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Abstract

Purpose — The aim of this paper is to promote the use of dynamic capabilities as a strategic tool of
the highest order in terms of firm management.

Design/methodology/approach - The content of the article is developed from a table that offers
some insights into the relationship between the three theoretical perspectives analyzed in the paper:
resource-based view, knowledge-based view and dynamic-capabilities view.

Findings — The paper describes the evolution that can be discerned in the process of developing
competitive advantage, from a resource-based view to a dynamic-capabilities framework.

Originality/value — The objective of the article was not to bring to light any new revelations in this
field of investigation, but is intended as a theoretical reflection on the implications of dynamic
capabilities for firms and managers.

Keywords Competitive advantage, Management strategy, Knowledge management,
Learning organizations, Resource management
Paper type Conceptual paper

Introduction

The intentions of this paper are three-fold. On the one hand, as a result of our own
investigations, we will provide a comparative analysis of how relevant academic
literatures has evolved in such a way that dynamic capabilities are presently
considered a business asset of the highest order. Dynamic capabilities are complex,
higher order organizational processes which provide adequate conditions for the
modification and renewal of the firm’s stock of business assets. Secondly, we will
discuss the dynamic-capabilities view (DCV) as having a central role to play in the
analysis and interpretation of complex organizational processes allowing firms to
remain competitive and adapt to external changes.

Lastly, and as a result of the previous points, we will highlight the use of dynamic
capabilities as an essential element in the development of knowledge-based assets,
which have a high chance of creating and sustaining competitive advantage in what is,
today, an unsettled and globalized business environment. In short, we will present a
framework for identifying the elements that make up the organizational processes Management Decision
involved in learning and the creation of assets and knowledge. We will also indicate Vet “315;‘?-(;:12223
key points for special consideration by managers in their role as strategists, planners © Emerald Group Publishing Limited
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and designers of the future of their organizations. DOI 10.1108/00251740510597699
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MD The beginning: the resource-based view (RBV)
435 The dominant paradigm in strategic management until the 1990s was that business

’ management was determined by the appeal of the sectors in which the company was

competing and by the competitive position of the company in those sectors (Rumelt,

1991; McGahan and Porter, 1999, 2002; Wiggins and Ruefli, 2002). This focus provides

an external explanation for a firm’s competitive advantage, based on capitalizing on
662 the relative imperfections of the sector in which the firm is competing.

However, in recent years the idea of analysing firm’s competitive advantage from an
intraorganizational perspective according to its own capabilities has made the
targeting of business strategies easier (Priem and Butler, 2001; Ray et al, 2004). It is
likely that this model presents a more solid basis for analysis than one entirely based
on the need of the company to meet the demands of a given economic activity.

This intraorganizational focus began to gain general acceptance towards the end of
the 1980s and was fully taken on board by firms in the 1990s. It involved a switch
towards an introspective search for the origin of and an explanation for competitive
advantage. From the perspective of a RBV, the firm is regarded as a unit; a single,
organized group of heterogeneous assets that is created, developed, renewed, evolved
and improved with the passage of time. The acceptance of the concept of the firm as a
unit of resources and capabilities has prompted interest in identifying the nature of
these varying resources and in evaluating their potential for generating profits.

This heterogeneity in the firm’s assets appears as the central factor in explaining
varying performance between one firm and another. For this reason, the RBV gives
special attention to studying the factors that cause these differences to persist (Grant,
1991; Mahoney and Pandian, 1992; Amit and Schoemaker, 1993; Barney, 2001). It does
not, however, analyse their causes or the process which determines them; increasingly
essential aspects of analysis in a dynamic context. The diverse nature of resources is
an essential element in the development of economic activity and also plays a key role
in the evolution of technology and organizational structures.

The logical response to this question has been the interest shown in a new kind of
organizational capability; the capacity for the self-renewal of resources, routines,
capabilities and core competences (Collis, 1994). This has paved the way for a new
asset or highest order, naturally dynamic process; the capacity to learn within
organizations (individual learning) and about the organizations themselves
(organizational learning) (Teece et al, 1997; Zollo and Winter, 2002). In this way,
dynamic capabilities are formed as a subgroup of the firm’s capabilities, allowing the
creation of new products and processes, permitting the company to respond to
changing external conditions. In this sense, dynamic capabilities lead the company to
achieve a complex fit between activities that exploit their resources to the full and
capabilities that assure good short-term results. At the same time, enough resources
must be designated to the task of exploration (innovation) that ensures the
development of the necessary resources for future strategies and the capacity to adapt
to changing external conditions. In short, these exploratory activities should generate
assets which guarantee the organization’s future viability (March, 1991).

