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Abstract

The value of enterprise substantially depends on its ability of value creation in the future. Enter-
prise value creation relies on the external resources, but its own endogenous ability also becomes
more and more important. This paper utilizes the concept of organization capital to survey enter-
prise’ core competitive ability and the growth of the enterprise value, which provides a new view
for analysis of the enterprise endogenous growth.
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1. Introduction

The value of an enterprise benefits from its core competitiveness. The core competitive ability is unique for an
enterprise. It is a set of enterprise behavior including such as strategic management, operational control and in-
vestment development, which aims to be different from other competitors. Therefore, an enterprise’ core com-
petitive ability not only has the characteristics of value creation, but also is a reflection of a heterogeneous en-
terprise. The organization capital is also a capital input and it means that the enterprise organization integrates
every kind of production factors to maximize enterprise profits based on enterprise’s own characteristic. The
value of an enterprise depends on its core competitive ability, and the core competitive ability belongs to a kind
of intangible assets. Therefore, the analysis of relation between enterprise organization capital and the core
competitive ability will help to analyze and explain the inner motive power of increasing enterprise value and be
beneficial to evaluating the enterprise value.
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2. A Literature Review on Organization Capital

The essence of organization capital is that an enterprise take its heterogeneity including the intangible assets
such as the organizational structure, the governance mechanism, the management practice, as well as the enter-
prise culture and so on as a kind of capital goods, then by capitalizing the output made by these intangible assets
an enterprise’ value will be measured.

Adam Smith was the first one to notice the influence of the enterprise organization on the output. He believed
that adjusting the enterprise’ production organization could greatly improve labor productivity and increase the
output. Similarly, Taylor’s scientific management practice proved that the enterprise internal management
greatly influence on the output efficiency. But, for the mechanism of the enterprise organization how to influ-
ence on the output and how to measure and assess the value of the enterprise organization capital, they did not
elaborate.

Prescott and Visscher (1980) defined the good coordination between the enterprise employees and their cor-
responding tasks as the organization capitals, and believed this kind of capitals was the enterprise’ unique hu-
man capital [1]. Kaplan and Norton (2004) took the enterprise’ own characteristics such as enterprise culture,
leadership, internal target consistency, team share as the organization capital when they analyzed the enterprise
strategic and thought the degree of readiness of organization capital would seriously affect the enterprise strate-
gy [2]. Lev and Radhakrishnan (2005) took the internal enterprise behaviors which were different from compet-
itors and were not easy to be copied by the competitors as the organization capital [3]. These behaviors included
the technical, the commercial design, the process and the operation practice. Liu Chao (2008) defined two kinds
of capital, one was the process capital and the other was innovation capital. He thought the process capital was
the organizational environment, atmosphere, or mechanism where organizational members were able to give
play to their own knowledge and ability [4]. The innovation capital meant the methods, procedures and ability
by which production factors were combined and innovated, such as the intellectual property and the trade secrets.
The enterprise organization capital consists of the two types of capital. Di Qiang and Guo Junhua (2010) argued
that the enterprise organization capital was a phenomenon that the enterprise transformed its members’ know-
ledge, skills and experience into organizational resources or assets to create profits [5]. Eisfeldt and Papaniko-
laouz (2013) took the key talent who exert important influence on the company’s performance as the organiza-
tion capital [6]. Zhou Yan and Tong Xun (2013) suggested that the organization capital was enterprise’s unique
knowledge and skills for making use of its own resource which was gradually formed with the development of
the enterprise. Enterprises can use the organization capital to further optimize the allocation and employment of
resources [7].

Due to the importance of organizational capital, measuring or evaluating the organization capital has also
been the attention of many scholars. Atkeson and Kehoe (2005) deal the organization capital with an input and
measured the organization capital’s contribution to the output by structural equation in the study of America’s
manufacturing output [8]. Lev and Radhakrishnan (2005), Lev and Zhang (2009) estimated the contribution
value of enterprise organization capital by using the production function and the enterprise’s financial data
[9]-[11]. Xu Zhiwei and Wu Huabin (2012) made a study on factors influencing China’s macroeconomic vola-
tility, by using a Bayesian method based on the system model and from the perspective of organization capital.
The results showed that the model containing organizational capital can better explain China’s macroeconomic
data than the model without the organization capital [12]. Eisfeldt and Papanikolaouz (2013) argued that as a
key human capital, the organization capital will affect the income distribution of shareholders and managers.
Their empirical results showed that the higher was the organization capital, the risk faced by shareholders was
higher [13].

Much research on organization capital agreed that the concept of organization capital had a good explanation
to the output contribution of organization. Especially in the research on enterprise endogenous growth, organiza-
tion capital can better explain the enterprise’s competitive advantage and growth. However, because organiza-
tion capital is a new and comprehensive concept involved different disciplines such as management, economics
and accounting, which result in the definition of organization capital still are not be unified and easy to confuse
with some concepts such as human capital, intangible assets, enterprise management, enterprise culture. There-
fore, it is necessary to differentiate these concepts.

1) Organizational capital and human capital

Shao Lin (2014) pointed out that the individual human capital is the knowledge, skills and health condensed
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on labor [14]. Fu Yu (2014) pointed out that human capital was a stock of intellectual capital and relationship
capital, and if the human capital wanted to create value, there must be a suitable environment matching with the
human capital [15]. Ma Honggi and Wang (2014) also thought that human capital dependent on not only the
personal itself but also the economic system and environment [16].

Enterprise although obtained the right to use the human capital through pay, but it did not mean that the en-
terprise can fully achieve the greatest value created by human capital. Namely, the enterprise paid wages, but
employees not necessarily tried their best to work.

