ISSN 2162-4860

\\ MacrOthi“k Business and Economic Research
A Institute ™ 2014, Vol. 4, No. 2

Identifying the Components and Importance of
Intellectual Capital in Knowledge-Intensive
Organizations

Muhammad Wasim Jan Khan
PhD Scholar, Faculty of Economics and Business
Universiti Malaysia, Sarawak, Malaysia

E-mail: wasimjanpk@yahoo.com

Received: October 25, 2014  Accepted: November 6, 2014
doi:10.5296/ber.v4i2.6594 URL.: http://dx.doi.org/10.5296/ber.v4i2.6594

Abstract

Intellectual capital is considered as one of the vita strategic assets for the success and
sustainability of the organization in a competitive business environment. Intellectual capital is
also recognized as the most crucial asset for the survival of knowledge intensive organizations.
The aim of this study is to explore the components of intellectual in order to comprehend the
concept and applications of intellectual capital indepth. Subsequently, to fulfill the objective of
this study a comprehensive related literature review was performed. The related literature
showed that there are six components of intellectual capital namely human capital, customer
capital, structural capital, social capital, technological capital and spiritual capital have been
identified.
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1. Introduction to Intellectual Capital

It is well perceived that intellectual capital is the lever for organizations to acquire sustainable
performance and competitive advantage (Cohen & Kaimenakis, 2007; Ross and Ross, 1997).
Intellectual capital is a main source for organizations in a knowledge-based economy, to gain
competitive advantage and is a main pillar of knowledge-based economy. Intellectual capital
management leads management to make appropriate operation decisions, appropriate
investment, and management of the organizations and in achieving competitive edge (Shaari et
al., 2011). For organizations intellectual capital has been regarded as a important source of
competitive advantage, which influences the level of creativity and innovativeness (Taliyang et
al., 2011).
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Research in the different aspects of intellectual capital is still relatively new (Goh & Lim,
2004). Since the beginning of research in the early 1980s in the field of intellectual capital,
there are numerous definitions for intellectual capital (Goh, 2005). Different concepts are
proposed in the academia and each try to capture a particular phenomenon given the intangible
nature of knowledge. It is realized by successful companies that investing in knowledge is
essential to their ability to create high value products and services (Chang & Hsieh, 2011).

Sustainable competitive advantage is mainly based on knowledge assets. The rapidly growing
field of intellectual capital is an existing area of interest for both the researchers and
practitioners (Bontis, 2001). The field of intellectual capital is developing into a diverse and
multidisciplinary field which contains multiple meanings, methods and concepts, and it is
supported to be knowledge generation and knowledge about knowledge (Jorgensen, 2006).

All business leaders should think about their attitudes again and again on intangible assets.
They must appreciate and recognize the strategically managed knowledge and its measurement,
and this they can make the difference between mediocrity and excellence in their organizations
(Bontis, 1998). For successful competition in today’s world economies it is absolutely
necessary for organizations to understand and properly manage their intellectual capital if they
want to succeed (Bhartesh & Bandyopadhyay, 2005). Undoubtedly, in the emerging
knowledge-driven economies of the world, many economies; like countries of European Union,
UK, Scotland and many other emerging economies are also looking for strategies to reposition
themselves, in today’s world of the emerging knowledge-driven economies (Goh, 2005).

Nowadays organizations around the world are facing big challenges to make their knowledge
more productive as a competitive resource in a complex and unpredictable environment (Daud
& Yusoff, 2011). To gain sustainable competitive advantage in organizations intellectual
capital is recognized as one of the most important asset. In western the concept intellectual
capital was introduced for the first time. In organization is of Eastern countries the concept of
intellectual capital is still quite new. Future research should apply intellectual capital model
and examine the impact of intellectual capital on organizations (Khalique et al., 2011).

The term intellectual capital was first introduced by Jon Kenneth Galbraith in 1969 (Khalique
et al 2011; & Chang & Hsieh, 2010). The word “intellectual” actually refers to the employees
who encapsulate the company’s knowledge. The conceptualization of IC may be broadened to
include all value creation activities performed by humans; that is, the intelligent living
organism: employees, directors and stakeholders relating to the company” (Chan, 2009).

