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Abstract: In the last few decades ‘intellectual capital’ has been among the most investigated
constituent of corporate finance and accounting research. The immense empirical and
theoretical research published in different journals, for instance, “Measuring Business
Excellence” and the development and formation of specific journal, such as, “Journal of
Intellectual Capital” are the evidence of this novel and emergent area of research. After the
1997 Asian financial crisis and the great financial crisis of 2008, the significance and
magnitude of IC increase. The motive behind the critical role of IC during financial
instability and disorder is that when companies are economically vulnerable and troubled
during the financial disorder, the firms consider and explore alternative approaches of
survival, such as, the use of intangible assets and resources.
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1. Introduction

The relationship between extraneous groups and an organization is connected to the
organization performance and the detection of better working performance of the executives
and supervisors who construct distinctive policies and tactics to encounter the extraneous
groups and companies. Consequently, these distinctive policies and tactics must be formed on
knowledge intensive resources. IC is regarded as a combination of all the knowledge
intensive resources that can assist the firms regarding competitive edge and can substitute
nearly all the physical resources, for instance, equipment, machinery, and manufacturing
units (Boulton et al., 2000).

In the services’ sector, the role of IC is noteworthy, for instance, banking, insurance and
information & technology; these sectors are dependent on abilities, proficiencies, and
knowledge of the personnel for Value-Creation (VC), and it intensify the necessity for
resourceful management and computation and of IC (Boulton er al.,2000). As stated by
Rangone (1997), in KIEs the computation of IC is immensely domineering since it is
considered the key constituent of VC; nevertheless, regrettably, the existing accounting
procedures and measures are deficiently modified and designed to simplify these objections
and criticism (Bandt, 1999). Brennan and Connel (2000) claimed that the enormous variation
and diversity in book and market-value is imputed to the presence of IC. According to the
financial estimations the M/B' proportion of Standard and Poor’s 500 firms remained 6.0% in
2010; whereas, 1.0% in late 1980s that indicates the presence of IC (Lev, 2000).

! Market to book value of the firm
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Over the last decade, several researchers have conducted several empirical studies, in order to
investigate the presence of IC and its association with FFP. Chen-Goh (2005) examined the
relationship of IC with FFP in the banking sector of Malaysia and employed annual data of
the banks during the period of 2001-2003. In the findings section, the author established that
the HCE efficiency is comparatively greater than the other constituents of IC, such as, CEE?
and SCE’. The author further ascertained that the local banks did not show any substantial
outcomes regarding the efficiency of IC during the research period. However, the
international banks demonstrated greater outcomes concerning the efficiency of the local
banks. The author ascertained that investment in IC will generate additional profits and
benefits rather than financing the physical resources.

For measuring the VAIC of Australian listed firms, Clarke, Seng, and Whiting (2011)
analyzed IC and FFP. They employed the annual data of listed firms between 2004 to 2008
and established an affirmative association in VAIC and listed firms’ performance. They also
found that existing investment in the various constituents of IC can generate profit in
potential period. Furthermore, they also investigated the role of IC as a meditating variable
and its association with CE and FFP. As argued by Clarke er al., (2011), If IC is not
accompanied with any other element it cannot accomplish and contribute, rather than it must
be associated with various other elements, for instance, financial capital. However, the most
obvious finding to emerge from the analysis is that if we can appropriately invest in IC in any
year, this investment can have substantial role and contribution towards financial
performance in the present year and in the upcoming period.

Pulic (1998) pioneered the value-added intellectual coefficient (VAIC) model; it can measure
and compute efficiency of the constituents of IC, such as, HC, SC, and financial capital. The
author determined that as soon as the value of IC rises it indicates that the IC is effectively
and proficiently employed for value creation mechanism. Pulic (2004) employed annual data
of 30 listed firms between 1992 to 1998 and discloses robust and convincing association in
IC and market value of the firm. The author further added that IC is not consider as an
expense any longer; however, it is as now regarded as an investment.