The firm’s assets, knowledge, learning and dynamic capabilities
As was mentioned in the previous section, the analysis of the factors that lead to
particular companies enjoying a sustainable competitive status constitutes one of the
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principal concerns of strategic literature. It is necessary, though, not only to explain Key role of
how companies defend a position of competitive advantage they already maintain, but dynamic
also the way in which they reach and build upon these positions in a dynamic and
changing environment,

From the RBV, emerged the knowledge-based view (KBV), in which knowledge is
considered the key or strategic asset for firms, the latter being defined as the body or
social context in which knowledge will be developed, sustained and, consequently, 663
protected (Grant, 1996). There have been numerous contributions to the birth and
development of this approach, though a particular mention should go to those of
Nelson and Winter (1982), Penrose (1959), the RBV, the business capabilities approach
(Prahalad and Hamel, 1990) and the literature on organizational learning. Thus the
process and generation of knowledge become an essential element of analysis to
understand the development of strategies for company evolution and transition (Kogut
and Zander, 1992, 1996; Orlikowski, 2002; Lei, 2003).

Both the RBV and the KBV, however, are still of an essentially static nature.
Consequently, taking a more dynamic approach, where the processes of learning,
uncertainty and the impact of external changes are taken into account, would bring
about a more realistic analysis and a greater explanatory capacity to a
knowledge-based focus. As pointed out by Mahoney and Pandian (1992), what is
today widely referred to as the resource and capabilities approach is the result of the
confluence of literature on the RBV and the dynamic capabilities approach. They both
provide an analysis of core competences and their value as a source of competitive
advantage; the first being a static approach and the second a dynamic one. These
concepts are explained in the following figures and texts.

capabilities

The KBV

This approach considers firms as bodies that generate, integrate and distribute
knowledge (Narasimha, 2000, 2001; Miller, 2002; McEvily and Chakrabarthy, 2002).
The ability to create value is not based as much upon physical or financial resources as
on a set of intangible knowledge-based resources. Moreover, as stated by Ranft and
Lord (2002), firms that possess stocks of organizational knowledge associated with the
creation of value that could be described as uncommon or idiosyncratic, stand a good
chance of generating and sustaining high returns.

From this perspective, knowledge is considered a key or strategic resource for firms
and is thus established as a basic element of analysis. Therefore, the processes of
generation, development and application of knowledge assume special importance
(Wikstrom and Normann, 1994; Nonaka and Takeuchi, 1995; Nonaka and Konno,
1998). The outcome of this research perspective has been a model of knowledge
creation (Figure 1) through a spiral-based process.

Organizational learning

In this paper it is assumed that the KBV (an essentially strategic approach) and
Organizational Learning perspective (an organizational one) are complementary
(Shrivastava, 1983). This is in line with the conceptual approach of the RBV which is
based on the distinction between two elemental kinds of firm’s assets: resources of a
mainly static nature and capabilities which are fundamentally dynamic.

. _________________ "
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This elemental and conceptual distinction can also be verified in knowledge-based
assets. In an organizational context, the part played by managers in their role as
strategists and decision-makers is principally centred upon two knowledge-based
business assets. Firstly, there are stocks of knowledge (both of a collective and
individual nature), which are resources possessed and/or controlled by the firm. Such
resources are primarily analysed from the KBV. Secondly there are dynamic learning
processes (collective and individual), which are developed from these stocks of
knowledge. These learning processes are business capabilities that are described and
studied by different academic schools of thought as Organizational Learning.

The desired convergence of the KBV and the literature on organizational learning is
still yet to materialize and they exist as parallel models, the former having economic
roots and the latter being more of a sociological nature. The two approaches overlap a
considerable amount, working on the same four ontological levels in which
organizational learning occurs: individual, group, organizational and
interorganizational.

