizational studies in emerging economies (Peng, Tan & Tong, 

2004).  

 

  While engaging in R&D is a particular challenge in emerging economies 

because of inadequate external institutions in supporting R&D, there are 

considerable attentions focusing on the ways in which firms in emerging economies 

can acquire and assemble the knowledge and resources required for innovation. The 

effectiveness of innovation strategies often reply on the environmental situation of 

a firm as well as its internal resources (Park, Chen & Gallagher, 2002). As 

mentioned earlier, emerging economies are typically associated with market 

failures, highly bureaucratic and ineffective legal-political governance as well as 

weak property-rights protection regimes. Such underdeveloped external institutions, 

coupling with the established norms, value and culture on low cost production as 

well as imitation, impose particular challenges for indigenous firms seeking to 

http://onlinelibrary.wiley.com/doi/10.1111/j.1467-6486.2004.00468.x/full#b77
http://onlinelibrary.wiley.com/doi/10.1111/j.1467-6486.2004.00468.x/full#b29
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innovate through their in-house R&D resources. Given the existence of these voids 

that inflict particular pressures on the R&D HR slack and firm performance 

relationship, this study thus examine if this important factor, foreign ownership, can 

both respond to and mitigate the negative consequences of inadequate institutions 

in supporting firms’ internal R&D resources and performance outcome. In addition, 

according to the resource-based view (RBV), the competitive advantage of a firm is 

based on the possession of tangible and intangible resources, which are hard or 

expensive for other firms to acquire. In order for the firm to achieve sustainable 

competitive advantage, these resources must be valuable, rare, inimitable, and 

un-substitutable (Barney, 1991). RBV suggested that long-lasting variances in the 

profitability of firms could not be explained by the differences in industrial 

conditions (Peteraf, 1993). It can be argued that among various ownership 

categories, considerable resource heterogeneity exists. Such kind of resources can 

be both tangible and intangible. For firms in emerging economies, these variances 

can be caused by ownership being either indigenous or foreign. Due to the 

heterogeneity in resource endowments and organizational capabilities, the 

performance impacts of these owners are expected to differ. As discussed earlier, 

innovation is costly, risky, and path dependent in which failure rate of new product 

innovation and development is high (Ernst, 2002). This may provide legitimate 

justification for firms in emerging economies to acquire foreign technology and 

knowledge to support their R&D through foreign owners. From the perspective of 

institutional theory, ownership type could be considered as a strategic variable 

moderating the relationship between strategies and performance (Gedajlovic, 1993; 

Ju & Zhao, 2009; Peng et al., 2004, Tan, 2002). As asserted by Oliver (1992, p.575) 

that “new members with backgrounds and experiences that differ from existing 
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members bring different interpretive frameworks and social definitions of behavior 

to the organization that act to diminish consensus and unquestioning adherence to 

taken-for-granted practices”. Pursuant to this perspective, foreign owners with 

background and experiences in innovation from the developed countries that are 

more advanced then the indigenous firms may be able to weaken the existing norms 

and practice that are not conducive to R&D. In this regard, institutional change of 

the indigenous firms may be plausible through the social pressures associated with 

the existence of heterogeneously divergent or discordant beliefs and practices 

resulted from the incoming of foreign ownership and thereby altering the social 

expectations that might hinder the continuation of existing attitude towards R&D 

(Oliver, 1992; Scott, 2001). In spite of these, it remains unclear if firm ownership, 

an important boundary condition, may influence the relationship between R&D HR 

slack and firm performances in emerging economies like China. Specifically, 

whether such relationship is contingent upon foreign ownership with different 

institutional logics as against the indigenous firms. With the expectation to ‘trade 

market for technology’, many emerging economies tried to attract foreign direct 

investment using various financial and fiscal incentive schemes. However, foreign 

technologies and practices developed in the west may not be appropriate or 

compatible to the economic and social conditions of emerging economies. The 

moderating role of foreign ownership on the relationship between R&D HR slack 

and firm performance in emerging economy warrant investigation.  

 

  Undoubtedly, there are many positive potentials associated with 

innovation, however engaging in innovation is also associated with great 

uncertainties, risk and cost (Fu, Pietrobelli & Soete, 2011). In this regard, 

https://www-sciencedirect-com.lib-ezproxy.hkbu.edu.hk/science/article/pii/S1075425314000337#bb0180
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investment in R&D is particularly highly precarious, especially in emerging 

economies where R&D supportive institutional is still underdeveloped. In 

emerging economies, firms unavoidably have reservations to invest in R&D as 

markets have embedded with high uncertainties and feeble institutions. Since 

innovation needs a combination of resources, ideas, and technologies from various 

sources. In addition to internal R&D resources, firm could obtain knowledge 

sources external to the firm in order to enhance its innovation capability as well as 

its impact. A significant amount of literature suggested that innovativeness is 

fostered by interactions with external sources of knowledge due to the interactive 

characteristic of innovation process (Powell & Grodal, 2005; Ren, Eisingerich & 

Tsai, 2015). In particular, establishing interactions with others can be a valuable 

means to enhance innovation as knowledge links allows firms to access to novel 

ideas more easier (Lasagni, 2012). Compare with developed countries, emerging 

economies in general have inadequate external institutions in supporting R&D and 

weak property-rights protection regimes. Under such conditions, indigenous firms 

cannot gain the resources necessary for innovation easily especially tacit 

knowledge, such as technological and managerial knowledge. Within an 

institutional environment that is not conducive to R&D, the local R&D activities 

are often discouraged and related human resources are under-utilized (Maskus, 

2000). Since foreign firms often have critical resources for innovation activities 

(Teece, 1986), which include both codified technological knowledge and, more 

importantly, tacit knowledge embodied in their global networks and experiences 

(Chen et al., 2014; Hitt, Hoskisson, & Kim, 1997). These may assist the indigenous 

firms to better optimize their R&D resources capability. Specifically, technological 

assets that foreign firms possess such as patents, inventions and scientific research 
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reports of product development, the ability to source technological inputs in a 

global market (Teece, 1986), and the tacit knowledge that encompasses familiarity 

with global trends in new products and services (Hitt et al, 1997). In this regard, it is 

believed that foreign ownership could brought technological knowhow, tacit 

knowledge in R&D, new western management concept into indigenous firms that 

could skill up the in-house R&D capability of the indigenous firms and improve the 

competitive advantage and thus their firm performances. 

 

  From the point of view of emerging economies, foreign owners that often 

have codified technical knowledge and tacit knowledge, such as advanced 

managerial expertise as well as global networks, are critical for innovation 

activities of their indigenous firms. On the other hand, foreign owners that focus on 

overseas market will especially likely invest in areas relates to their core business 

and so will prioritize their strategic interest of the domestic firm accordingly (Choi 

et al., 2012; Douma, George, & Kabir, 2006). In order to achieve competitive 

advantage in the overseas market, the foreign owners will require more advanced 

technology capabilities than other firms in host economies (Chang, 1995; Choi et 

al., 2011). Foreign owners that possess alternative mechanism in guarding their 

intellectual properties will find it appealing to conduct R&D in low-cost countries 

where innovative talents are underutilized (Zhao, 2006). In this regard, holding an 

ownership stake in an indigenous firm would motivate foreign owners to provide 

specific technological and managerial resources and help the indigenous firm to 

strengthen its R&D efforts (Choi et al., 2011). Besides, by taking advantage of their 

ownership stakes, foreign owners are also able to influence the indigenous firms to 

inject more resources in technology development activities (Chang, Chung, & 
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Mahmood, 2006). In addition, indigenous firm invested by foreign owners can take 

advantage of the overseas relational resources and networks of the foreign owners 

(Douma et al., 2006). This will facilitate the indigenous firm to cooperate with and 

exploit knowledge from other firms in producing new knowledge and strengthening 

its innovative capability (Atuahene-Gima, 2005). Consequently, the R&D practice 

of the indigenous firm could be advanced that could facilitate it to attain superior 

innovation performance. In this vein, foreign ownership not only can facilitate the 

indigenous firms to obtain the required technological and managerial resources 

from foreign owners, but also can make good use of their relational resources to 

enhance coalition with other firms in developing new products and eventually 

enhancing firm performance. 

 

  As discussed earlier, the normative rationality may breed cognitive sunk 

costs and taken-for-granted conformity to established traditions in the indigenous 

firms. These imposed constraints and impede resource decisions in R&D, 

incapacitate the R&D functions, and consequently weaken the effect of R&D HR 

slack on firm’s financial outcome. As noted earlier, capabilities and resources that 

are developed and sustained over time may become taken-for-granted and therefore 

very hard to change. When firms following the established traditional practices for 

a substantial period, these practices tend to become legitimate and taken for granted 

such that their validity are not questioned even the conditions in external 

environment are changing. It is expected that such institutional constraints could be 

changed with the incoming of foreign ownership with different sets of background 

and traditions. Any inclination to change for R&D may thus be perceived as 

relatively more legitimate with foreign ownership who are embedded with advance 
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knowledge and skills. In this regard, from the institutional theory perspective, 

foreign ownership may bring in some beneficial institutional elements, which can 

result in a new institutional environment in the long-established manufacturing 

firms that are not accustom to R&D. Foreign owners provide indigenous firms 

with advanced technical and managerial knowledge and resources beyond mere 

financial contributions. The foreign owners could provide valuable models for 

indigenous firm to develop its technological and innovation capabilities. Further, 

the foreign owners may encourage the innovation activities of indigenous firms by 

transferring advanced technological and managerial resources and facilitating 

them to enhance the impact of their R&D. Besides, by using their ownership 

shares as advantage, foreign owners will encourage indigenous firms to invest 

more in technology development. In this vein, firms with a higher proportion of 

foreign ownership may be in a more favorable position to access more advanced 

foreign innovation resources. With this new institutional environment, an 

indigenous manufacturing firm may pay more attention to R&D and improve firm 

performance. In other words, with a low-cost and labor-intensive strategy, 

indigenous firms often paid little attention to R&D and focused on making 

low-cost and low-tech products. With the entry of overseas investment, Chinese 

firms with foreign ownership are likely to increase their commitments in R&D, 

and R&D HR may therefore become a piece of important and valuable human 

resource that helps to improve the performance of the Chinese firms. A study by 

Barros (2015) in Brazil indicated that despite the weakness of the patent system, 

firms engaged in innovation-oriented collaborations are more likely to patent than 

are firms not involved in collaboration. In this regard, indigenous firms can 

cooperate better with their overseas investors and digest their imported technology 
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and knowledge. In other words, with R&D supportive institutions establishing in 

these firms as a result of foreign ownership, one should be more likely to see a 

positive R&D HR slack-performance relationship. Given that the imprinting 

effects of previous socialist institutional and market environment experienced by 

firms that hindering their abilities to alter their operating knowledge as well as their 

R&D capabilities. Indigenous firms in trying to overcome their limitations and 

acquiring new knowledge from remote sources abroad (mainly developed countries 

situated in non-socialist economies) are then more capable in adjusting their 

knowledge sets to handle the changing demands of the emerging market-oriented 

economy (Kriauciunas & Kale, 2006). On the other hand, foreign shareholders may 

strategically use their ownership stakes as a route to enforce their strategic benefits 

in emerging economies, for instance, entering new markets, access to 

location-specific resources and low-cost production facilities. The foreign 

affiliation of these strategic-foreign shareholders could also give indigenous firms 

relatively easy access to superior technical, managerial, and financial resources. 

Therefore, this study projected that foreign ownership should exert a positive 

impact on the utilization of in-house R&D resources and strengthen the R&D HR 

slack-performance relationship in terms of innovation and financial performance. 

In this regard, a positive moderating effect of foreign ownership is hypothesized as 

follows: 

 

Hypothesis 4 (H4) 

Foreign ownership moderates the relationship between R&D HR slack and a 

firm’s innovation performance so that a positive relationship between R&D HR 
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slack and firm performance relationship is more likely to be observed with a 

high-level foreign ownership. 

 

Hypothesis 5 (H5) 

Foreign ownership moderates the relationship between R&D HR slack and a 

firm’s accounting performance so that a positive relationship between R&D HR 

slack and firm performance is more likely to be observed with a high-level foreign 

ownership.  

 

Hypothesis 6 (H6) 

Foreign ownership moderates the relationship between R&D HR slack and a 

firm’s stock-market performance so that a positive relationship between R&D HR 

slack and firm performance is more likely to be observed with a high-level foreign 

ownership. 

 

3.5 Chapter Summary 

  Previous studies on slack have implicitly assumed that firm behavior is 

rational and economically justified by adopting theoretical perspectives that 

overlook the institutional context within which resources selection decisions are 

embedded and how this context might affect the utilization of slack resource in the 

firm. The importance of institutions has been increasingly acknowledged in recent 

studies that suggested both formal and informal institutions could have capacities to 

facilitate and constrain firm behavior (Peng et al., 2008). Notwithstanding the 

valuable insights drawn from previous studies in slack, this study have taken both 

the institutional and resource-based views to establish several hypothesis 
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concerning the relationship between R&D HR slack and performance of firm in an 

emerging economy. While holding firm-specific HR slack can help firms to 

control more unique and difficult-to-copy technological resource, which allows 

the firms to meet unexpected technology demands and external competition on 

new technology. As such, R&D HR slack is arguably an important type of 

idiosyncratic resources that could enable sustainable firm difference by generating 

above-normal firm performance in terms of innovation and financial performance. 