In light of growing worth and effectiveness of IC for organization and country, several
scholars have suggested numerous methods, structures, and statistical examinations regarding
IC constituents and its effect on the country (Ginesti et al., 2018). The authors’ cited that the
literature on the impact of IC and its constituents on organization repute is vague. Therefore,
in developing a superior repute for the organization, business experts and consultants are
providing more consideration to it. The authors further investigated the effect of IC on firm
repute and FFP in Italy using data of 452 non-listed firms during the year 2016. They
employed regression analysis on the sample data for testing the hypothesis. They uncovered
that HCE is a significant constituent for organization’s repute.

Nonetheless, nearly all the above-mentioned research emphasizes the significance and
prominence of IC for corporations and business in the KIEs. However, the relevant literature
and research has assorted results and outcomes until now, it presents an obvious indicant that
extensive and abundant research is still obligatory and needed in this discipline to further
enhance and investigate the contribution of IC for firms, industries, and corporations. The
future research on IC should incorporate distinctive constituents of IC, such as, spiritual
capital and innovation capital, as these constituents are disregarded and overlooked in the

* Capital employed
* Structural capital
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current literature. Due to a continuous decline and reduction in natural reserves and growing
expenditure of the raw material, the firms ought to construct new effective and well-
organized methods of production and manufacturing. This designates that the significance
and worth of IC will heighten and grow in the forthcoming period and with an intense
competition.

2. Knowledge Intensive Economy and Resource Based View

The Resources-Based-View (RBV) initially recognized the association of an organizations
inside pursuits and activities; for instance, decision making of the management and exterior
relationships and dealings, such as, the requirement and desires of the customers from the
organization and corporation. According to Amit and Schoemaker (1993), the inner activities
of the organization denote the capability of the firm to consume its existing assets and
resources with regard to the exterior requests and commands. The notion of RBV of an
enterprise and firm was pioneered by Barney (1991). The author established that the
competitive edge and gains of a firm must comprise of unique and matchless values, rare
skills, and proficiencies. The intangible resources comprise of abilities, proficiencies,
knowledge, and processes that can be aggregated in a terminology termed as “intellectual
capital”. As defined by Barney (1991), these values are constructed on skills, proficiencies,
knowledge, competence, and computed with reference to the insights and opinions of the
customer instead of numerical palpability, likewise, it implies, quantity could be substituted
with values (Barney, 1991; Nadeem, 2016). In the industrial period, net-increase in the
quantity of manufacturing were considered as the only source for the creation of wealth;
nevertheless, in the current era of knowledge economy the tendency comprises of aggregation

of knowledge, abilities, aptitudes, resourcefulness, inventiveness, and procedures designated
as IC.

As determined by OECD (1996), an economy can be categorized as a KIE, when the
utilization of knowledge, abilities, competences, proficiencies, manufacturing and production
turn out to be the foremost constituent of firm’s development, progression and its
effectiveness throughout the market. It can illustrate an economy in which proficiencies,
abilities, competences, and knowledge of the individuals may have domineering part in
creating value. Lev (2000) defined that in the KIE individuals’ involvement substituted
outdated manufacturing based and profit oriented monetary undertakings, in the firm level as
well as in the country growth. This transformation from manufacturing based and profit
oriented economic activities to KIE has produced a substantial development in the
management and measurement of IC both nationwide and worldwide equally (Cabrita & Vaz,
2005). As argued by Joshi et al.,(2013), the efficient management and measurement of IC is
the outcome of this transformation towards the KIE. Furthermore, the dependency of the
firms on the efficient management and measurement of IC escalates with the escalated
supremacy and control of KIE (Stewart & Ruckdeschel, 1998a; Sveiby, 2001). As specified
by Foray (2000), in the present-day firms’ do considerable investments in their training
programs and educating their employees to become an immense resource and means of IC,
which is indispensable in a KIE (Foray, 2000).

