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Abstract 

 

Refinements to the dynamic capabilities model of Teece et al (1997) have provided a 

basis for a sounder understanding of the dynamics of organisational change and in 

environments of rapid and unpredictable change it has encouraged debate with the need 

for more theoretical and empirical research. The emphasis within dynamic capabilities 

models of identifiable and specific processes and routines as the driver behind creation 

and reconfigurations of resources leads to a conclusion that such an idiosyncratic 

connection with an organisation’s fate encourages the need for a broader unit of analysis, 

that of the organisation. With managerial capitalism considered to be at its adaptive 

range, new paradigms of evolutionary theory need to be developed. Dynamic capabilities 

continue to provide a deeper understanding of why firm’s differ in performance and with 

the continued pace of change will encourage the adaptation of competitive advantage 

paradigms to reflect the challenges faced by organisations. This paper focuses on the 

impact of disruptive changes on the capability set of firms. 

 

Introduction 

 

The fundamental question within strategic management over the last few years has been, 

according to Powell (2001), concerned with how firms achieve and sustain some form of 

superior performance. The leading hypothesis on performance is deemed to be that of 

sustainable competitive advantage, (Barney 1997). The sources of competitive advantage 

do however, differ between the theories, monopoly profits accruing to a protected market 

position (Porter, 1980), Ricardian rents to idiosyncratic firm specific resources (Penrose, 

1959, and Schumpeterian rents from the dynamic capacity to renew advantages over 

time, (Teece, Pisano and Schuen, 1997). The most prominent theory of competitive 

advantage in strategic management has been that of the resource-based equilibria 

paradigm based on the framework developed by Penrose (1959). 

 

Dynamic Capabilities 

 

Concerns by strategic theorists during the 1990’s over the increasingly unpredictable and 

rapidly changing environment prompted D’Aveni (1994) to state that the occurrences of 

hypercompetition necessitated a ‘fundamental shift in the focus of strategy’. In response 

to the need for a dynamic view of evolution at the firm level, Teece et al (1997)  

formulated the concept of dynamic capabilities with its focus on disequilibria and 

continuous resource recombinations as a means to realign to an ever changing 

environment. This work by Teece et al (1997) is deemed by some to be one of the most 

important theoretical and empirical papers in the field of strategy. 
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Teece et al (1997) identified several classes of factors that help determine a firm’s 

dynamic capabilities or distinctive competences. The managerial and organisational 

processes or routines are considered by Teece et al (1997) to be shaped by the firm’s 

asset position and the evolutionary paths the firm has adopted and inherited. However, 

competitive advantage is only achievable if those routines, skills and complementary 

assets are difficult to imitate. The normative implications of dynamic capabilities to an 

organisation are therefore to steer managers towards creating distinctive advantages that 

are difficult to imitate. 

To gain an understanding of competitive advantage Teece et al (1997) selects three 

paradigms, competitive forces, strategic conflict and the resource-based view, the latter 

commands the support of Teece et al (1997) who state that ‘competitive advantage lies 

upstream of product markets and rests on the firm’s idiosyncratic and difficult to imitate 

resources’. 

 

Dynamism of Markets and Selection 

 

The application to dynamic capabilities of moderate and high-velocity dynamism by 

Eisenhardt and Martin (2000) stresses the importance of selecting the right strategy at the 

right time. To Lengnick-Hall and Wolff (1999) a key assumption is that none of the 

paradigms of competitive advantage are universally the right choice for all firms or 

continuously the right choice for any given firm.  The persistent challenge in the field of 

strategic management is to decide what theoretical tool to use to describe or predict 

strategic circumstances. According to Brown and Eisenhardt (1997) and Hamel (1998) 

realities change over time and therefore so do effective strategies. Lengnick-Hall and 

Wolff (1999) analyse three prominent theories of strategic management thought and the 

corresponding ‘core logics’ behind them, the resource based view with capability logic, 

high velocity strategies with guerrilla logic and chaos theory with complexity logic. What 

are important are the proper interpretation of reality and the effective selection of an 

appropriate core logic that determines strategic success or failure. The selection or 

application of inappropriate core logic such as the use of capability logic in a high 

velocity market or the selection of complexity logic in an aggressive competitive 

confrontation will be dysfunctional to the firm. 