According to the RBV of strategic management, it is the rational identification 

and use of resources that are valuable, rare, difficult to copy, and 

non-substitutable which lead to enduring firm heterogeneity and superior 

performance (Barney, 1991). In this regard, it appears that the RBV offers a 

theoretical foundation in supporting a positive R&D HR slack-firm performance 

relationship. However, it has been argued that the RBV just focuses on the 

characteristics of resources and the strategic market but overlooked the 

institutional context within which resources selection decisions are embedded 

(Oliver, 1997). Researches in institutional theory have paid attentions to respond of 

actors to the institutional pressures from both the external and internal institutional 

environment that creating and preserving practice as well as hindering change 

(Powell, 1991). Institutional theory suggests that firms are operating within 

institutional framework comprising norms, values, and taken-for-granted 

expectations about what constitute suitable or conventional economic behavior. 

From the institutional perspective, the motives of human behavior extend beyond 

economic optimization to social justification (Zukin & DiMaggio, 1990) and 

conformity to social expectation contributes to organizational success and survival 

(DiMaggio & Powell, 1983). Institutional forces have exerted powerful influence at 
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individual, firm and interfirm level that hinder change (Oliver, 1997). This 

theoretical perspective suggests firms can be captives of their own traditions that 

cause them to make inappropriate or non-economical rational decision. Besides, 

cognitive sunk costs of managers and the institutional isolating mechanisms of the 

firm arising from institutional context making it very hard for managers to 

substantially alter the long valued and taken-for-granted practices (Oliver, 1997). 

Taken together, this study posits that in emerging economies where the R&D 

supportive institutions are still underdeveloped coupled with weak intellectual 

property right protection, the indigenous firms that are accustomed to low cost 

production would place little value on innovation and R&D. Such institutional 

environment could hinder the performance impact of R&D HR slack. This study 

has thus taken a contingency approach by introducing foreign ownership as 

potentially important moderator that impose positive impact on the R&D HR 

slack-performance relation among firms in a China’s long-established 

manufacturing industry that are influenced by the deficiency in institutions to 

support R&D – an institutional context that is common in emerging economies. 

This study posits that the incoming of foreign ownership with different institutional 

background and experiences that are conductive to R&D could bring in new 

interpretive framework and social definitions of behavior to the indigenous firms 

that act to lessen consensus and unquestioning adherence to the prevailing norms 

and taken-for-granted practices. This study thus hypothesized that foreign 

ownership will have a positive moderating role on the relationship between R&D 

HR slack and performance of firm. 
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Chapter 4 

Methodology 

 

4.1 Research Design and Sample 

  In this study, a sample comprising all publicly listed firms in the 

automotive industry in China was collected. As one way to move towards a general 

understanding of firm’s strategy is through intensive analysis in one particular 

sector of the economy. Since the industry that firm belongs will substantially 

influence its performance, as such this study focused on firm data from this 

long-established manufacturing industry. By concentrating on one single industry, 

the unobserved heterogeneity among firms due to difference in industrial 

conditions could be minimized (Paeleman & Vanacker, 2015). While this study 

acknowledged that the applicability of findings in one sector to those in another has 

its limitations. Nevertheless, as suggested by Kimberly and Evanisko (1981) that 

through concentrating of the research focus, it can enable the identification and 

isolation of factors that facilitates the clarification of the nature of the phenomenon 

in that sector and, at the very least, could assist in the proposal of hypotheses that 

may be generalizable beyond that sector and tested in others. Besides, firms in the 

same industry typically share the same set of institutional environments and more 

market commonality. Though automotive industry certainly is not the only 

potential adopters of R&D in the manufacturing sector, however it has an essential 

role in China’s economy. After China’s entry into the World Trade Organization in 

2001, the development of the automotive market accelerated rapidly and has 

become the national economy’s pillar industry. In 2016, the total passenger and 

commercial vehicles produced in China reached over 28 million, which exceeded 
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the combined production of the United States, Japan and Germany; and accounting 

almost 30% of global automotive production (OICA, 2017). Another reason for 

targeting this industry is to attain a larger variance in R&D HR slack. Especially 

some of the longstanding state-owned or private firms in this industry historically 

have not given much considerations in R&D and thus their R&D HR slack levels 

should likely be lower than some other newly established joint ventures. Besides, 

China has become the world’s largest automotive manufacturing country and 

automotive market since 2009, which allows this study to get a considerable size of 

homogeneous sample. In this regard, picking this industry in China could better 

permit this study to effectively examine the relationship between R&D HR slack 

and firm performance.  

 

  The data of this study was collected from the China Stock Market and 

Accounting Research (CSMAR) database and CNINF website. The CSMAR 

database is widely used by researchers for Chinese listed firms. CNINF website is 

the official disclosure platform for firms in China. The data obtained covering a 

period from 2001 when the data became available to 2015. The sample initially 

consisted of 98 firms with 672 firm year observations. Subsequent to the exclusion 

of observations with missing information from the sample such as R&D HR slack, 

a total of 67 firms with 325 firm year observations remained. In line with the 

method used in prior researches in slack resources (e.g. Kim et al., 2008; Vanacker 

et al., 2017), the dependent variable will be measured at time t and the independent 

and control variables at t-1, i.e. one-year time lag, to minimize concerns of reverse 

causality in this analysis. 
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4.2 Measures 

4.2.1 Independent Variable 

R&D HR Slack 

  In line with prior studies, the R&D HR slack is derived from the 

firm-level human resources relative to industry-level average human resources 

(Lecuona & Reitzig, 2014; Mishina et al., 2004; Vanacker et al., 2017) using the 

formula is as follow:        

        

 (1) 

 

Higher positive values indicated higher level of R&D HR slack and vice versa. 

 

4.2.2 Dependent Variables 

Firm Performance 

  This study had measured innovation performance, accounting 

performance and stock market performance. For the firm’s innovation performance, 

the number of patent application and the number of patent granted were assessed. 

Patent is widely accepted indicator of innovation (Lungeanu et al., 2016; Sørensen 

& Stuart, 2000) since patent information is publicly available and provides means 

for tracing innovative activities over time. For the firm’s accounting performance, 

it was measured using the return on assets (ROA). ROA measures a firm’s ability to 

utilize its assets to generate performance, expressed as a percentage of profit that a 

firm earned in relation to its overall assets. This accounting based profitability is 
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commonly used to measure performance in slack literature (e.g. Kuusela, Keil, & 

Maula, 2017). Finally, for the firm’s stock market performance, it was measured 

using the Tobin’s Q, which is the ratio of the market value of a firm’s assets to their 

replacement value (Tobin, 1969). Tobin’s Q is commonly used to represent the 

stock market performance of a firm (Bolton, 2004; Dyer & Reeves, 1995). 

Following the approach suggested in previous study (Huselid, 1995) logarithmic 

transformations were conducted with respect to ROA and Tobin’s Q given the 

positive skewness in these variables.  

 

4.2.3 Moderator 

Foreign Ownership 

  Consistent with prior studies (e.g. Douma et al., 2006; Kim et al., 2008), 

this variable was measured as the percentage of shares to total shares held by 

foreign corporations and foreign institutional investors.  

 

4.2.4 Control Variables 

  The effects of several variables were controlled in this study including 

firm size, financial leverage, financial slack, proportion of outside directors, 

largest blockholder concentration and top management compensation. 

 

Firm Size 

  Previous studies has suggested that firm size is associated with 

innovation (e.g. Kimberly & Evanisko, 1981) and it may affect the performance 
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impact of slack based on prior studies (e.g., George, 2005). In this study, firm size 

was measured by the natural logarithm of total assets of each firm.  

 

Financial Leverage 

  In general, the capital structure of a firm has been considered to have an 

effect on its performance (e.g. Campello, 2006; Opler & Titman, 1994). In line 

with prior studies, this variable was measured as the ratio of total debt to total 

assets. 

 

Financial Slack 

  As discussed earlier, previous studies have found that financial slack will 

influence firm performance (e.g. Singh, 1986; George, 2005). This variable was 

measured by the ratio of current assets to current liabilities which was widely used 

as a measure of financial slack (cf. Daniel et al., 2004) because “this ratio measures 

a firm’s ability to pay its short term obligations it captures the unabsorbed nature of 

available financial slack” (Gral, 2014, p.11). 

 

Proportion of Outside Directors 

  Previous studies suggested that the ratio of outside directors would 

influence firm performance (e.g. Peng, 2004). This was measured by the number of 

outside directors divided by the total number of directors in the board. 
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Blockholder Concentration 

  Since the largest blockholder concentration could cause high agency 

cost and dampen firm performance (Mitton, 2002), its effect is thus controlled for 

this study. It was measured as the percentage of shares owned by the largest 

shareholder in a firm.  

 

Top Management Compensation 

  Previous studies suggested that firm performance could be influenced by 

top manager compensation (e.g. Carpenter & Sanders, 2002). In line with prior 

studies (e.g. Li & Qian, 2013), it was measured as the logarithm of the aggregated 

annual monetary compensations of the directors, top managers, and supervisors 

reported in each firm. 
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4.3 Analysis 

  To analysis the data, ordinary least squares (OLS) regression models with 

year and firm fixed effects were ran such that the effects of macroeconomic trends 

and also unobservable time-invariant related to the firms could be controlled for in 

this analysis.  

 

4.4 Results 

4.4.1 Descriptive Statistics 

  The means and standard deviations of the main variables are listed in 

Table 1. 

 

Table 1. 

Means and Standard Deviations of Main Variables (N=325) 

Variables Mean SD 

1. R&D HR slack 1.26 3.74 

2. Patent application 103.8 266.0 

3. Patent grant 76.70 170.0 

4. ROA
1
 2.31 0.01 

5. Tobin’s Q
1
 0.52 0.34 

6. Firm size
1
 21.98 1.21 

7. Firm debt ratio 0.50 0.16 

8. Financial slack 1.60 1.17 

9.Outside directors percentage 0.35 0.04 

10. Largest-blockholder concentration 40.57 15.92 

11.Top managers’ compensation
1
 14.77 0.91 

12. Foreign ownership 0.19 0.70 

Note: 
1
 logarithm 
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4.4.2 Correlational Analysis 

  Correlations among the dependent, independent and control variables in 

this study are shown in Table 2. The results showed that the correlations among 

several control variables were significant, such as those among financial slack, firm 

size, largest-blockholder concentration, firm debt ratio, top-manager compensation 

and foreign ownership. In view of these, the variance inflation factors (VIFs) were 

then computed to examine whether there is a potential multicollinearity problem. It 

was found that the maximum VIF is less than 3. In this regard, multicollinearity is 

not a problem to the results as the values are markedly below 10 i.e. the 

rule-of-thumb cutoff point for regression models (Marquaridt, 1970). 
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4.4.3 Regression Analysis   

  The results of regression analysis for various performance dimensions 

are presented in Table 3 to Table 6. All coefficients presented in the tables are 

unstandardized. The results also show that largest-blockholder concentration has a 

significantly positive relationship with the firm’s innovation performance in terms 

of patent application (β=4.493, p <0.05) and patent grant (β=2.617, p <0.05) (refer 

to Model 1 and Model 4). From this table, Model 2 shows a positive effect of R&D 

HR slack on patent application (β=32.075, p <0.001). Likewise, Model 5 also 

shows that R&D HR slack is positively associated with patent grant (β=9.454, p < 

0.01). In this regard, hypothesis 1 is supported. In addition, Model 3 in this table 

indicates that the interaction term of R&D HR slack and foreign ownership on 

patent application is significantly positive (β=17.445, p < 0.001). Model 6 also 

indicates similar interaction effect on patent grant (β=6.092, p < 0.01). These 

demonstrate that foreign ownership positively moderates the relationship between 

R&D HR slack and innovation performance of the firm. Therefore, Hypothesis 4 

is also supported. To better understand the moderating effect of foreign ownership 

on the relationship between R&D HR slack and firm’s innovation performance, 

the moderating effects were also plotted, which are presented in Figure 2 and 

Figure 3 respectively.  
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Table 3.  