3. Intellectual Capital and Knowledge Intensive Firms

In the present-day competitive atmosphere and knowledge has become the most substantial
and noteworthy strategic resource for the organization. This asseveration illustrates that the
current research emphasized on the role and contribution of knowledge-based resources. In
order to establish a long-term sustained competitive-gains and advantage. In unification with
the prior research, such as, the “the resource and capabilities theory of the firm”, the
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prevailing research affirms that growth and regeneration of strategic knowledge base in the
organization is indispensable to the accomplishment and continuance of long-run competitive

gains (Pablos, 2004).

Swart and Kinnie (2003) ascertained that at the very least the expression of knowledge
intensive can be applied in three frameworks: firstly, the knowledge intensive work, secondly
the knowledge-workers, thirdly, the knowledge-intensive-firms. Moreover, the dissimilarity
and discrimination between knowledge and less/non-knowledge intensive firms or work is
not plain and obvious (Alvesson, 2001). As argued by Quinn (1992), all kinds of employment
and work enterprises seem to include knowledge: the personnel ought to have ‘know-how’,
‘know-why’, ‘know-who’ and ‘know-what’ in order to generate maintainable and workable
competitive gains and benefits for any firm. The classification of KIFs (Alvesson, 2001;
Robertson and Swan, 1998; William, 1992) “refers to those where most work is said to be of
an intellectual nature and where well-educated, qualified employees form the major part of
the workforce” (Swart & Kinnie, 2003, p.2). Moreover, the organization affirms to
manufacture certified goods and services (Alvesson, 2000, 2001). In consonance with
Windrum and Tomlinson (1999), KIFs’ are those firms that are reliant on specialized: skills,
expertise, proficiency, knowledge or know-how concerning a particular profession or
functional area or department. The following table provides a listing of the KIFs established
on the research performed by Jemielniak (2012), OECD (1996), Pal and Soriya (2012), Swart
and Kinnie (2003) and Windrum and Tomlinson (1999).

Table 1. 1: Knowledge Intensive Sectors

Pharmaceuticals Industry Accounting-Firms

Labor recruitment and provision of technical Legal assistances services

employees

Engineering Industry High-Tech Companies

Commercial Banks, Investment banks, and ~ Computer Consultancy and IT-related

other financial services providers Services

Technology and Communication Industry Marketing and Advertising-Agencies

Chemical Industry Press and news organizations

Management Consultancy service Architecture, surveying and other
construction services

Research and Development Firms Real estate organizations

Telecommunication Service Industries Technical engineering service industries

Technology-related training Insurance service industries

Design, Project, and Strategy services
Source: Author’s compilation

4. The Era of Knowledge Intensive Economy

The emergence of KIE is primarily determined by the intangible resources, proficiencies, and
capabilities, which has resulted an increased concentration and attraction in the notion of IC
(Al-Musali & Ismail, 2016). There is a universally acknowledgement that the conventional
means of competitive gains are dependent on tangible resources in generating firm value and
maintaining competitive gains commenced to corrode. In the present-day economic era, IC is
the aggregate of knowledge based resources, denotes the variety of beliefs, opinions,
thoughts, visions, substructures and affiliations that become the furthermost imperative
business success constituent and the key constituent in value creation and maintaining
competitive gains of the organizations (Andriessen, 2004).
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As argued by Reed and Lubatkin (2006), in the knowledge based view, IC is more possible to
influence and to contribute to an organization’s accomplishing and maintaining exceptional
performance than the tangible assets and resources. The authors further added that with
regard to the theoretical model, in comparison to tangible assets that are broad and general
assets, can be bought and obtained from the marketplace, and exchangeable and easily
imitable; whereas resources based on IC that accomplish all the compulsory characteristics to
be a source of competitive gains which are valued, precious, exceptional, unique, and no
exchangeable (Reed & Lubatkin, 2006). Therefore, the possibility for generating competitive-
gains and long-run value remains in the effective and proficient management of IC than in
tangible resources.