Zhou Qiren (1996) and Zhang Gang (2000) both believed that the property rights of human capital belong to
the corresponding employee and this capital created value under appropriate environment. The ability of stimu-
lating human capital was exactly organization capital [17] [18].

2) Organizational capital and intangible assets

Xiang Xianhu and Liu Tian (2014) argued that the concept of intangible assets belonged to accounting and
finance and intangible assets included human capital and Organization capital. That is to say, the organization
capital is part of intangible assets [19].

3) Organization capital and the enterprise culture

Yi Liang (2012) argued that the enterprise culture was essentially a kind of unwritten and established rules
and practices rooted in enterprise organization, which reflected the characteristics of the organization [20].

Xiang Xianhu and Hu Shaohua (2009) points out that the organization capital included processes organization
capital such as governance institution, organization system, as well as culture class organization capital such as
values, organizational routines, cultural atmosphere [21]. The ability of effectively matching employees with
their tasks is exactly the organization capital. Therefore, the enterprise culture is not the same as the organiza-
tional capital, organization capital include the enterprise culture, but the enterprise culture is not the same as or-
ganizational capital.

4) Organization capital and corporate governance

Eisfeldt and Papanikolaouz (2013) considered the organization capital as a special human capital and pointed
out that the mechanism of corporate governance was substantially a kind of special enterprise’s organizational
structure and institutional arrangement which reflected the heterogeneity of the enterprise. Therefore, corporate
governance is part of the organizational capital [22].

Comprehensively, Capital is a collection of intangible assets including human capital, governance institution, en-
terprise culture etc. For different enterprise organization, the composition of the elements in this collection is differ-
ent. The organization capital can comprehensively reflect the contribution of intangible assets to the enterprise.

3. The Influence of Organization Capital on Enterprise Growth
3.1. Building Enterprise Core Competitive Ability

According to Barney (1991), when an enterprise can implement the strategy of creating value for the enterprise
which other existing and potential competitors did not adopt, said the company has a competitive advantage.
And if the strategy could not be adopted and imitated by other competitors, the enterprise had sustainable com-
petitive advantage and core competitive ability.

The role of enterprise core competitive ability is in the market competition to obtain more economic profits
than the competition, and contribute to the continued survival and development of the enterprise. To achieve this,
the enterprise should have the following three advantages. One is the advantage of efficiency. Input and output
is the essence of business activity. High efficiency means the output is maximized under the given input, or the
cost is minimized under the given output. This advantage will ensure enterprise continued survival and devel-
opment. The second is the advantage of innovation. With the development of science and technology, a tempo-
rary competitive advantage is fragile. Therefore, if an enterprise wants to maintain the sustainability of competi-
tive advantage, innovation is its inevitable choice. The last one is the advantage of integration. According to
Ronald H. Coase (1936), an enterprise is a collection of a series of contracts. Through contracts, the enterprises
have access to resources and make use of them, but for different enterprise, its resource acquisition ability and
use is different, which reflect every enterprise are different in the resources integration ability. Generally, the
enterprise which has the competitive advantage often continuously improve its organization structure, system
design and operation scheduling to enhance the efficiency and the innovation ability.

The above analysis showed that the heterogeneity of enterprise determines the difference in core competitive
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ability and the heterogeneity of enterprise depends on the characteristics of enterprise’s organization characteris-
tics. As a collection of enterprise’s own comprehensive characteristics, the organization capital reflects both en-
terprise’s resource access ability and efficiency of using resources. At the same time, because of organization
capital is belonging to different companies, it has the characteristics of exclusiveness. Different organization
capital just also reflects the core competitive ability of exclusivity. Therefore, as a result of organization capital
is closely related to the management level, the profitability of organization capital is the source of core competi-
tiveness for modern enterprise.

3.2. Promoting the Enterprise Growth

The American economist Penrose (1959) proposed the concept of enterprise based on enterprise resources. He
argued that the growth of the enterprise value was a dynamic process that the enterprise’s internal resources and
knowledge kept increasing with the expansion of the enterprise scale [23]. The dynamic process is shown in
Figure 1.

Although Penrose’s model of enterprise growth did not adopt the concept of organizational capital, the con-
cepts adopted such as management ability, resource utilization, knowledge etc. belongs to the category of or-
ganization capital. Therefore, it can be used in deep analysis on an enterprise’s value growth path based on or-
ganizational capital. An enterprise will accumulate knowledge and experience in its long-term business practice,
and the knowledge and experience will improve the ability of employees and increase labor productivity by the
more effective use of stock resources (see cycle 1). At the same time, the knowledge and experience also will
improve the management level and constantly improve enterprise operation efficiency (see cycle 2). As compa-
nies grow larger, the management complexity also will increase and the limited managers energy will restrict the
growth of enterprises (see cycle 3).

On the whole, the enterprise growth and its value increase is exactly a process involving the accumulation or
increase of organization capital such as knowledge, experience, management ability etc. It is the organization
capital that makes the enterprise is more effective in the allocation of resources and adopts suitable methods to
coordinate production activities through specialization. Meanwhile, highly specialized division of labor will pro-
mote the accumulation of organization capital, which will boost output and improve the value of the company.

4. Conclusion

An enterprise must have its competitive advantage in market competition and the competitive advantage relative
to other competitors is the enterprise core competitive ability. Enterprise core competitive ability comprehen-
sively reflects the characteristics of an enterprise organization. The concept of organization capital can evaluate
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Figure 1. Penrose’s model of enterprise growth.
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the characteristic of enterprise organization and enterprise’s value creation. Therefore, by using the concept of
organization capital, we can further comprehend an enterprise’s core competitive ability and value creation
process. For the purpose of enhancing the core competitive ability and improving value creation, the enterprise
should attach great importance to its organization capital.
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