Regression Analysis on Innovation Performance  

Variables Patent application Patent grant 

 Model1 Model2 Model3 Model4 Model5 Model6 

Control variables       

Firm size1 201.415*** 210.432*** 199.200*** 133.646*** 136.304*** 132.463*** 

 (44.617) (42.411) (41.094) (23.749) (23.443) (23.180) 

Firm debt ratio -207.917 -264.111 -270.983 -167.803 -184.365 -181.957 

 (187.744) (178.634) (172.905) (99.932) (98.740) (97.532) 

Financial slack -5.574 -6.784 -10.040 -10.898 -11.255 -9.873 

 (30.780) (29.235) (28.535) (16.383) (16.159) (16.096) 

Outside directors 

percentage 

-342.175 -52.947 -56.907 -156.830 -71.586 -74.986 

 (520.716) (497.596) (481.205) (277.166) (275.046) (271.439) 

Largest-blockholder 

concentration 

4.493* 3.313 3.357 2.617* 2.269* 2.400* 

 (2.172) (2.075) (2.015) (1.156) (1.147) (1.136) 

Top managers’ 

compensation1 

-42.995 -64.753 -63.757 -22.851 -29.264 -27.253 

 (39.200) (37.460) (36.313) (20.866) (20.706) (20.483) 

Independent Variable       

R&D HR slack  32.075*** 29.277***  9.454** 8.453* 

  (6.082) (5.917)  (3.362) (3.338) 

Interaction effects       

R&D HR slack X 

Foreign ownership 

  17.445***   6.092** 

   (3.997)   (2.254) 

Foreign ownership   12.887   -6.969 

   (17.556)   (9.903) 

Firm Fixed effects Yes  Yes Yes Yes  Yes Yes 

Year Fixed effects Yes Yes Yes Yes Yes Yes 

Constant -3.7e+03*** -3.7e+03*** -3.4e+03*** -2.5e+03*** -2.5e+03*** -2.5e+03*** 

 (1056.017) (1002.997) (973.067) (562.096) (554.406) (548.888) 

Adj. R2 -0.033 0.068 0.129 0.037 0.063 0.087 

N 325 325 325 325 325 325 

Note: *p< 0.05, **p< 0.01, ***p< 0.001 

1 logarithm 
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Figure 2. The Moderating Effect of Foreign Ownership on R&D HR 

Slack-Patent Application Relationship 
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Figure 3. The Moderating Effect of Foreign Ownership on R&D HR 

Slack-Patent Grant Relationship 
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  Likewise, regression analysis for accounting performance in terms of 

return-on-asset and stock market performance in terms of Tobin’s Q were 

conducted. The results are displayed in Table 4. From Model 1, concerning 

accounting performance, the results indicate top managers’ compensation has a 

significant negative relations with ROA (β= -0.002, p < 0.05). In addition, Model 2 

suggests that the relationship between R&D HR slack and ROA is insignificant (p > 

0.05). Thus hypothesis 2 is not supported. Likewise, Model 3 indicates that the 

interaction term of R&D HR slack and foreign ownership on ROA is also 

insignificant (p > 0.05). These results show that foreign ownership cannot 

moderate the relationship between R&D HR slack and accounting performance. 

Thus, hypothesis 5 is not supported.  

 

  From Model 5 of table 4, it shows that R&D HR slack is significantly 

positively related to stock market performance (β=0.011, p < 0.05). As such, 

hypothesis 3 is supported. Model 6 suggests that the interaction term of R&D HR 

slack and foreign ownership on Tobin’s Q is insignificant (p > 0.05). As such, 

foreign ownership has no significant moderating effect on the relationship 

between R&D HR slack and stock market performance. In this regard, Hypothesis 

6 is not supported. 
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Table 4.  

Regression Analysis on Financial Performance  

 

Variables ROA
1
 Tobin’s Q

1
 

 Model1 Model2 Model3 Model4 Model5 Model6 

Control variables       

Firm size
1
 -0.000 -0.001 -0.000 -0.158

***
 -0.154

***
 -0.154

***
 

 (0.001) (0.001) (0.001) (0.039) (0.038) (0.039) 

Firm debt ratio 0.005 0.005 0.005 0.140 0.121 0.128 

 (0.003) (0.003) (0.004) (0.162) (0.162) (0.162) 

Financial slack 0.000 0.000 0.000 -0.015 -0.016 -0.012 

 (0.001) (0.001) (0.001) (0.027) (0.026) (0.027) 

Outside directors 

percentage 

0.007 0.007 0.007 -0.204 -0.105 -0.108 

 (0.010) (0.010) (0.010) (0.450) (0.450) (0.451) 

Largest-blockholder 

concentration 

0.000
*
 0.000

*
 0.000

*
 0.003 0.002 0.003 

 (0.000) (0.000) (0.000) (0.002) (0.002) (0.002) 

Top managers’ 

compensation
1
 

-0.002
*
 -0.002

*
 -0.002

*
 -0.009 -0.016 -0.014 

 (0.001) (0.001) (0.001) (0.034) (0.034) (0.034) 

Independent Variable       

R&D HR slack  -0.000 -0.000  0.011
*
 0.011

*
 

  (0.000) (0.000)  (0.006) (0.006) 

Interaction effects       

R&D HR slack X 

Foreign ownership 

  -0.000   -0.001 

   (0.000)   (0.004) 

Foreign ownership   0.000   -0.018 

   (0.000)   (0.016) 

Firm Fixed effects Yes  Yes Yes Yes  Yes Yes 

Year Fixed effects Yes Yes Yes Yes Yes Yes 

Constant 2.331
***

 2.331
***

 2.331
***

 3.646
***

 3.655
***

 3.584
***

 

 (0.020) (0.020) (0.020) (0.913) (0.908) (0.912) 

Adj. R
2
 -0.098 -0.102 -0.108 0.596 0.600 0.599 

N 325 325 325 325 325 325 

Note:
 *
p< 0.05, 

**
p< 0.01, 

***
p< 0.001 

1
 logarithm 
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Robustness test 

 As a robustness test, similar regression analysis were conducted by 

excluding firms with foreign ownership from the data set. In other words, the 

R&D HR slack-performance relationship in the Chinese indigenous firms were 

examined. After eliminating the firms with foreign ownership from the dataset, 59 

firms remained for the analysis with 232 firm year observations. 

 

  Model 2 in Table 5 suggests a significantly positive effect of R&D HR 

slack on patent application, however the coefficient and significant level are 

substantially reduced (β=4.179, p <0.05) when comparing to the full data set 

(Model 2 in Table 3). Likewise from Model 4 in Table 5 about the data regarding 

patent grant show that the coefficient is also substantially reduced and its 

relationship with R&D HR slack becomes insignificant (β=2.561, p>0.05) when 

comparing to the full data set (Model 5 in Table 3). Similar observation is also 

found in Model 4 in Table 6 concerning the effect of R&D HR slack on Tobin’s Q. 

Again, the coefficient is also reduced and their relationship becomes insignificant 

(β=0.008, p>0.05) when compare to the full data set (Model 5 in Table 4). Thus, 

these results suggested that the relationships between R&D HR slack and different 

performance directions are less salient in indigenous firms. 



124 

 

Table 5.  

Regression Analysis on Innovation Performance (sample without Foreign 

Ownership)  

Variables Patent Application Patent Grant 

 Model1 Model2 Model3 Model4 

Control variables     

Firm size
1
 24.790

*
 25.937

*
 39.777

***
 40.480

***
 

 (11.475) (11.371) (10.599) (10.583) 

Firm debt ratio 49.162 57.552 78.713 83.855 

 (53.246) (52.852) (49.181) (49.190) 

Financial slack -2.515 -3.887 -2.691 -3.532 

 (6.277) (6.247) (5.798) (5.814) 

Outside directors 

percentage 

-81.039 -44.734 -51.044 -28.793 

 (134.847) (134.596) (124.554) (125.270) 

Largest-blockholder 

concentration 

1.084
*
 0.968 1.140

*
 1.069

*
 

 (0.545) (0.542) (0.503) (0.504) 

Top managers’ 

compensation
1
 

34.204
**

 30.486
**

 24.017
*
 21.738

*
 

 (11.123) (11.153) (10.274) (10.380) 

Independent Variable     

R&D HR slack  4.179
*
  2.561 

  (2.009)  (1.870) 

Firm Fixed effects Yes  Yes Yes  Yes 

Year Fixed effects Yes Yes Yes Yes 

Constant -1.1e+03
***

 -1.1e+03
***

 -1.3e+03
***

 -1.3e+03
***

 

 (261.553) (258.911) (241.587) (240.972) 

Adj. R
2
 0.060 0.079 0.146 0.151 

N 232 232 232 232 

Note:  
*
p< 0.05, 

**
p< 0.01, 

***
p< 0.001 

1
 logarithm 
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Table 6.  

Regression Analysis on Financial Performance (sample without Foreign 

Ownership) 

 

Variables ROA
1
 Tobin’s Q

1
 

 Model1 Model2 Model3 Model4 

Control variables     

Firm size
1
 -0.001 -0.001 -0.219

***
 -0.217

***
 

 (0.001) (0.001) (0.047) (0.047) 

Firm debt ratio 0.002 0.002 -0.279 -0.263 

 (0.004) (0.004) (0.216) (0.216) 

Financial slack 0.000 0.000 0.017 0.014 

 (0.001) (0.001) (0.025) (0.026) 

Outside directors percentage 0.011 0.013 0.021 0.092 

 (0.011) (0.011) (0.546) (0.551) 

Largest-blockholder 

concentration 

0.000
*
 0.000

*
 0.003 0.003 

 (0.000) (0.000) (0.002) (0.002) 

Top managers’ compensation
1
 0.000 0.000 0.019 0.012 

 (0.001) (0.001) (0.045) (0.046) 

Independent Variable     

R&D HR slack  0.000  0.008 

  (0.000)  (0.008) 

Firm Fixed effects Yes  Yes Yes  Yes 

Year Fixed effects Yes Yes Yes Yes 

Constant 2.306
***

 2.306
***

 4.477
***

 4.498
***

 

 (0.021) (0.021) (1.060) (1.060) 

Adj. R
2
 -0.221 -0.221 0.664 0.664 

N 232 232 232 232 

Note:  
*
p< 0.05, 

**
p< 0.01, 

***
p< 0.001 

1
 logarithm 
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Chapter 5 

Discussions 

 

5.1 General Discussions 

  This study responds to the calls by scholars to relate the specific 

properties of distinct types of slack resources in firms in order to advance the 

understanding of the slack-firm performance relationship (e.g. George, 2005; Tan 

& Peng, 2003) as well as incorporating the institutional context within which 

resources selection decisions and utilization are embedded (Oliver, 1997). To 

achieve this, this study extended prior works that predominantly focused on 

financial slack to the analysis of HR slack with a specific attention on R&D HR 

slack. In addition previous studies largely carried out in developed countries with 

mature institutional framework (Mishina et al., 2004; Voss et al., 2008; Lecuona & 

Reitzig, 2014), and adopting theoretical perspectives without much considerations 

on the institutional environment that the firms being studied were embedded 

(Oliver, 1991). Since the institutional environments in the emerging economies are 

much different from those in the developed countries, this study suggested that 

adding another theoretical lens to address the lacunas identified would offer a 

nuanced approach to research and practice in slack resources and to generate 

insights on the performance impact of slack in emerging economies. Specifically, 

conventional strategic management theories have an implicit assumption that the 

decisions about accumulating and using of resources should be economically 

rational. Institutional theory, however, suggests that individuals are drive to submit 

to social pressures and firms are shaped by the institutional context in making 

normatively rational choices. In this regard, applying the two perspectives would be 
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beneficial (Rao, 1994; Oliver, 1997). With a view to extend the current knowledge 

on HR slack by examining the R&D HR performance effect in an emerging 

economy where R&D supportive institutions are still under developed, this study 

has thus applied the perspectives of RBV and institutional theory as an enriched 

theoretical lens on slack researches. Such nuance departure from the prevailing 

approach could facilitate the understanding on the performance impact of slack in 

the institutional environment that it is embedded. In particular, this study focus on a 

specific type of HR slack, the R&D HR slack, that is specially involves in the R&D 

and innovation function of the organizations. Such analysis of a specific type of 

slack in HR is relatively rare as opposed to the prevailing approach in other studies 

that considered HR slack generically. Moreover, the association of R&D HR slack 

with firm performance in emerging economies is grossly less understood when 

comparing with financial slack. The results of this study are consistent with those of 

prior studies. For example, Lecuona and Reitzig (2014) found that those HR slack 

holding tacit knowledge could have positive effect on firm’s performance. These 

authors attribute this effect by differentiate the general HR slack from those holding 

tacit and firm-specific knowledge. Nevertheless, the current study has extended the 

findings from previous studies by focusing on R&D function and the associated HR 

slack, which is a more specific procedure by which firms deploy tacit knowledge. 