Khalique, Abdul, Hassan, and Ageel (2011) ascertained that in the early years of the twenty-
first century the concept of production and manufacturing based economy has transferred
towards a KIE. As argued by Kim, Yoon, Kim, Lee, and Kang (2006), from the last decade of
the 20" century a turning point in the worldwide growth and expansion has occurred. In the
present-day era, it is acknowledged that knowledge is turn out to be a foremost source of
economic, cultural, social development. In tacit and explicit forms knowledge is embodied in
human beings. The explicit knowledge is obtained from academic achievements; whereas, the
tacit knowledge is primarily based on general intellect and consciousness (Smisth, 2001).

As specified by Demediuk (2002) and O'Donnell et al.,(2003), in a KIE nearly all the
undertakings and activities are determined on knowledge, and it is considered as a most
dominant economic resource and it is substituting physical and financial capitals as the most
important capital. Hamzah and Ismail (2008) contended that various businesses and firms
emphasized their concentration to employ and increase the knowledge-based resources of the
firm to achieve and acquire exponential development and growth. The authors further
established that most of the firms employs their proficiencies, competencies, and knowledge
to acquire competitive gains and benefits. Hence, from these arguments it seems that
performance of the firm is dependent on how efficiently the firm handles and controls their
knowledge based resources (Hamzah & Ismail, 2008).

Stewart (2002) established that a KIE is mostly comprised of three-pillars. Firstly, knowledge
has developed into what we purchase, what we trade, and what we do; secondly, the
knowledge-based resources have turn out to be more vital and fundamental to the firms;
thirdly, to flourish contemporary management systems, newest strategies and machineries are
needed to describe and clarify the knowledge-based resources or assets. Nevertheless, as
affirmed by various researchers, such as, Demediuk (2002) and Stewart and Ruckdeschel
(1998), the knowledge which is incorporated and embedded in individuals and firms has been
acknowledged and declared as “intellectual-capital”. Furthermore, in a KIE firms are
controlled and governed based on IC, and these firms are entirely reliant on the IC. As argued
by Khalique et al.,(2011), IC is regarded as a significant and indispensable constituent for
firms’ to take competitive gains and benefits. Similarly, as stated by Sharabati, Jawad, and
Bontis (2010), regardless of the significance and worth of IC majority of the firms and
businesses do not understand the truth on the significance and relevance of IC in their firms
and enterprises. Huang and Lui (2005) ascertained that in the present-day firms are
confronting immense and aggressive worldwide rivalry for their existence and survival, and
IC is acknowledged as an imperative asset which drives and propels economic development
and firms to contest worldwide challenges.

According to OECD (1996), a KIE can be defined as an economy in which the production,
manufacturing, distribution and the use of knowledge is foremost constituent of development,
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creation of wealth, and employment within all the industries and businesses, not only those
sectors and industries which are categorized as technological advanced industries or in the
knowledge intensive sectors. In describing the nature of an international KIE, the World-
Bank acknowledged the significance of intellectual aptitude, prominence of knowledge,
novelties and originalities, as the basic determinants for national economic development and
growth (Anon as cited in Joshi, Cahill, Sidhu, & Kansal, 2013). As established by Lev
(2000), a comprehensive classification of the KIE would comprise of firm growth and
nationwide development; hence, this growth and development is extensively generated by
individuals mental activates as opposite to that from commercial, manufacturing based
economic activities and undertakings. Prahalad and Hamel (1990) and Drucker (1999)
established that in a KIE, the prosperous and flourishing administration of such endeavors
and undertaking has been determined as potential, and it gives firms’ gains and superiority
among their opponents. Cabrita and Vaz (2006) stated that the current development and
progress of nationwide and worldwide KIEs has seen an intensifying attention and attraction
in procedures emphasized on the expansion and growth of IC. In line with this, the
development of the KIE includes an associated increase in the prominence of outlining and
calculating IC, if there is to be any efficient supervision and controlling of that resource item
(Cahill and Myers as cited in Joshi et al., 2013).