Intellectual capital has been considered by many, defined by some, understood by a select few,
and formally valued by practically no one (Sveiby, 1997). Intellectual capital has been rarely
understood or studied. For organizations; intellectual capital is considered as an essential
source to gain competitive advantage (Bontis 1998). Similarly it is argued that, unfortunately
there is generally no accepted definition of intellectual capital (Chang and Hsieh, 2011). In
modern economies for success and competitive advantage of organizations, intellectual capital
is increasingly recognized as critical strategic asset (Khalique et al., 2013).

According to brooking (1996), intellectual capital is term given to the combined intangible
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assets of market, intellectual property, human centered and infrastructure, which enable the
company to function (Bontis et al., 2000). The major contribution of Stewart’s (1997); to the
field of intellectual capital is to give the definition of intellectual capital and the recognition of
the difficulty to measure intellectual capital (Bontis, 1998).

Stewart (1997) extended definition of intellectual capital with addition of customer capital and
defined intellectual capital as the combination of human capital, structural capital and customer
capital. Furthermore, intellectual capital consists of three components namely human capital,
structural capital customer capital, and intellectual capital also have various intangible
resources such as knowledge, education, employees competences, skills, intellectual agility,
customer relationships, brand names and organizational structure (Kujansivu, 2009; Bontis et
al., 2000; Bontis, 1998; Roos et al., 1997; Sveiby, 1997; & Edvinsson, 1997). Intellectual
capital is defined as the sum of structural capital and human capital (Edvinsson, 1997).
Intellectual capital means individual workers’ and organizational knowledge that contributed
to sustainable competitive advantage (Bontis, 2001).

The Intellectual Capital management can be defined as the management of the expansion,
enhancement and value evaluation of knowledge management, taking the knowledge
management as the core, taking the enhancement of enterprise value as the intention under the
condition adapting with the development strategy of the enterprise (Ding & Li, 2010).
According to Kozak, (2011) the concept of intellectual capital is still underdevelopment and
there is still no uniform definition accepted for identifying the subcomponents of intellectual
capital. Intellectual capital is defined as intangible assets including technology, customer
information, brand name, reputation and corporate culture (Taliyang et al., 2011). From a
strategic point of view in organizations, intellectual capital is linked to the organizations’
knowledge ability to create and apply the potentially for creating value. The three/ key
characteristics of intellectual capital can be described as follows; 1) Its intangibility 2) Its
potential to create value 3) The growth effect of collective practice and synergies
(Martin-de-Castro et al., 2011).

Intellectual capital does not include intellectual property. Intellectual property is the asset that
includes copyrights, semiconductor topography rights, various design rights and patents. These
also include trade and service marks (Bontis, 1998). Khalique et al (2013) argued that
intellectual capital is having six/6 main components known as the (1) Human Capital, (2)
Customer Capital, (3) Structural Capital, (4) Social Capital, (5) Technological Capital, and (6)
Spiritual Capital.

Hence based on the above discussions and most specifically according to contribution of
Khalique et al., (2013) to the field of intellectual capital; we can also define intellectual capital
as “the most critical driver and strategic intangible asset for type of organization and the
knowledge embedded in its main six/6 components known as (1) Human Capital, (2) Customer
Capital, (3) Structural Capital, (4) Social Capital, (5) Technological Capital, and (6) Spiritual
Capital”. We further argue that beside any other physical and intangible asset intellectual
capital is very much important for any type of organization and can play the basic role in
achieving competitive advantage. Further we can also list intellectual capital as the back bone
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of any type of organization and studies should be encouraged in the field of intellectual capital.
2.1 Human Capital

Human capital represents the stock of individual knowledge of an organization and is
represented by its employees (Bontis et al., 2000). For organizations human capital is very
much important as it is a source of strategic renewal and innovation, whether it is in any form
(Bontis, 1999). Human capital is the main source of intellectual capital creation in the
enterprise (Shaari et al., 2011; Roos & Roos, 1997). An American Nobel Prize-winning
economist Theodore W. Schultz (1981) also used the term human capital and argued that: The
decisive factors of production in improving the welfare of poor people are not space, energy,
and cropland; the decisive factors are the improvement in population quality and advances in
knowledge. These advancements can be augmented by appropriate investment in human
capital (Bontis 1998). Human capital is considered as the main component of intellectual
capital, human capital is based on employees’ knowledge, skills, competencies, capability and
innovation (Isaac et al., 2010; Shaari et al., 2011; Choo & Bontis, 2002; Bontis et al., 2000;
Bontis 1998; & Edvinson & Malone, 1997). We basically mean by human capital the
knowledge acquired by a person which increases the value of his contribution to the firm and
his own productivity (professional qualifications) (Fernandez et al., 2000).