As such, a more fine-grained analysis of the specific HR slack and its relationship 

with different performance dimensions can be achieved. By doing so, more 

practical and specific recommendations could be made instead of generally arguing 

slack is good or bad to firm performance (Tan & Peng, 2003). Specifically, the 

results of the current study revealed that R&D HR slack have positive relationships 

with firm performance in two specific dimensions including innovation 
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performance and stock market performance. R&D HR, being the key component of 

a firm’s internal R&D activities, is the main source of a firm’s innovation. These 

findings provide additional support to the view that selective types of HR slack are 

having strategic values which is in contrast with the convention approach on 

viewing HR slack as a bundle of absorbed slack generically. On the surface, since 

HR slack by its nature offers relatively low managerial discretion for its 

deployment. As such, its accumulation constitutes more a cost and in general could 

have a negative impact on firm performance. This oversimplified consideration 

could undermine the distinct values or impacts of HR slack on different 

performance dimensions of a firm. R&D HR slack by its very nature is focusing on 

innovation, as such it is reasonable to observe a positive relation with its core 

performance outcome i.e. innovation performance of firm (Table 3). While the 

primary goal of any R&D function is to innovate. One can argue that patent 

application and patent grant are such an obvious and direct performance indicator 

of R&D function that higher R&D HR slack should be associated with more 

innovation. This positive relationship with innovation performance is at the very 

least to demonstrate the value of the existence of R&D HR slack in the firm. There 

is no way that it could escape from this fundamental key performance indicator of 

R&D function. As R&D HR should be the key contributors of innovation. Contrary 

to the study hypothesis, the results show that R&D HR slack does not have 

significant relationship with firm’s accounting performance. The existence of R&D 

HR slack has no salient effect, neither positive nor negative, on the short-term 

financial performance of the firm. As such, at the very least, it showed that this 

specific type of HR slack does not have negative impact on firm’s financial 

performance, which is in contrast with previous studies when considering HR slack 
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generically (Vanacker et al., 2016). Despite the results showing R&D HR slack has 

no significant relationship with firm’s short term financial performance, however, 

R&D HR slack shows a positive and significant relationship with firms’ stock 

market performance (Table 4). This is consistent with the study expectation. It may 

suggest that given the relative small component of R&D HR slack, though it can 

neither hamper nor enhance firms’ short-term financial performance, but it could 

offer some positive speculation among investors leading to a positive association 

with the firm’s stock market performance. In particular, since a firm’s market value 

is associated with the expected future performance of the firm and innovation has 

been commonly associated with firm growth. This may implied that the existence 

of R&D HR slack could project a positive impression among investors, despite that 

they cannot demonstrate real contributions to the book, as exhibit in the negligible 

relationship with short-term financial performance in this study. However, an 

intriguing observation is that in indigenous firms without foreign ownership, the 

relationship between R&D HR slack and stock market performance is not 

significant (Table 6). It may indicated that there are still institutional influences and 

the investors may have differential expectations on pure domestic firms with regard 

to R&D. Nevertheless, the positive results challenge the conventional wisdom that 

keeping HR slack generally is detrimental to the performance of a firm. Since 

unlike financial slack, HR slack is relatively less easy being redeployed and offer 

less discretion to the managers. By holding such restricted view on HR slack, it is 

thus not surprising that HR slack is usually associated with cost and has a negative 

impact on firm performance. As the results of this study revealed that a specialized 

type of HR slack could produce positive effect on the corresponding firm 

performances, i.e. R&D HR slack could have positive impact on the innovation 
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performance. Moreover, their existence can have a positive impact on stock market 

performance. This support the assertion of this study that a fine grain analysis of the 

HR slack is required instead of treating it as a bundle of absorbed HR slack with 

homogeneous property as with previous studies. This suggested that a 

differentiation of various kinds of human resources is required in future studies 

involving HR slack in order not to overlook some valuable resources. In particular, 

there is a growing interest on the value of human capital of firm that move away 

from the traditional focus on financial elements that firm processes. This direction 

aligns with the resource-based view that human resources can be a source of 

sustainable competitive advantage if they are valuable, rare, imitability is low and 

able to be exploited by a firm’s organizational processes (Barney & Clark, 2007). In 

spite of these, further study is required to explore and explain the underlying 

reasons for R&D HR slack having a positive relationship with both innovation and 

stock market performance but not the accounting performance. 

 

  Notwithstanding the valuable insights from previous researches in slack, 

this study has taken the perspective of institutional theory to provide an additoinal 

theoretical perspective to examine the effect of R&D HR slack within emerging 

economies where deficient R&D supportive institutions is particular salient. In 

particular, R&D supportive institutions are still not yet well developed when 

compared with the developed countries. Building on the propositions from the 

institutional theory that firms are subject to institutional pressures from the 

environment and the firm, this study suggested that conducting R&D in 

long-established manufacturing industry is particularly challenging in emerging 

economies. As demonstrated by the robust test, the performance impacts of R&D 
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HR slack are less salient in firms without foreign ownership. The R&D HR slack 

does not have any significant positive relationship with the stock market 

performance of the indigenous firms. Moreover, there is an interesting finding 

concerning innovation performance in the indigenous firms. The results have 

intriguingly showed that the R&D HR slack in the indigenous firms without foreign 

ownership has a significant positive relationship with patent application but not 

patent grant (Table 5). It may indicated that they are struggling in realizing their 

R&D effort. This is consistent with the expectation of this study that for the 

indigenous firms that are founded locally and developed on their own, they are 

subject to the institutional pressures due to the deficiency in R&D supportive 

institution. Even though they have been working very hard to invent and apply for 

patent, however their outputs are of low novel quality that lead to insignificant 

impact on the patent granted. The debility of the R&D HR may be due to the strong 

institutional pressures that undervalue R&D activities. Further, the existence of 

foreign ownership has a significant positive moderating effect on the positive R&D 

HR slack-firm innovation performance relationship with regard to both patent 

application and patent grant (Table 3). That is to say, the presence of foreign 

owners could enhance the impact of R&D HR slack on their innovation 

performance in terms of patent application and patent grant. The incoming of 

foreign owners can strengthen the ability of R&D HR slack in producing both novel 

output and recognized outcome. In addition, based on previous studies, there is an 

implicit assumption that patents, being an intermediate output of innovation, should 

be correlated with a firm’s deliberate R&D efforts to produce new and better 

technologies as well as products. As such, patents should ultimately assist the firm 

to improve its financial performance. Given the contrasting phenomenon found in 
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the current study, it may have suggested that foreign ownership has introduced a 

new institutional context that attempted to counterbalance the established 

institutional environment that are not incline towards R&D. Foreign ownership 

with more advance technological knowledge and experience is able to strengthen 

the ability of R&D functions in producing innovation outcome. Despite of this, the 

presence of foreign ownership does not show any significant effect in the 

relationship between R&D HR slack and the financial performance. The results 

may have revealed the complex and dynamic institutional environment that firms in 

emerging economies are facing. Such situation could have different impact on the 

utilization of firms’ R&D resources on different performance outcome. The 

findings that foreign ownership having significantly positive moderating effect on 

the relationship between R&D HR slack on innovation performance but show no 

significant effect on the R&D HR slack-financial performance cannot be fully 

explained by the institutional theory alone. There may be non-innovation related 

motives behind patenting (Hu, Zhang, & Zhao, 2017) or existence of subnational 

institutional influences (Ma, Ding & Yuen, 2016; Ma, Tong & Fitza, 2013) which 

are not reflected in the financial performance of the indigenous firms in spite of its 

innovation performance. The role of foreign ownership and the benefit that it brings 

to the indigenous firms seems not as straight forward as it was anticipated. In 

particular, the institutional environments in these emerging economies are still 

evolving. A curious issue is what exhibits such change with the incoming of foreign 

ownership given the presence of institutional pressures that are not R&D supportive. 

And also why the presence of foreign ownership seeming beneficial only to 

innovation performance but not the others? 
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  As observed by Buckho (1994) that institutional pressures are powerful 

forces against transformational change. Institutional theory conventionally focuses 

on the interactions between institutions and firms and asserts that firms’ strategic 

choices and performances are the outcomes of such interactions. As the 

fundamental idea of institutional theory is firms are subject to the pressures from 

their internal and external environments to conform to the overriding norms, values, 

beliefs, traditions, and sociocultural influences. Such influences lead to 

homogeneity among firms in relation to their organization, behavior and activities. 

Pursuant to this perspective, in order to be successful, firms need to gain support 

and legitimacy from their social environment and so are drive to conform to the 

social institutions. Scholars has thus frequently applied this theory to understand 

the comparatively stable taken-for-granted organizational structures, routine, and 

ideologies, as well as forces that influencing their development and reproduction. 

Therefore, this theory is usually used as an explanation for the organizational 

arrangement that are surprisingly similar and stable in a given population or field of 

organizations. As a consequent, a common criticism about this theory is that it is 

mainly used as an explanation for the phenomenon concerning the persistence and 

the homogeneity among organizations that offers “not much guidance regarding 

change” (Ledford, Mohrman, Mohrman, & Lawler, 1989, p.8). In emerging 

economies like China, R&D supportive institutions are still underdeveloped. 

Specifically, the legal protection on intellectual property right is not strong, attitude 

towards respecting intellectual property right is very weak, imitation rather than 

innovation is a norm. Hence, there is not much incentive or motivation in engaging 

in R&D activities seriously, as the value generated from R&D will likely be eroded 

away quickly. More importantly, low cost and low technology or even copy 
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technology are more attractive strategies in grasping short-term performance. The 

deficient R&D supportive institutional arrangements may eventually become 

deeply embedded and taken-for-granted as legitimate and natural aspects of the 

firms that are difficult to change. It would be extremely challenging for those who 

attempt to act against the established logics. These taken-for-granted and deeply 

embedded institutional arrangements may divert attention on R&D activities that 

incapacitate the R&D HR. As such, the R&D functions have difficulties to produce 

salient performance especially in indigenous firms as reflected in this study. The 

existence of foreign ownership have suggested some positive influence. Since 

scholars in strategic management have long observed that having resources alone 

does not make much difference for firm performance, but how the resources are 

being deployed and utilized has a greater impact on firm performance (Penrose, 

1959). In this regard, the existence of R&D HR slack, even though they are 

valuable from the perspective of RBV, may not necessarily produce significantly 

positive performance. Rather, the existence of institutional environment that 

facilitate or impede the effective utilization of the R&D HR slack is crucial in 

determining the extent to which a positive outcome could be realized. From the 

findings of this study, it may suggest that through foreign ownership, the usual set 

of beliefs and practices that are not conductive to R&D are being weakened such 

that the relationship between R&D HR slack and the firms’ innovation performance 

are strengthened. In other words, despite indigenous firms seeming place more 

R&D resources to the firm leading to the existence of R&D HR slack, their R&D 

personnel are struggling very hard to produce positive innovative performance 

within the established institutional environment that is not R&D supportive. The 

results of this study may suggest that the pressure from the established institutions 
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that are not incline to R&D are very strong which downplay the influence of R&D 

on firm’s financial performance as well as limiting its R&D capabilities. 

Specifically, despite R&D HR slack has a positive and significant relationship with 

its firm’s innovation performance, it has negligible impact on its firm’s financial 

performance even with the presence of foreign ownership. From this empirical 

study, this may appear that the incoming of the foreign ownership with proclivities 

toward R&D could positively strengthen the innovation function. Foreign 

ownership may be able to modify the deep-rooted institution on firm’s R&D 

operation by loosening some of the soil surrounding it and allowing it to grow in a 

somewhat slightly new direction. However, its effect is not yet sufficient to change 

the long established institutional environment that are not conducive to utilizing 

R&D into real financial outcome. Firms tend to remain embedded in the traditional 

norms and constrained by the established institutional context in terms of realizing 

the potentials in R&D. Some indigenous firms are still adhering to low cost and low 

technology / imitation mode of production, as they could still achieve good return 

without resort to R&D for novel or higher value added products. In this regard, 

radical change within such institutional context is problematic not solely because of 

lack of resources but because of the normative embeddedness of an organization 

within its institutional context (Baum & Oliver, 1991). The debility of R&D within 

such institutional environment thus impede any significant effect on financial 

performance. The result of this study suggested that foreign ownership, with 

background and experiences differ from the existing members in the indigenous 

firms, brings in different interpretive frameworks and values to the firms that act to 

diminish consensus and taken-for-granted practices and attitudes towards R&D 

thereby enhancing innovation. The incoming of foreign ownership may involve 
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close interaction between the partners, through the exchange of different 

technological and managerial knowledge as well as resources to achieve 

complementary aims. Such interaction and exchange could offer opportunities for 

firms to combine resources and ideas thereby enhancing firms’ innovation. Without 

foreign ownership, indigenous firms alone could produce only a weak R&D HR 

slack-innovation performance relationship. The R&D HR are still struggling very 

hard in turning their efforts into real performance within the established 

institutional environment that does not facilitate R&D.  