As argued by Cabrita and Vaz (2005), Stewart (2002), Sveiby (2001), and Wood (2003),
since the KIE develops and strengthens, perhaps, the leading form of business, the firms’ will
expressively dependent on the operations and functioning of IC for forming value-
preservation and development. In this regard, strategic focus on managing and creation of
Human Capital (HC) using education, training, and comprehension of the constituents
encompassing IC is indispensable and vital in KIE (Foray, 2000).

5. The Labor-Intensive Firms

The notion of Labor Intensive Firms (LIFs) denotes an industry or sector that requires a
considerable and significant number of workforce and labor to manufacture its industrial
goods and services (Kenton, 2019). In the same way, to produce the industrial products and
services, the labor intensive businesses uses human labor extensively and thoroughly
(Economywatch, 2010). This implies, “the degree of labor intensity is typically measured in
proportion to the amount of capital required to produce the goods or services; the higher the
proportion of labor costs required, the more labor intensive the business” (Kenton, 2019,
para.l). Labor costs are far more crucial than the capital costs in the labor-intensive sectors.
Moreover, there are no high fixed cost in the labor-intensive sectors. In contrast, in LIFs
higher proportion of variable costs is incurred. Since these sectors incorporate no high-level
of maintenance cost and fixed cost; hence, it retains major earning potential. However, the
LIFs may suffer to some level when the economy has high-level of inflation. This is due to
the fact that, when the level of inflation is raised, then the inflation decreases the real earnings
of the labor; hence, the labor can show their reluctance and refusal to work on the same
amount of wage (Kenton, 2019).

In consonance with Pettinger (2018), the labor intensive industry denotes a production
method in which human labor expenses are the major constituent. In general, the emerging
economies likely to be more labor intensive in contrast with the developed economies. Since,
these emerging economies cannot make any investment in expensive capital as they have low
income. Hence, with low wages and low income, they may stay competitor by hiring more
employees and workforce. The author further added that when the real wages are increased, it
generates an inducement for the organizations to make investment in more capital to increase
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labor output and efficiency, therefore, the organization can proceed to afford the expense of
costly workforce and employees. Consequently, the organizations become capital intensive
and less labor intensive (Pettinger, 2018). Prior to the industrial revolution, 90% of the
manpower were working in agriculture sector. The food production industry was regarded as
extremely laborious industry. The economic development and technological advancement
have raised labor productivity, labor intensity is reduced, and enable the employees to shift
towards manufacturing, and in recent years services (Nadeem et al., 2017).

The internationalization has empowered better adaptation of the production process
throughout the world. The labor-intensive manufacturing industry has transferred to Asia and
Africa since these markets have low-cost workforce. Moreover, in high wage countries the
textile manufacturing has declined and moved to low-priced and cheap developing countries.
Emerging Asian Economies, such as, China, Malaysia, Thailand, and Vietnam have a
proportionate benefits and superiority in the labor intensive sector (Kenton, 2019; Pettinger,
2018). Evolving technologies, for instance, artificial intelligence (AI), natural intelligence,
and supercomputers are challenging sectors and industries which were repeatedly regarded as
labor intensive. For instance, powerful and advanced robots have substituted the surgeons in
the surgical procedure. Furthermore, making the conventionally labor intensive industries
much less labor intensive, there has been innovative advancements and improvements in
robots which can pick and choose vegetables and fruits (Kenton, 2019; Pettinger, 2018).