In new venture as well as large organizations seeking to establish or maintain a competitive
advantage and to act entrepreneurially, the application of knowledge, these actions required for
the organizations need the use of intellectual capital embedded in the firm’s managers and
employees; thus it is the human capital which is required and necessary to take actions in
organizations (lreland et al., 2003). Human capital is recognized as the heart of intellectual
capital (Khalique et al., 2011). Human capital includes various abilities, skills and knowledge
possessed by the employees of the enterprises to contribute in the sustainable development
(Khalique et al., 2011; Ding & Li, 2010). Human capital has been defined by (Dess &
Lumpkin, (2001); as the “individual capabilities, knowledge, skill, and experience of the
company’s employees and managers, as they are relevant to the task at hand, as well as the
capacity to add to this reservoir of knowledge, skills, and experience through individual
learning”, whereas According to Hitt et al., (2002), Human capital is the knowledge and skills
of the firm’s entire workforce (Ireland et al., 2003).

Intellectual agility enables one to change practices and to think of innovative solutions to
problems. Even though in learning organizations, employees are considered the most important
corporate assets, they are not owned by the organizations. There is still tremendous argument
that when the new knowledge is generated by employees, then whether it belongs to company
or not (i.e. while at home on the weekend a software programmer develops code, but yet the
company still lays the claim to this codified knowledge) (Bontis et al., 2000). Human capital is
the most important sources for organizations in achieving sustainable competitive advantages
(Ireland et al., 2003). A progressively developing Asian country like Malaysia has to
effectively transfer from an input-driven to knowledge-driven economy to be competitive in
the global market that focuses more on utilizing human knowledge and skills, rather than on
production of labor-intensive goods (Goh, 2005).
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2.2 Customer Capital

Customer capital is the another main component of intellectual capital and it is mainly based on
the relationships between the enterprise and its customers (Shaari et al., 2011; Tai-Ning et al.,
2011; & Edvinson & Malone, 1997). For organizations having good relations with its
customers is very important, to enjoy competitive advantage (Roos et al., 2001). The scope of
customer capital lies external to the human capital and external to the firm nodes. Customer
capital of an organization is based on the knowledge embedded in its customers, suppliers, the
government or related industry associations and its customer’s relations (Bontis et al., 2000;
Bontis, 1999; Bontis, 1998). There is no ambiguity that for any organization the main source
of revenue generation is its customers; therefore, it is obligatory for an organization to make
good relations with its customers and to win its customers by satisfying their need (Tai-Ning et
al., 2011).

2.3 Structural Capital

Structural capital is considered as glue for organizations (Khalique et al., 2013). Structural
capital consists of all the non-human stores of knowledge that includes data-bases, processes,
organizational charts, strategies, process manuals, routines and policies (Wu & Tsai, 2005;
Bontis et al., 2000). According to Roos et al., (1997), structural capital of an organization is
known as “what remains in the company when employees go home for the night”. An
organization with strong structural capital will have a supportive culture that allows individuals
to try things, to fail, to learn, and to try again. The structural capital of an organization; is the
knowledge embedded within its routines. The scope of structural capital lies internal to the firm
but external to the human capital nodes. Structural capital is the critical link that allows us to
measure intellectual capital in an organization (Bontis, 1998). Organizations can purchase or
hire structural capital and organizations can share and duplicate structural capital also (Cohen
& Kaimenakis, 2007). Structural capital deals with the structure and system of an organization.
It plays an important role in an organization and helps in achieving competitive advantage by
creating value added products and services (Ramezan, 2011).