 

  Despite of these, the current institutional theory has some difficulties in 

explaining the effect of foreign ownership in the indigenous Chinese firms. As 

institutional theory is not strong in examining the internal dynamics of 

organizational change such that this theory has not touch on the reason why when 

organizations experiencing the same institutional pressures with only some adopt 

radical change while others do not (Greenwood & Hinings, 1996). In particular, 

“the concept of institution connotes stability and persistence” (Scott, 2001, p.109) 

and since institutions reflect the cognitive, normative and regulative systems that 

provide stability, solidity and meaning to organizational and individual behaviors 

and so have attained a high degree of resilience, of resistance to change, and of 

transmission across time and space (Scott, 2001). Accordingly, it can be argued 

that organizational institutions, including those that are relevant to R&D HR slack 

and R&D activities, are stable and difficult to change. Moreover, as discussed in 

previous section that changing organizational practices to conform to institutional 

framework is particularly difficult for indigenous firms as they tend to develop 

‘inertia’ as a result of their desire for stability coupled with the imprinting forces 
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established in the institutional environments that they are founded (Boeker, 1989; 

Gilbert, 2005; Hannan & Freeman, 1984). This may seemingly lead firms to 

adhere to institutional influences, conforming only to the rules, norms and belief 

system of the given institutional logic regard innovation but decoupling them 

from their internal resources and capabilities on R&D. Although the primary focus 

of early work on institutional theory is on explaining ‘isomorphism’ (DiMaggio & 

Powell, 1983) in organizational forms and behavior, more recently scholars has 

begun to explore the ability of institutional theory to explain the conditions that 

foster change or deviation from such conforming behaviors or relative permanence 

institutional logics (Clemens & Cook, 1999; Oliver, 1991; Scott, 2014). There has 

been a suggestion that organizations need to become immune from institutional 

pressures through the development of institutional immunity before they can depart 

from established institutional logics (Lepoutre & Valente, 2012). By taking the 

analogy of disease immunity, Lepoutre and Valente (2012) posited that institutional 

immunity is a condition in which firm have developed a low sensitivity to a 

particular set of institutional influences. Such immunity enables an organization to 

deviate from established institutional logics. It have been suggested that 

institutional contradictions can be an important mechanism triggering such 

immunity as they act as tensions and conflicts between different institutional 

influences that trigger a reassessment of a dominant logic of perceived certitude 

(Seo & Creed, 2002). Contradictions arise when institutionalized arrangements 

come into conflict with the interests, ideas, and goals of individuals in organizations. 

Institutional contradictions have been conceived as the “various ruptures and 

inconsistencies both among and within established social arrangements” (Seo & 

Creed, 2002, p.225) that may produce a discontent with the status quo (Greenwood 
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& Hinings, 1996) and initiate a reflection on the ‘taken-for-grantedness’ of the 

current institutional logics. While the institutional theory has been largely invoked 

criticism for its focus on homogeneity and persistence and its relative inattention to 

the role of interest and agency in shaping action. As asserted by Dacin et al. (2002) 

that it is the enactment of institutional logics by actors who give meaning and life to 

institutions. The interesting results from this study may suggest that “multiple 

institutional logics exist and compete for attention points to the importance of 

examining the institutional arenas or relational contexts wherein such contests get 

played out” (Dacin et al., 2002, p.47). It has been argued that institutional 

contradictions may render actors within an institutional context aware of and open 

to alternative logics and motivated to adopt them so as to ‘immune’ from the 

pressures in conforming to a prevailing institutional logic (Lepoutre & Valente, 

2012; Seo & Creed, 2002). Thus, arguably the entry of foreign ownership that is 

operating under alternative institutional logics may act as an agent to the indigenous 

firm to induce immunity from the pressures for conformity to the prevailing 

institutional logic on R&D. In other words, the indigenous firms may be motivated 

by the alternative institutions bring in by the foreign owners that are in 

contradiction to the existing institutions such that the R&D function could be 

strengthened. However, the institutional contradictions can only partly explain the 

source of change but still have difficulties in explaining the relationship of the 

foreign owners with the indigenous firms as revealed in the current study. While 

institutional context provides “template for organizing” (DiMaggio & Powell, 1991, 

p.27), change occurs when an “organization moves from one template-in-use to 

another” (Greenword & Hinings, 1996, p.1026). It may suggested that foreign 

ownership bring in new template that deviate from the established institutional 
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logics to the indigenous firms for use. Along this line of thinking, foreign 

ownership could likely have some effects on the R&D HR slack and firm’s 

performance relationship. However, the institutional theory cannot fully explain the 

relationship of the foreign owners and the indigenous firms that lead to variation of 

outcome in a given institutional environment. As pointed out by Greenwood and 

Hinings (1996, p.1048) that “it is when theorists research the interaction of 

organizational actors with institutionalized contexts that they will find new 

directions. It is in the intersection of two forces that explanations of change and 

stability can be found”. Based on the empirical evidence as reported above, this 

study propose an additional theoretical perspective to interpret the effect of 

foreign ownership on the relationship between R&D HR slack and firm 

performance in emerging economies. This perspective is derived from the 

symbiosis theory originated from biology and ecology, which is testable in future 

research. The integration of the institutional theory with the symbiosis theory may 

offer a new perspective to probe deeper understanding on the role of foreign 

ownership on slack resources and firm performance relationship. In particular, the 

findings from this study may suggested various type of foreign-indigenous 

ownership situations that collectively described as ownership symbiosis. The 

different kinds of ownership symbiosis may possibly explain the phenomenon 

found from the results of this study. The concepts and propositions are discussed in 

the following section. 

 

5.2 Ownership Symbiosis 

  The word symbiosis derives from the Greek word meaning ‘to live 

together’. ‘Symbiosis’ is not a brand new term in management studies, the 
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concept has been adopted in the study of various kind of partnership or 

interdependence in the past (e.g. Barnett & Carroll, 1987; Varadarajan, & 

Rajaratnam, 1986; Werbel & Walter, 2002). In spite of these studies, however, 

researchers commonly equate symbiosis relationship as mutualism that are 

potential beneficial to the parties involved. Some even used the term symbiosis or 

symbiotic strategy literally to describe different phenomenon in management and 

the business world e.g. industrial symbiosis along the supply chain (Leigh & Li, 

2015), knowledge transfers (Jasimuddin & Zhang, 2009), without referring to the 

original theoretical connotation behind. Although some authors argued that 

symbiosis relationship in the business world is ubiquitous (Varadarajan & 

Rajaratnam, 1986), however, the idea of symbiosis has not been extensively 

studies in previous researches. Contemporary management researches are 

curiously uncurious about symbiosis, probably due to their overwhelming interest 

in the dynamics of competition that seem to be more vividly salient in the 

business world. Such competition predisposition may arise from the deep-rooted 

implicit adherence to the Darwinism’s asserting that survival the fitness and thus 

the study of competition constitutes a self-fulfilling line of inquiry about business 

survival and growth. In this regard, the explicit reference to symbiosis is 

comparatively rare. However, the relative neglect in symbiosis does not square 

with reality given cooperation, interaction and interdependent are common 

phenomenon. Some scholars have recently started to look into its origin and 

extend the symbiosis theory that are well researches in the field of ecology and 

biology into management studies (e.g. Li, Young, & Tang, 2012). As mentioned in 

previous section, the need to provide an additional theoretical lens because the 

current institutional theory has some difficulties in explaining the phenomenon 
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found about foreign ownership in the Chinese firms. Specifically, institutional 

theory emphasizes convergence around institutionally prescribed templates 

(DiMaggio & Powell, 1991) in which the organizational institutions have reached 

a high degree of reliance (Scott, 2001). As a result, it can argue that organizational 

institutions, including those that are relevant to R&D HR slack and R&D 

activities, are stable and difficult to change. As discussed, recent research findings 

including those reported in the current study, however, challenge these definition 

and basic assumptions of institutional theory. The static, constrained, and 

over-socialized views of organizations of institutional theory have been 

particularly criticized (Powell, 1991). As questioned by DiMaggio and Powell 

(1991, p.29), “If institutions exert such a powerful influence over the ways in 

which people can formulate their desires and work to attain them, then how does 

institutional change occur?”. The research findings of this study suggest that the 

significance of R&D HR slack in the indigenous firms can increase considerably 

with the entry of foreign ownership, which in turn can boost its effect on 

innovation performance. Then the question arise how can the institution in the 

Chinese firms change in such a substantial way with the entry of foreign 

ownership? To quote Scott (2001, p.181), “If the nature of actors and their modes 

of acting are constituted and constrained by institutions, how can these actors 

change the very institutions in which they are embedded?”. There has not been 

sufficient research carried out on this issue such that currently there is still very 

limited understanding on institutional change. As Powell (1991, p.188) asserted 

“Our contribution to the study of organizations will be greatly enriched if we are 

able to discern the sources of institutional patterns, their subsequent elaboration 

and potency. . . and the kinds of settings where they operate with the greatest 
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resonance”. The finding of this study lead to the propositions of ownership 

symbiosis that may offer a potential source to enrich the understanding of the 

relationship between R&D HR slack and firm performance in emerging 

economies with underdeveloped R&D supportive institutions. According to 

symbiosis theory, there are three specific types of symbiosis, namely, 

commensalism, mutualism, and parasitism (Sapp, 1994). Mutualistic symbiosis 

refers to a partnership in which both symbionts benefit, e.g. bees deriving their 

nutrition from nectar of flowers provide pollination. Commensalistic symbiosis 

refers to an association in which one symbiont benefits and the other is neither 

harmed nor benefited, e.g. a bird living in a tree. Parasitic symbiosis refers to a 

relationship in which a symbiont receives benefit at the expense of a host 

organism is, e.g. a tick living on a dog. Almost all free-living animals are host to 

one or more parasites; however, this does not means that the host will be 

destroyed. As Caullery (1952, as cited in Margulis & Fester, 1991, p.8) wrote: 

“parasitism may be defined as the condition of life which is normal and necessary 

for an organism nourishing itself at the expense of another – called the host – 

without destroying it as the predator does the prey”. Thus, in parasitism the 

symbiotic relationship is non-mutual. However, the parasitic organism does not 

necessarily kill its host. This makes parasitism different from predation wherein 

the predator eventually kills the prey. Furthermore, the parasite is generally 

smaller than the host. All three types of symbiosis differ from the relationship of 

competition in the sense that the symbionts are not competing for the same 

resources. With these definition and concepts about symbiosis, one can have a 

better understanding of the relationship of foreign ownership and the indigenous 

firms in China. How the view of three types of symbiosis can be applied to study 
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the effect of foreign ownership in local Chinese firms are discussed below. The 

following section will first provide a brief overview of symbiosis theory and then 

the propositions about different ownership symbiosis that are derived for future 

studies. 

 

  A symbiotic view of the organism is indeed not new to biology. Such 

ideas have persisted on the margins for more than a century, in constant tension 

with the aims and concepts of classical biology and neo-Darwinism (Sapp, 1994). 

The term, that emerged as a research arena, was originally coined by Anton de Bary 

(1879, as cited in Sapp, 2016, p.597) as “the living together of differently named 

organisms” that embraced a degree of relationships between species. De Bary 

considered that symbiosis should include various associations that ranged along a 

continuum from parasitism to commensalism to mutualism (Sapp, 1994). Since de 

Bary was a plant pathologist, as such he explicitly included both detrimental as well 

as beneficial interactions between species in his definition of symbiosis (Douglas, 

1994). However, symbiosis was soon used synonymously with a rather restricted 

term - mutualism or nonparasitic interactions. This stems from the common usage 

in language where symbiosis always implies a cooperative relationship that is 

beneficial to both parties (Boucher, 1985; Saffo, 1992). Likewise, Margulis (1984, 

p.5) defined symbiosis “as the intimate living together of two or more organisms, 

called symbionts, of different species”. Specifically, symbiosis is a permanent or 

long-lasting association between two or more different symbionts such that the 

co-existence of symbionts explains the birth of many new organisms and species. 

Since the evolution of biological entities requires the participation of many kinds 

of organisms (Margulis, 1984). In bringing together divergent genomes, symbiosis 
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“has created some of the major cellular innovations responsible for the origin of 

some higher taxa. The births of new species or organisms often represent major 

genetic reconstructions with synergistic capabilities unavailable to its 

unassociated components” (Margulis & Bermudes, 1985, p.111-113). 

Nevertheless, symbiosis has traditionally being considered as a special, 

uncommon phenomenon and not part of normal life. It is commonly accepted that 

conflict and competition in nature reflect human society and social progress. As 

such, reports of symbiosis and the “communal life” between species are 

uncommon. This kind of predisposition or competitive bias in research is no 

exception to the organizational studies and strategic management literatures that 

are overshadowed by the prominence of competition and competitive advantage. 

Consequently, symbiosis is relatively understudied. In so much as cases of 

symbiosis implied mutualism, they were connected with socialist views of mutual 

aid which is held up in opposition to Social Darwinism. The role of symbiosis in 

evolution also is in opposite to the central views of Darwinian evolutionary 

biology. Specifically, Darwinism has been criticized for its simplistic vision of 

evolution. For example, researchers have discovered some important phenomena 

inconsistent with the Darwinian view such as the evolution processes of biological 

or social entities, including organizational institutions, are not always progressive 

and steady. Within a brief period, from the amalgamation of dissimilar species, 

new species may emerge (cf., Sapp, 1994). The revolutionary change in political 

landscape in human societies that create new institutions within a short period 

may resemble this. The symbiotic theory re-defines the evolution processes that is 

in contrast with the assumptions adopted by Darwinian regarding natural selection. 