Numerous industries, such as, coal mining, hospitality, and agricultural industry are the
industries that have labor-intensive formation and structure. In emerging and developed
economies, the structure of labor-intensive industry can be demonstrated to be superior
choice instead of a capital-intensive-industry. The labor intensive industries can bring
prosperity and economic development in the countries that are not wealthy, and they have
low-level of wages and income (Pettinger, 2018). In many cases, emerging economies are
fortunate to have plentiful human capital; nevertheless, these economies suffer from shortage
and insufficiency of investment and capital. If the emerging economies can employ the
plentiful human capital appropriately, these economies can have industrial development. The
emerging economies can experience industrial development if they can employ the plentiful
human capital appropriately. The industry growth rate can be activated and triggered by the
providing flawlessly skilled human capital to the industry. Hence, the emerging economies
can build and enhance their industrial growth rate deprived of making substantial capital
investment (Pettinger, 2018).

Furthermore, the export base of any emerging economy can be increased and strengthened by
the exportation of the products manufactured by the KIFs. The export of these manufactured
goods can help the emerging economies to earn foreign currency, this currency can be
employed for the importation of necessary raw material, products, and services. The KIFs can
create employment opportunities on a wide-scale, hence, these firms and industries can play a
vital role in improving the economic growth and prosperity of the emerging economies
(Austin & Sugihara, 2008; Kenton, 2019). The following table provides a listing of the labor
intensive sectors established on the research performed by Das et al., (2015), Economywatch
(2010), Goswami(2016), Kenton (2019), Pettinger (2018), and Riley ( n.d.)

Table 1. 2: Labor Intensive Industries

Agriculture Industry Cement Industry

Engineering Industry Food Services & processing Industry
Fertilizer Industry Hospitality-Industry (Hotels & restaurants)
Furniture industry Personal Care
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Mining Industry Tobacco Sector
Steel Industry Textile Industry
Source: Author’s compilation

6. Conclusion

In the last few decades, researchers have shown an increased interest in the KIEs as the
concentration of global economy has considerably shifted from industrial economy to KIEs.
In a KIE the conventional resources, for instance, manufacturing plant, apparatus, land,
buildings are substituted with knowledge intensive resources, such as, creativeness, novelty,
proficiency, competence, prior job experience, motivation, teamwork and collaboration of the
employees, satisfaction, faithfulness and devotion of the employees (Stewart & Ruckdeschel,
1998). As claimed by Peteraf (1993), the resource based view (RBV) of the organization also
emphasis and concentrate on long-run competitive gains of the organization by sustaining its
strategic possessions and reserves, for example, proficiencies, competence and knowledge,
since these resources can generate over average revenues for firms’ (Peteraf, 1993). Stewart
and Ruckdeschel (1998) claimed that all these knowledge-based resources, that generate
profit ad worth for firms and corporations are generally named as IC.

As argued by Barney (1991), an organization must acquire unique, valued, and extraordinary
assets that can help the organization in developing maintainable competitive gains, that can
determine an organization’s profitability (Amit & Schoemaker, 1993). As specified by
Nonaka and Takeuchi (2007) and Grant (1997), knowledge can be considered as a
fundamental and critical asset for the organization that can be widened, relocated and utilized
for attaining competitive gains; moreover, it can be industrialized and transmitted for benefits
inside and throughout the businesses against the adversaries.

Hence, this transformation from conventional assets economy to KIE; IC has developed and
emerged as a vital constituent for the value creation mechanism of an organization
(Edvinsson & Malone, 1997; Guthrie, 2001). In consonance with Bontis (1998) and Roos,
Roos, Dragonetti, and Edvinsson (1997), this recent transformation makes the computation,
calculation and regulation of IC an authoritative discipline in the contemporary KIEs. Knight
(2011) contends that for an effective and superior management of IC, an organization should
make investment in its employees and workforces, since this investment will facilitate the
organization to develop competitive gains and affiliation with other organizations, also
acknowledged as RC. Hence, according to Guthrie (2001) allocation and expenditure on IC
can be documented as an investment and it cannot be viewed as expense.
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