2.4 Social Capital

Social capital is one the most important component of intellectual capital and it has significant
contribution towards the firms’ performances (Khalique et al., 2011; Bueno et al., 2004).
Social capital is the most important sources for organizations in achieving sustainable
competitive advantages (Ireland et al., 2003). All over the world, firms operating in global
markets rarely have adequate resources to compete effectively in global markets, thus they
access the needed resources through formal and informal relationships with other firms.
Looking at the cultures in the world; compared to Western firms Asian countries have
emphasized on relationships with other firms much more strongly (Hitt et al., 2002). Social
networking relationships enable both family firms and non family firms to obtain the resources
and capabilities that are used to organize strategic activities and create value (Acquaah, 2012).
Social capital provides the flow of knowledge and information between types of networks
(Inkpen & Tsang, 2005). Social capital is the total set of information which benefits firms in
value creation. Social capital is available both intra-firm and inter-firm relationships of firms
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(Koka & Prescott, 2002). Social capital is the combination of relationships inside the firm and
with external entities and helps organizations by absorbing knowledge to control and to gain
access to resources (Nahapiet & Ghoshal, 1998). Social capital is the set of relationships
between individuals in an organization (internal social capital) and between individuals and
organizations (external social capital) that facilitate actions (Hitt et al., 2002).

2.5 Technological Capital

A critical component of intellectual capital appeared in knowledge-based economy is
Technological capital (Khalique et al., 2011). The key reason attributed to corporate success
such as the tremendous “overvaluation” of high-technology companies is by leveraging
knowledge (Bontis et al, 2000). Knowledge related to use of innovation of production
techniques, access and product technology is the main base of technological capital, which is
intangible and play an important role in the competitive success of firms (Fernandez et al.,
2000).

Technological capital is the set of intangible assets which is based on innovation and technical
process. Furthermore technological capital has positive impact on the performances of
organizations and it is a significant contributor of intellectual capital (Bueno et al, 2006).
Technological capital derives from technical knowledge; it is an intangible asset and is
considered as important part of intellectual capital (Ramezan, 2011; Ramirez, 2010).

2.6 Spiritual Capital

Spiritual capital is also a vital component of intellectual capital (Ismail, 2005). Spiritual capital
is based on spirit, influence, power and knowledge which can be derived from religion (Berger
& Hefinar, 2003). Spiritual capital is the power and influence that are created by a person or
organization with the help of spiritual knowledge and religious beliefs (Liu, 2008).

Ismail (2005) introduced spiritual capital as an additional component of intellectual capital. He
found in his study conducted in telecom sector in Malaysia that spiritual capital plays very
important role in enhancing the organizational performance. According to Ismail (2005)
Spiritual capital can be defined as “the intangible knowledge, faith and emotions embedded in
the minds of individuals and in the hearts of organization which includes vision, direction,
guidance, principles, values and culture”.

The leader follow Gods will; by following divine laws or values in their daily lives and is
considered as the spiritual capital and the spiritual resources can also be deployed in social
context (Fry, 2003). Khalique et al., (2011) also argued that spiritual capital is mainly based on
two dimensions as ethical values and religion.

3. Conclusion

The related literature showed that many researchers such as Bontis (2001); (Castro &
Delgado-Verde, 2012; Chen, Zhu, & Xie, 2004; Cohen & Kaimenakis, 2007; Khalique, Isa, &
Shaari, 2013; Khalique, Mansor, Isa, & Shaari, 2014; Khalique, Shaari, & Isa, 2013; Khalique,
Shaari, Isa, & Samad, 2013) revealed that intellectual capital is a most crucial asset for the
success of organizations. Many studies for example (Khalique, 2012; Khalique & Isa, 2014;
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Khalique, Isa, et al., 2013; Khalique, Shaari, & Isa, 2014; Khalique, Shaari, Isa, et al., 2013)
were conducted by using Integrated Intellectual capital Model (IICM). These studies affirmed
that intellectual capital has significant impact on the performance of the organization. In
addition, Khan and Khalique (2014) proposed an empirical study based on intellectual capital
with strategic planning in Pakistani context. Similar studies are recommended for the potential
researchers in intellectual capital field.
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