From the moment the term symbiosis was devised, it was considered a mode of 
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saltation evolutionary change which is in contrast to the gradualist evolutionary 

theory of Darwin and his followers. As De Bary (1879, as cited in Sapp, 2016, 

p.598) commented that “whatever importance one wants to attach to natural 

selection for the gradual transformation of species, it is desirable to see yet another 

field opening up to experiment”. Symbiosis theory (Margulis, 1970; Sapp, 1994) 

helps overcome the weakness of Darwinian view by claiming that new species 

may arise from one organism or elements “merging” with another. Symbiosis 

theory gains an advantage of being able to explain the relatively sudden 

emergence of new species. Indeed, evidences of biological partnerships or 

associations have supported the view of symbiosis theory. Thus, the perspective of 

symbiosis is able to explain the relatively sudden emergence of new institutions or 

organizations where two entities live together. As observed by Mahoney and 

Pandian (1992, p.370) that “idiosyncratic physical, human, and intangible 

resources supply the genetics of firm heterogeneity”. In this regard, foreign 

ownership and indigenous ownership with different genetics living together to 

induce change and establish new institutional environment. In accordance with the 

symbiosis perspective, this study treat the positive effect of foreign ownership on 

the R&D HR slack-performance relationship as a rapid process similar to 

biological evolution in which features of the pre-existing institutions amalgamate 

with different features from overseas. 

 

  Although the concept of symbiosis relationship is not alien in 

organization studies, however, they restrictedly equated symbiosis as mutualism 

without referring to its theoretical origin that limits the research potentials. As 

mentioned above, in the field of ecology and biology, it has been recognized that 
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symbiosis lie on a dynamic and contrasting continuum with mutualism on one end 

and parasitism at the other end with commensalism in between. The symbiosis 

continuum suggested a range of possible interactions between organizations in 

relation to each other and their resource environment (Bronstein, 1994). As 

suggested by ecologist, the symbiosis continuum could provide a conceptual 

framework that incorporates the possibility that specific pairs of species, or 

perhaps even specific pairs of individuals, may shift between parasitism and 

mutualism in response to changing contexts of the interaction (Bronstein, 1994; 

Skelton, Doak, Leonard, Creed & Brown, 2016). Based on this perspective, 

different ownerships can persist, together with their institutional elements, 

through continuing co-evolutions, which in turn can influence firm performance 

through generating new institutions. In other words, one can consider the change 

or evolution of institutional environment in a given organization as a means to 

reconstruct the institutional elements or a process to merge the pre-existing 

institutional elements with new institutional elements bring in by foreign owners. 

Historically, for instance, religion institutions from India could be integrated with 

those in local Chinese communities, which created new cultural institutions later 

in China. After the Industrial Revolution in Europe, many institutional elements 

from the West were also imported into China and change the local institutional 

environments. In these processes, the original Chinese institutional or cultural 

values, such as Confucianism, are not totally rejected or abandoned over a short 

timescale. These pre-existing institutional elements are simply re-constructed 

symbiotically with elements abroad. The interplay between foreign and indigenous 

ownerships on R&D HR slack and various performance outcome could suggest 

different kinds of symbiosis relationship that warrant further study. The parasitic 
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and mutualistic relationships between entities can be viewed as opposite endpoints 

along a continuum of possible interactions (Bronstein, 1994). By studying how 

foreign ownership leverages on these three types of symbiosis in more detail, it is 

expected that the understanding on the effect of foreign ownership on the 

relationship between R&D HR slack and firm performance in emerging 

economies could be advanced. The propositions derived are discussed below.   

 

Mutualistic symbiosis and R&D HR slack-firm performance relationship   

  According to symbiosis theory, mutualistic symbiosis refers to a 

partnership in which both symbionts benefit. Majority of overseas investors enter 

China with this type of symbiotic ownership. On one hand, overseas investors 

want to take advantages of the fast-growing Chinese market and on the other hand, 

Chinese firms want to obtain the advanced technology from overseas. With these 

motivations or interests, the symbiosis of foreign with local ownerships can help 

to enhance the relationship between R&D HR slack and firm performance. The 

incoming of foreign ownership has been at the center of China’s 

“exchange-market-for-technology” strategy for targeted industries. While 

researchers have long considered how indigenous firms can benefit from foreign 

entrants’ technology spillovers and thereby improve their own technological 

efficiency. Indeed, foreign owners might possess strong technological and brand 

advantages as well as providing indigenous firms relative easier access to high 

quality managerial and financial resources. The presence of foreign owners can 

help indigenous firms improve their technology and know-how. However, 

indigenous firms could also help foreign owners to overcome ‘liabilities of 

foreignness’ arise from the unfamiliarity, relational, and discriminatory hazards 
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that foreign firms face over and above those faced by local firms in the host country 

(Eden & Miller, 2004; Zaheer, 1995). In addition, indigenous firms may possess 

local knowledge that is not immediately accessible to foreign firms and so foreign 

owners may be able to benefit from policies and social networks that are locally 

embedded (Makino & Delios, 1996; Park & Luo, 2001) by establishing a close 

relationship with the indigenous firms. These foreign owners might use their 

ownership stake as a means to foster their strategic interests like entering new 

markets, securing access to location-specific resources and low-cost production 

facilities. This may suggested that foreign ownership in indigenous firms in 

emerging economies like China is neither the mere transfer of advanced knowledge 

nor the process through which foreign partners bring in superior technology to the 

ventures, but is mutual beneficial process that is a symbiotic mutualism. In 

particular, because the foreign owners lack the knowledge of local governmental 

issues, cultures and markets that is critical for business success. Specifically, the 

presence of institutional voids arise from the absence of market intermediaries 

could lead to high transaction costs and operating challenges in emerging markets 

that induces uncertainty in emerging economies. Firms in most developed countries 

often take well-functioning institutions for granted. However, this is not the case in 

emerging economies given the institutional voids or poor functioning of institutions 

in these economies. In particular, institutional protection regimes in emerging 

economies are traditionally weak, as such institutional stability and support for 

R&D cannot be guaranteed. These impose particular challenge to the overseas 

investors. While overseas investors want to take advantages of the fast-growing 

emerging market, indigenous firms want to obtain the advanced technology and 

knowhow from overseas. On the other hand, foreign ownership enable access to 
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advance knowledge and external resources that may be transformed into 

competitive advantage for indigenous firms. The availability of in-house R&D 

resources in indigenous firms can make themselves attractive to the potential 

foreign investors. With these mutual beneficial motivations or interests, the 

symbiosis of foreign with indigenous ownerships can help to enhance the 

relationship between R&D HR slack and firm performance. Specifically, with this 

symbiosis of mutualism in ownership, the indigenous Chinese firms are likely to 

change its existing institutions or increase R&D supportive institutions within 

their organizational structure. As a result, they can collaborate better with their 

overseas investors and digest their imported technology. Under such circumstance, 

it is more likely to observe a stronger positive effect of foreign ownership than in 

other situations. Arguably, given the institutional voids or under developed 

institutions in emerging economies, foreign ownership can play a substituting role 

for the weak or poor functioning institutions there. The foreign owners can act as 

information and knowledge providers and legitimizers to supplement the weak 

institutions. In other words, with R&D supportive institutions establishing in these 

firms, one should be more likely to observe a positive relationship between R&D 

HR slack and firm performance. The data from the current study provide some 

supporting evidence. Since the majority of overseas investments entering local 

Chinese firms are in mutualistic symbiosis, it can be projected that a positive 

interactive effect is likely between foreign ownership and R&D HR. From this 

standpoint, the entry of overseas investors, with mutualistic symbiosis, is arguable 

to have created or improve R&D supportive institutions in indigenous firms. In 

other words, under the condition of mutualistic symbiosis, the positive interactive 

effect between foreign ownership and R&D HR slack (see Table 3) can be easily 
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understood. With this type of symbiotic ownership, both foreign owners and 

indigenous Chinese firms benefit through the development of R&D supportive 

institutions. Instead of ‘do it alone’ type of R&D, such mutualistic symbiosis 

provide an effective means of synergizing the various components and resources 

in the process of innovation and greatly improve the ability and outcome of 

innovation of the firm under such relationship.  

 

Proposition 1 

With a mutualistic symbiosis between foreign ownership and indigenous Chinese 

ownerships, it is more likely to observe a positive relationship between R&D HR 

slack and firm performances. 

 

Commensalistic symbiosis and R&D HR slack-firm performance relationship   

  According to symbiosis theory, commensalistic symbiosis refers to the 

case in which one symbiont benefits from a given symbiotic partnership while the 

other symbiont is neither benefited nor harmed. A small proportion of overseas 

investors have built this type of symbiotic ownership in China. While overseas 

investors want to take advantages of the fast-growing Chinese market or low-cost 

production resources, they are unable or unwilling to transfer advanced 

technology to their local Chinese partners. As a result, the Chinese firms involved 

cannot benefit much from this type of ownership symbiosis. With this symbiotic 

relationship, the Chinese firms may still make profit by applying a low-cost 

product strategy with little R&D activities. Therefore, the local Chinese firms are 

unlikely to change their existing organizational institutions related to R&D, and 

the firms may have little support in terms of R&D HR slack, which in turn R&D 
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will not have any significant role and not be able to provide any salient outcome. 

The data from the current study provide some supporting evidences as reported 

above. Since firms with this commensalistic type of symbiosis ownership are 

unlikely to have a large stock of R&D HR slack, they should not have very 

prominent contribution to the firms. As shown in figure 3, under a low R&D HR 

slack situation, firms with low foreign ownership out-performed those with high 

foreign ownership in terms of patent grant. In a commensalisitc symbiosis 

situation, despite a positive R&D HR slack-firm performance relationship is 

observed in terms of innovation (see Table 3), however, insignificant relationship 

in terms of accounting performance is observed (see Table 4). Firms with this type 

of ownership symbiosis may still perform well because their labor-intensive and 

low-cost strategy are still working today and can generate profit in markets at 

home and abroad. They have remained assembly-specialized operations, lacking 

the means and capabilities to cultivate local innovation capability (Nam, 2011). 

The basic R&D function necessary to develop new products internally may not be 

able to realize. Foreign owners may adopt a non-manufacturing investment into 

the domestic firm that are limited to engineering support for the local adaptation 

of imported technologies, such as slight modifications of product to suit local 

tastes. The impact of indigenous R&D personnel is likely very low under such 

kind of relationship. According to all these, the following propositions are derived   

 

Proposition 2a 

With a commensalistic symbiosis between foreign ownership and indigenous 

Chinese ownerships, the effect of R&D HR slack is less likely to be observed 

from the Chinese firms. 
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Proposition 2b 

With a commensalistic symbiosis between foreign ownership and indigenous 

Chinese ownership, R&D HR slack is less likely to influence firms’ accounting 

performance because low-cost and low-tech production can still generate good 

profit in China today. 

 

Parasitism symbiosis and R&D HR slack-firm performance relationship   

  According to symbiosis theory, a parasitic symbiosis refers to a 

relationship in which a symbiont receives benefit at the expense of a host 

organism. Many short-term investors who gamble on the Chinese stock exchanges, 

are likely to build these type of symbiotic ownership with indigenous Chinese 

firms. Specifically, these overseas investors do not have any long-term 

commitment to the local firms but are more opportunistic in their investments. 

They are mainly engaging in short-term stock speculation with their cash 

investment moving in and out of the stock of a given Chinese firm for instant 

capital gain. This may explain the perplexing findings that there is a positive 

relationship on R&D HR slack and stock market performance (Table 4) but such 

positive relationship is not observed in the data set with pure indigenous firms 

without foreign ownership (Table 6). These shareholders although are endowed 

with good monitoring capabilities, however they emphasize on liquidity and 

preference of exit rather than long-term relationship with the firm. These motives 

resulted in their being unwilling to engage in the process of restructuring or 

improving firm’s management and practice. In other words, the presence of 

foreign owners may have crowd-out impacts on host firm. Foreign owners may 
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weaken indigenous development dynamics by impinging on local firm’s market 

share. Contracted market share can force local firms into operation at a 

sub-optimal scale. Which in turn, the market position of local firm is likely to be 

weakened further and thereby discourage new investments by local players. With 

this parasitic type of symbiotic ownership, the short term focus of overseas 

investors lead to preference for liquid stock and a capital gain by holding shares in 

the Chinese firm in a short period of time, but the local Chinese firm do not 

benefit from this short-term speculation or symbiotic relationship. Instead, the 

Chinese firm may meet an instant difficulty in obtaining new funding from banks 

or from other investors because of the sudden drop of its stock price, which in turn 

can negatively affect its R&D and other operations. Moreover, without funding, 

its R&D HR cannot have adequate financial support to conduct research. 

Consequently, the existence of R&D HR slack can only increase the costs of firm 

operation, and have no beneficial effects on firm performance. Accordingly, the 

following proposition is derived:  

 

Proposition 3 

With a parasitic symbiosis between foreign ownership and indigenous Chinese 

ownerships, the relationship between R&D HR slack and performance of 

indigenous Chinese firms should likely be negative. 

 

  While studying these propositions empirically is beyond the scope of 

this thesis, however these propositions would be testable with more 

comprehensive data from the real world. By distinguishing and testing the effects 

of these three types of symbioses, this could enable further understanding on why 
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some cases of foreign ownership may fail to have any direct or indirect positive 

effects on firm performance. In particular, this may shed lights to uncover 

explanations to the puzzling issues concerning the technology transfer or spillover 

effects by foreign investments (e.g. Blomström & Sjöholm, 1999; Girma, Gong, 

Görg, & Lancheros, 2015).  