As a result of our own investigations, we will provide a comparative analysis of
how relevant academic literatures (the RBV and the KBV) has evolved in such a way
that dynamic capabilities are presently considered a business asset of the highest
order. Dynamic capabilities are complex, higher order organizational processes which
provide adequate conditions for the modification and renewal of the firm’s stock of
business assets.

The DCV

We have pointed out that the RBV does not adequately explain the process via which

some firms reach positions of competitive advantage in dynamic markets or in ‘
situations of change. An approach based on dynamic capabilities (Table I) endows the
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basic RBV perspective with a more dynamic nature which emphasizes the strategic Key role of

value of higher order resources (dynamic capabilities) allowing the generation of and dynami C
renewal of core competences and competitive advantage (organizational learning g
process). Capablhtles

Teece, Pisano and Shuen emphasize the key role of managers in appropriately
adapting, integrating and reshaping organizational skills and resources as well as
internal and external functional competences. According to these authors, the term 667
‘dynamic capabilities’ refers to the firm’s ability to integrate, build upon and
reconfigure internal and external resources and functional competences to deal with
environments which are constantly evolving (Teece et al, 1997, p.515).

Eisenhardt and Martin (2000) talk on similar lines when they define dynamic
capabilities as organizational routines of strategic nature through which firms obtain
new configurations of resources when markets emerge, collide, divide, evolve and die.
In Table I we show a comparative analysis which demonstrates the eclectic nature of
the DCV. In fact, Table I illustrate a synthesis of how theory has evolved within the
field of Strategic Management and which, along with other perspectives of theoretical
analysis, has led to the establishment of the DCV approach. It clearly shows that the
DCV not only introduces dynamic elements into theories on the process of the
development of business assets and the formation of strategies, it also balances out the
biases caused by studies based solely on the RBV and the KBV both on a theoretical
level and in managerial practice.

At this juncture, it is useful to lay down some of the managerial implications that
are derived from the use of dynamic capabilities as a strategic management tool. In
relation to the data shown in Table I, three of these implications should be underlined:
rent creation sources, strategic initiatives that should be adopted and the managerial
role.

Everyday use of the analytical perspective on dynamic capabilities endows
strategic processes with greater fluency and rationality. These are the processes that
allow transition between activity and those markets where the firm is already
established, as well as providing opportunities it may develop at any time in the future.

In short, when a firm is regarded as a continuous well-ordered flow of dynamic
capabilities aimed at attaining strategic objectives, this enables managers to arrive at
more balanced decisions, affecting aspects such as resources, the firm’s activities,
present markets (exploitation) and any new opportunities which may arise in the future
(exploration) (March, 1991).

Conclusions

In previous sections, the DCV was described as an evolved strategic trend that
emerged from the RBV and the KBV and which endows them with a more dynamic
nature. The DCV lays emphasis on the strategic value of certain higher order resources
(dynamic capabilities) for managers, which allow the generation and renewal of core
competences as well as competitive advantages. Therefore, the DCV centres its
attentions on all aspects of knowledge and abilities which generate the firm’s core
competences. In this way it becomes an exceptional instrument of strategic analysis for
managers. It expressly allows them access to certain strategic resources which are
capable of nourishing the firm’s future core competences.

.
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MD In conclusion, for strategists, planners and managers in general, an evolution can be

435 discerned in the objectives of analysing the process of formulating strategies and the

’ creation of competitive advantage as a result of the organization’s internal analysis. In

the first stage of development (the RBV and KBYV), the interest was centred on

understanding the nature of the varying assets of the firm and to know which

conditions would make it possible to turn them into lasting and sustainable

668 competitive advantage. However, during the second phase, interest was shifted

towards the dynamic processes of generation, development and accumulation of

assets. Here, the importance of possessing organizational dynamic capabilities must be

stressed. They allow the creation of new products and respond to the changing

external conditions, conceived as higher order resources or meta-resources, amongst
which the capacity to learn and adapt must be underlined.

Capabilities of a dynamic nature, aside from being a source of new resources for the
company, provide a solid instrument for the organization’s strategists. These
capabilities will allow the activation and redirection of the complex framework of
economic and organizational factors which can slow down the company’s evolution
and hold back the organization’s wealth of opportunity. Dynamic capabilities are
therefore key factors in optimizing the strategic course of the company’s future.
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