 

  In gist, according to symbiotic theory, the evolutions and abrupt changes 

of creatures or species are not simply a progressive or stable processes grounded on 

haphazard changes in the genetic code taking into consideration of natural selection 

and competition for resources as suggested by Darwinian view. Neither evolutions 

nor sudden changes are simply reactions to or a result from any single external 

movement/factor. There can be rapid changes within an organism and a given 

institutional environment, often through three types of symbiosis: commensalism, 

mutualism, and parasitism. The parasitic and mutualistic relationships between 

entities can be viewed as opposite endpoints along a continuum of possible 

interactions (Bronstein, 1994). The interplay between foreign and indigenous 

ownerships on R&D HR slack and various performance outcome could suggest 

different kinds of symbiosis relationship that warrant further study. By studying 

how foreign ownership leverages on these three types of symbiosis in more detail, 

it is expected that the understanding on the effect of foreign ownership on the 

relationship between R&D HR slack and firm performance in emerging 

economies could be broaden. Nevertheless, to enhance the understanding on the 

evolution of institutions, such as the recent growth of R&D supportive institutions 

in China, symbiotic theory has some advantages. For example, prior research has 

traditionally viewed institutional environment in a given organization as an 
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independent environmental factor inside the organization. Taking the perspective 

of symbiotic theory, one can argue that a given institutional environment consists of 

different elements, which survive in the environment in a process of interaction and 

co-evolution. In other words, all beings influence the lives of others (Margulis & 

Sagan, 2000). As Frederick Gregory put it (1951, as cited in Sapp, 2016, p.597), 

‘‘The value of the concept of symbiosis resides in the widening of the concept of 

organism to include heterogeneous systems overriding the limitations of genetic 

uniformity, and the supplementation of the concept of structural unity by that of a 

functional unity or functional field’’. In this regard, integrating the symbiotic 

theory with the institutional theory offers insights into the understanding of foreign 

ownership and indigenous ownership in the established institutional environment. 

Accordingly, this study propose a theoretical perspective of ownership symbiosis to 

explain the effect of foreign ownership in Chinese local firms that are testable in 

future.  

 

5.3 Contributions of the Study 

  Since the configuration and utilization of resources have become the key 

organizational capabilities (Dutta, Narasimhan, & Rajiv, 2005). These capabilities 

have significant impacts on the strategic formulation and subsequent performance 

of a firm. The strategic dilemma between efficiency and flexibility is probably one 

of the most enduring challenges concerning slack in organizational theory. By 

focusing on a specific type of HR slack that has unique strategic value according to 

the RBV and incorporating the viewpoint of institutional theory, it is believed that 

the current study enriches the understanding on the relationship between slack and 

firm performance in both theory and practices in several aspects. 
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Practical Implications 

  For practitioners, the significance of this study is timely and relevant. 

While the study of the relationship between R&D HR slack and firm performance is 

important in its own right, it is of particular relevance in the context of an 

increasingly globalized economy. In particular, firms inevitable face challenges 

arise from intensified competitions and fast evolving technology. To remain 

competitive with these developments, firms must possess not only the strategic 

resources to sustain firm development but also the capability to utilize them. The 

implications for practitioners and foreign investors in emerging economies such as 

China are four folds.  

 

  Firstly, managers constantly confronting the challenges to properly 

balance operating efficiency and having excess (i.e. slack) sources necessary to 

address unexpected threats or opportunities. To aid this decision, they must 

understand the relations between different types of slack and their performance 

impacts. This study offers insights that it is not only the level but also the type of 

slack that determines its contribution to firm performance. Instead of struggling on 

the question whether slack is a source of inefficiency or a buffer or a resource for 

innovation, managers should be explicitly aware of the distinct impacts of different 

types of slacks. More specifically, the current study suggested managers should 

distinguish and utilize specific type of HR slack strategically as opposed to treating 

HR slack as a bundle of generic resource. This study revealed that a better 

specification of HR slack, in particular R&D HR slack as shown in the study, does 

contributes to firms’ innovation performance and stock-market performance. These 

findings challenge the conventional argument that HR slack will generally inhibit 
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firm performance as it offers low managerial discretion on its deployment. Further, 

as the core of R&D capability plays an important role in a firm’s competitive 

advantage and sustainable development, it appears that there are incentives in 

allocating resources in R&D. The results of this study indicate that internal R&D 

resources could have positive effects on firm’s performances. Thus, this study has 

enlightened managers to have a strategic selection of HR slack that could benefit 

firm performance and also providing practical insights to mangers in managing 

their resources. 

 

  The second implication is that foreign ownership will make R&D HR 

slack more beneficial. While the effects of foreign ownership may not be brand new 

to practitioners in indigenous firms in emerging economies. However, the 

implications for foreign owners on specific type of resource can be insightful. With 

the increasing number of foreign investors entering emerging economies in search 

for valuable joint venture partners (e.g. Lu &Ma, 2008), foreign investors will then 

avoid firms with seemingly excessive HR slack based on the conventional wisdom 

which suggests that absorbed slack should be avoided. However, such a strategy 

without differentiating the nature of various type of HR slack may be backfired. In 

particular, those who wish to leverage on the local knowledge to introduce new 

products that could suit the needs of the growing local markets. Therefore, for 

foreign investors, the findings of this study suggest a departure from the 

conventional view on HR slack. Precisely, they should evaluate potential partners 

in a more comprehensive manner. Instead of just concentrating on reported levels 

of efficiency and performance, which tend to disclose unabsorbed slack such as 

financial slack and general absorbed slack such as HR slack, foreign investors 
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should also endeavor to find out and assess the R&D HR slack of their prospective 

partners as such slack may indicate future performance potential. This study offer 

insights to managers on the extent that foreign ownership influencing the resource 

utilization in converting R&D HR slack into firm’s financial and innovation 

performance. In particular, this study gives insights to managers on the constraints 

of holding R&D HR Slack resources as strategic choices in indigenous firms such 

that the findings will aid the resources allocation and utilization decisions more 

effectively. 

 

  Thirdly, this study has implication to indigenous firms who attempt to 

move away from the traditional norms and practice in running their business, such 

as labour intensive and low cost production, to a more market-driven and high 

technology way of running their business. As Chinese consumers are becoming 

more sophisticated, indigenous firms must reinvent their success formulas to meet 

the market demand. Transforming from cost-efficient strategies to innovation 

strategies are particular challenging in emerging economies. The findings from the 

current study may reveal that for long-established manufacturing industries to 

change beyond merely exploiting labour cost advantage by engaging in R&D is an 

ambitious strategic decision. Managers who wish to excel in future competition 

with novel product should consider managing R&D HR slack as well as the 

challenge arise from the established institutional environments. Firms should also 

review what type of resources would offer them with the advantage or positive 

impact on firm performance and also strategically look for partners that could 

established a relationship that is mutually beneficial given their local institutional 
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constraints and weaknesses that may hinder or underutilized their resources 

potentials.  

 

   Fourthly, the results of this study also has important implication for 

foreign owners / investor from the developed countries to anticipated the difference 

in institutional context, and especially for managers working in emerging 

economies in China or other former socialist countries. Awareness and 

understanding of the institutional constraints will be able to assist managers, who 

genuine wish to develop R&D as a sustainable competitive strategy, to create a 

conductive environment to facilitate R&D and innovation. With the growing 

importance of China in the global market, enhanced understanding about 

indigenous firms has substantial practical implications for Western firms that have 

to work in partnership with them. Specifically, practitioners, especially those from 

Western economies, can perform better in emerging economies with better 

understanding of the unique effects of foreign ownership in emerging economies 

such as China. For instance, understanding how internal and external institutional 

settings can shape the behaviors of firm, managers or agents, may lead to better 

decisions in strategy formulation, such as those of selecting better investment 

locations and those of conducting product diversification.  

 

  Other than the implications to the practitioners, the study has also 

practical implications to policy advisors. Although this thesis is not intended to drill 

down to the R&D policy of emerging countries and how it can facilitate firms to 

improve their R&D performance. However, findings from this study has shed a 

small fraction of light on practical implications to government officials who are 
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exploring means to strengthen their indigenous innovation. More specifically 

arrangement related to R&D personnel and the strategic role of foreign owners in 

order to enhance the possibilities of successful building up of local innovation 

capabilities. Taking China as an example, it does need foreign firms to help achieve 

its indigenous innovation goal. While China has a long history of relying on high 

volume, low-cost and labour intensive manufacturing business model as the key 

economic driver. Certainly, such model is not sustainable. In particular, the 

availability of rural labour has gradually declined and wages have begun to increase. 

Strategic innovation inevitable becomes the answer to the challenge. China’s 

leaders have long realized the need to transform China by an indigenous, 

self-sustaining process of technological change. However, this vision is not easy to 

realize. Given the history and heritage that are not apt to innovation, it implies that 

just building new business models alone will unlikely succeed. Rather, it requires a 

fundamental change in behavior, the creation of a context and culture of innovation. 

For China to build an indigenous Chinese culture of R&D and innovation from 

scratch entirely on its own is ineffective. Innovation processes are subtle that 

demand a different mentality and much more R&D supportive management style. 

In particular, the hierarchical decision making practices, differed substantially from 

the more inclusive information sharing approaches adopted in the West, typically 

suppressed innovation. This led China’s leaders to conclude that for the country to 

leapfrog the bottleneck, seeking interaction with foreign companies with R&D 

capabilities are one of the key enabling factors for indigenous innovation. Rather 

than just importing technology, for it to realize real indigenous innovation, the 

government should develop policy for long-term talent development to support 

indigenous innovation. It should facilitate the building up of a talent pool from the 
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local educational institutions, specifically preparing high caliber scientist and 

engineer to engage in R&D. This will provide the necessary R&D work force input 

to the indigenous firms who are serious about indigenous innovation. Readiness of 

firms to conduct R&D in terms of the availability of R&D HR is an important 

baseline factor. Since without R&D HR slack, the beneficial influence from foreign 

owners on the firms’ innovation performance could not be manifested. This may 

provide a nuanced insight into the mixed findings about the effect of technology 

spillover from foreign direct investment to domestic firms. R&D knowledge 

transfer will not be effective without the necessary in-house R&D capacity. The 

indigenous firms should have sufficient in-house R&D personnel in placed in order 

to grasp the synergistic interaction effect in R&D with foreign owners. For foreign 

owners, investment in R&D in China can be a strategic and attractive option given 

the huge domestic market. By being in China, the foreign owners can understand 

and response faster to the unique requirement of local customers and thus can gain 

an edge over the other overseas competitors. To nurture a mutualistic symbiosis 

ownership, the government could develop policy to encourage indigenous-foreign 

owned firms to develop indigenous R&D capability by recruiting locally trained 

scientist and engineers. The government is also recommended to set clear direction 

to the educational institutions on the type of work force required to support the 

indigenous innovation of strategic industry. By doing so, gradually the country is 

able to build a stockpile of experienced R&D capabilities for true indigenous 

innovation without depending on foreign parties.  
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Theoretical Implications 

  The findings of this study have some important implications for academic 

research that are relatively neglected in previous studies in slack resources. Firstly, 

the findings of this study could advance prior studies on slack, in particular the 

impact of HR slack on firm performance, by demonstrating that slack in R&D 

human resources could have positive contributions in some performance 

dimensions of firm. Previous studies on the relationship of organizational slack 

typically focus on financial slack with very little attention given to HR slack. 

Obviously, financial resources should be managed differently from human 

resources due to the difference in characteristics as mentioned earlier which could 

affect the ability of managers to deploy these resources. Therefore, the relationships 

of financial slacks and firm performance cannot be generalized to HR slack. Hence, 

this study has enriched the literature and understanding about organizational slack 

by moving beyond the traditional emphasis on financial slack to include HR slack. 

More precisely, the results of this study shed lights on the apparently conflicting 

findings about the negative effect of holding absorbed or low discretionary slack 

(Tan & Peng, 2003). Prior works either focus on financial slack or treating HR 

slack as a homogenous bundle of slack (e.g. Mishina et al., 2004; Paeleman & 

Vanacker, 2015; Voss et al., 2008) that contribute negatively to firm performance 

but disregard HR being a highly heterogeneous resources that required more 

distinction between their particularities. The empirical findings challenge the 

implicit assumptions of relative homogenous properties of HR and the categorizing 

of HR slack into absorbed slack that could hinder firm performance. The findings 

of this study reveal the need to distinguish different types of HR slack in future 

study. To advance the knowledge on slack, this study appeals to scholars who are 
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interested in strategic human resources management to further investigate the 

complementary holding of different kinds of HR slack and their interactions with 

other factors that may have implications on different performance dimensions of 

firm. 

 

  Secondly, this study has applied the perspectives from RBV and 

institutional theory as a nuanced theoretical approach to the study of the 

relationship between slack and firm performance in emerging economies. The 

strategic value of R&D HR slack was examined by applying the RBV. By applying 

the institutional theory, the condition to strengthen performance impact of R&D 

HR slack in emerging economies was then explored. To bridge the lacuna in 

previous study in slack, this study has considered the institutional environment in 

which the R&D resources decisions are embedded. The findings of this study 

suggest that the value of R&D HR slack and its performance impact are also 

influenced by the institutional environment of the firm. As discussed earlier, based 

on institutional theory, the institutional pressures that are not conducive to R&D 

may lead to debility of the in-house R&D personnel in indigenous firms. The data 

of this study has supported this view. In addition, the results of current study 

suggest that the incoming of foreign ownership can shape the motivations and 

behavior of firm management and force them to become more innovative. 

Specifically, the data analysis demonstrated the positive interaction between 

foreign ownership and the R&D HR slack related to innovation performance. 

According to this result, it is arguable that the effects of R&D HR slack is less 

salient when it is working independently. This implies that the relationship 

between slack and firm performance should be studied together with the 
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institutional context, particularly institutions that shape the behaviors of firms, 

managers or agents.  

 

  Thirdly, this study suggests a novel perspective that broaden up the 

research arena on the ongoing debate on the performance effect of slack by 

integrating the institutional constraints as well as the ownership symbiosis 

perspective concerning the incoming of foreign owners to the indigenous firms. 

Since the results of this study suggested that the relationship between R&D HR 

slack and firm performance may be contingent upon the new institutional settings 

brought in by the foreign owners. Based on the findings, the current study has thus 

developed an alternative theoretical perspective to explain the effect of foreign 

ownership in indigenous firms in emerging markets, which can be regarded as a 

new approach to the study of slack-performance relationship that helps understand 

the various phenomenon of foreign ownership in emerging markets. Since this new 

theoretical approach is generated by integrating perspectives of institutional theory 

and those of symbiosis theory from biological researches, it can also be seen as a 

contribution to both of the theories.   

 

5.4 Chapter Summary 

  Moving away from the monotonic debate on whether slack impede or 

foster firm performance, this study response to the call for better specification on 

the nature of slack by Tan & Pang (2003, p.1260) “in order to advancing theory – in 

both developed and emerging economies – as opposed to simplified, one-sided 

arguments such as ‘slack is good (or bad)’ typically found in the literature. An 

integrative, contingency perspective on the role of organizational slack will be 



165 

 

necessary”. Theoretically, this study draw on the perspectives from RBV and 

institutional theory as an enriched lens to advance the understanding of 

slack-performance relationship by incorporating the institutional context within 

which decisions in resource selection and utilization are embedded. Empirically, 

this study addressing this issue by focusing on specific HR slack (i.e. R&D HR 

slack) within the context of emerging economies. Methodologically, with data 

from automotive industry in China, the current study obtains some 

thought-provoking findings, which should help to understand the dynamic nature 

of R&D HR slack and firm performance in emerging economies. The results of this 

study shows that there is a positive relationship between R&D HR slack and firms’ 

innovation performance and this relationship is strengthen by foreign ownership. 

This study also shows that there is a positive relationship between R&D HR slack 

and firms’ stock market performance. However, foreign ownership does not 

exhibit any significant moderating effect on the relationship between R&D HR 

slack and firms’ accounting performance as well as stock market performance. 

This study also shows that the performance effects of R&D HR slack in indigenous 

firms without foreign ownership are not salient. This may indicates that the 

institutional environments that are not supportive to R&D are hindering the 

positive impact of R&D HR slack. This study contributes to the literature by 

theoretically arguing for better specification of the nature of HR slack and 

incorporating the institutional and resource-based view in order to advance the 

theoretical and practical understanding of the relationship between slack and firm 

performance and the role of foreign ownership in emerging economies. Further, in 

response to the call by Dacin, Goodstein and Scott (2002, p.45) “to provide new 

understandings of the manner in which institutions are created, transformed, and 
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extinguished and the way in which institutional processes interact to affect 

institutional change”, this study put forward symbiosis theory as a complementary 

theoretical lens to institutional theory in the study of the effect of foreign ownership 

on the relationship between slack and firm performance. With regard to sources of 

institutional change, scholars have drawn the research attention to the phenomenon 

of deinstitutionalization of existing norms and practices (Oliver, 1992; Scott, 2001). 

The results of this study may suggested that with foreign ownership, there is a 

nuanced change in the institutional environment that are originally not R&D 

supportive. As asserted by Scott (2011, p.184) that “in a broader context of 

institutional change… the weakening and disappearance of one set of beliefs and 

practices is likely to be associated with the arrival of new beliefs and practices”. 

The current study has provided an additional perspective to the understanding of 

indigenous firms by means of symbiosis relationship with foreign ownership. This 

ownership introduces new institutions that could deviate from the taken-for-granted 

institutional arrangements and the established institutional forces. With the 

integration of the perspective of symbiosis theory and institutional theory, the 

theoretical puzzle concerning foreign ownership can be better solved: the 

institutions brought in by foreign ownership may not be assimilated or absorbed 

by traditional environments in the Chinese firms. This is especially true with a 

mutualistic type of ownership symbiosis. With this type of symbiosis, R&D 

supportive foreign institutions can co-exist with traditional institutions in local 

Chinese firms. This co-existence or symbiosis helps create a new institutional 

environment in the local firms, which helps to enhance a positive relationship 

between R&D HR slack and firm performance. This study also proposed that 
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other symbiosis relationship along the symbiosis continuum could also exist that 

may shed lights into the study of role foreign ownership in emerging economies.   
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Chapter 6 

Conclusions 

 

  This study enriched the prior theoretical researches on the relationship 

between slack and firm performance by examining slack in R&D personnel and 

its associations with various performance dimensions in an emerging economy. 

What makes the contribution of this study unique is the focus on R&D HR slack 

by examining its impact on firm’s past and future performance together, that is, 

accounting performance, innovation performance and stock market performance. 

This study also took the institutional and resource-based view as an enriched 

theoretical lens to the study of slack-firm performance by recognizing the 

existence of institutional pressures on the strategic value of resource that a firm 

hold. This study finds that this combined view is insightful to add a deeper and 

finer-grained understanding on the relationship between slack in R&D human 

resources and firm performance in emerging economies where underdeveloped 

institutional environments are well recognized. Results of this study showed that 

R&D HR slack has a significant positive relationship with innovation 

performance in terms of both patent application and patent grant. R&D HR slack 

has also a significant positive relationship with stock market performance. 

Moreover, foreign ownership have a significant positive moderating effect on the 

R&D HR slack and innovation performance. This study has contributed to several 

issues that are relatively neglected in the previous literature in slack resources. By 

focusing on a specific type of HR slack, i.e. the R&D HR slack, this study has 

extended existing research in slack that so far focusing almost exclusively on 

financial slack or generic form of HR slack. Further, this study has enriched 
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extant research by revealing the positive impact of foreign ownership on the 

slack-performance relationship in emerging economies. So far, academic 

researchers have not developed sufficient theory to explain the effect of foreign 

ownership. With the results from current study, this thesis proposed to narrow this 

research gap by suggesting a fresh perspective of ownership symbiosis, which is 

developed by integrating the views of institutional theory and those of symbiosis 

from biological research. This thesis suggested several propositions in order to 

induce an ongoing dialogue and research on how foreign ownership can function 

as a positive institutional element that moderates the relationship between slack 

and firm performance. It is hope that by moving beyond the contemporary 

theoretical boundaries, a more nuanced understanding of the slack-firm 

performance relationship could be achieved. Within the context of an increasingly 

globalized world economy, firms must aware that the pattern of competition has 

undergone enormous changes. While facing intense global market competition, 

firm could not only rely on its core competencies or resources to gain sustainable 

competitive advantage, but also rely on its relationship with other firms. The 

traditional strategy of hostile competition would increasingly become outdated. 

Rather firm should actively seek strategic opportunities of integration and 

collaboration with other firms as an effective ways to enhance competitiveness. In 

particular how firms interact to overcome their institutional constraints and to 

achieve overall maximum benefit. It is thus not trivial in terms of theory and 

practice in analyzing in more details about the building and the functioning of 

various symbiotic relationships among firms. The integration of institutional 

theory with symbiotic theory may offer a fresh and complementary perspective to 
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probe into a deeper understanding of firms’ behavior in terms of resources 

utilization and their strategies in emerging economies. 

 

6.1 Limitations 

  This study has several limitations. Firstly, this study is based on data 

collected from a single country and this limits its generalizability. Although China, 

being the largest emerging economy in the world, has drawn a lot of research 

attention recently, it is possible that these findings may be specific to the setting of 

China and not to emerging economies in general. Future studies need to explore the 

generalizability of the current findings by conducting studies in other emerging 

economies (e.g. India). Consequently, more broad-based studies targeting different 

emerging economies are warranted. Besides, given that institutions vary across 

countries, special attention should be given in future study for cross-national 

comparisons.  

 

  Secondly, even within China, there is a need to be cautious about the 

findings as it only focus on a specific manufacturing industry. By doing so, this 

study excludes other factors that are likely to be industrial specific. Despite of this 

advantage, the usable panel data obtained are not large even though it has already 

covered all the listed firms in the largest manufacturing industry. While some issues 

confronting with other industries may be unique especially in relate to the adoption 

of R&D and innovation. Therefore, findings from this study may not be 

generalizable to other industries, a careful studies comparing and contrasting how 

R&D HR slack affects strategy and performance in other industries will be 

necessary. For future research, it would be worthwhile to conduct similar study to 
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cover more industries in emerging economies and in particular those industries 

where R&D is more likely to be exceled such as the ICT industry.  

 

  Thirdly, there are also limitations in gauging the team and individual 

level issues in the panel data. For example, knowledge transfer and interaction 

between parties from different background required some level of trust. Certainly, 

within R&D team, a constructive mutual exchange of ideas are important 

component. The team at different stage may have different impact on their 

performance. However, the quality of social interactions and level of trust in 

knowledge transfer are beyond the scope of this study. In future, cross sectional 

analysis on the impact of team factors in the performance of R&D HR slack may be 

able to provide some insights at micro level. 

 

 

6.2 Future research directions 

  The study results suggest several useful directions for future study. 

Firstly, this study enriched the prior theoretical research on the relationship 

between slack and firm performance by examining slack in R&D personnel and 

its association with different performance dimensions. This study demonstrates 

that R&D HR slack has positive relationship with firm’s innovation performance 

and that such relationship is strengthen with the presence of foreign ownership. 

However, the data analysis failed to support a positive moderation effect of 

foreign ownership on financial performance. The findings highlight the fact that 

the impacts of foreign ownership varies in different performance dimensions. 

Their insufficient influence with regard to accounting performance and stock 

market performance may suggest that there exist other issues within such context. 

Further research by integrating the perspective drawn from the institutional theory 
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and symbiosis theory may shed more light on this puzzling issue. In addition, it 

may be worthwhile to examine the subnational institutional influence on the 

performance impact of R&D HR slack in future study. Secondly, there is a need to 

consider different types of slack resources and also how they many influence 

different dimensions of firm performance. This will allow a richer understanding of 

the role of these different resources. This may ease the struggle of managers to 

properly balance operation efficiency and have specific surplus resources necessary 

to enhance particular firm performance in accordance with their company goals. 

While the current study challenged the conventional wisdom that holding HR slack 

will inhibit efficiency and firm performance, the findings reveal that some kinds of 

HR slack could enhance firm performance and further this relationship is 

contingent upon the incoming of foreign owners that could assist the firm to 

overcome institutional constraints. Previous studies that treated HR slack as a 

bundle have projected a negative impact on firm performance. The current study is 

an initial attempt to demonstrate contrasting results by selecting a specific type of 

HR slack that are conceived of having strategic value and predicting its positive 

influence on firm performance. To align with previous study on generic HR slack, 

this study thus only hypothesis the direct relationship between R&D HR slack and 

different performance dimensions. Future study could look into the possible 

mediation role of R&D HR slack and also interaction effects with other types of 

slack in the firm. Given the inadequate research attention given to different kinds of 

HR slack as well as the institutional environment, it is believed that future work on 

the dynamic of the slack-performance relationship – a long time debate in the 

economics, organizations and strategic literature will prove to be important not only 

for scholars but also for practitioners and foreign investors. Fourthly, the various 
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type of ownership symbiosis and their impact on the relationship between R&D HR 

slack and firm performance warrant empirical testing to explore more insight on the 

role of foreign ownership in indigenous firms. Finally, the institutional 

environments of the emerging economies is evolving. For example, the Chinese 

government has begun to emphasize indigenous innovation and call for more R&D 

efforts. In particular, after recognizing the power of technological innovation to 

stimulate productivity and growth, the Chinese government has envisioned to build 

an innovation-oriented economy. China’s ambitious innovation plan may change 

the institutional environment in terms of R&D activities. Specifically with the 

direction lay down in the 13th
 
Five-Year Plan by the Chinese government for more 

indigenous innovation, the whole institutional setting will likely be changed in 

coming years that may vary the results. In addition, China’s entry into WTO is 

expected to accelerate the drive for technological and product quality improvement. 

All these may have positive implications to the R&D HR slack and warrant follow 

up study to keep track of the effect of the evolving environment.  
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