Lengnick-Hall and Wolff (1999) through establishing a link between dynamism and 

strategy and the inclusion of complexity theory into the paradigm set of superior 

performance have made a valuable contribution towards the understanding of firm 

performance.  

 

Routines for Evolutionary Learning. 

 

According to Zott (2003) the mechanisms of variation, selection and retention that 

constitute dynamic capability can be conceptualized as routines for evolutionary learning. 

Variation includes all the processes and activities concerned with searching and 

identifying alternative solutions to a problem. Selection or search relates to new resource 

configurations and is an essential and integral part of variation and retention refers to the 

actual implementation of those new resource configurations. A body of literature already 
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exists on organizational search that includes exploratory v exploitative search (March, 

1991) and cognitive v experiential search (Gavetti and Levinthal, 2000). 

 Zott (2003) states that firms endogenously choose between the two fundamental search 

directions: imitation and experimentation. This  theory demonstrates that even if dynamic 

capabilities are equifinal across firms, performance differences arise between firms due to 

both the costs and differential timing with which dynamic capabilities are used. The study 

found that the costs associated with imitative and experimental adaptation promote the 

sustainability of differential intra-industry firm performances. This effect occurs when a 

firm refrains from reconfiguring resources because of the related costs. The analysis also 

revealed that path dependences associated with dynamic capabilities emerge under 

specific circumstances, some firms becoming astute experimenters whilst others become 

skilled imitators. Zott (2003) believes that sice dynamic capabilities create and shape 

firms’ resource position there is a direct link between a firm’s performance and the ability 

of dynamic capabilities. 

 

Disruptive Change and Incumbents 

 

Although successful companies according to Christensen (1997) are good at responding 

to sustainable evolutionary changes in their markets, they have difficulty in dealing with 

revolutionary or disruptive change. Disruptive changes or discontinuities may be driven 

by technology, competitors, regulatory events or changes in economic and political 

conditions. The prominent theoretical framework for characterising and investigating 

such fundamental change is punctuated equilibrium as expounded by Romanelli and 

Tushman (1994). The trajectories of whole industries can be altered through these 

disruptive changes and the existing capabilities of incumbent firms nullified. Christensen 

and Overdorf (2000) propose that responding to a trigger of a disruptive strategic 

innovation requires new processes and values to be created, yet processes are not as 

flexible or adaptable as resources. Christensen and Overdorf (2000) state that managers 

must create new capabilities, essentially new processes and values, by either creating a 

new organizational structure or spinning out or acquiring the processes and values from a 

different organisation that match the requirements.. 

Core capabilities however, can according to Leonard–Barton (1992), simultaneously 

enhance and inhibit development, institutionised capabilities may lead to ‘incumbent 

inertia’ in the face of environmental change and technological discontinuities may either 

enhance or destroy existing competences within an industry.  

In a rapidly changing environment according to Teece et al (1997) there is value in the 

dynamic ability ‘to sense the need to reconfigure’. Kiesler and Sproull (1982) suggest 

that the cognitive processes of noticing and constructing meaning in such environments 

are a crucial component of management. Langlois (1994) contends that from a dynamic 

capability point of view an organisation must have the ability to see ways of gaining and 

improving core competences and to recognise opportunities. Langlois (1994) believes 

that entrepreneurs to be more alert to such sensing and opportunities than the elaborative 

cognitive structures of managerial capitalism. The regime of managerial capitalism 

according to Zuboff and Maxmin (2002) is failing with its adaptive range exhausted 

essentially because consumers themselves are changing more rapidly than organisations.  
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Research 

 

Teece et al (1997) admits to only producing an outline of the dynamic capabilities 

approach and that more theoretical work is needed. Six years after the publication of 

Teece et al (1997) work and following the application of a number of refinements to the 

original concept the call for more theoretical and empirical work continues.  

The first area worthy of research is determining whether firms in a rapidly changing 

environment can actually identify relative superior performance and competitive 

advantage. Porter (1991) states that ‘detailed longitudinal case studies are necessary to 

study the phenomena of competitive successes’. Most empirical studies into dynamic 

capabilities infer the existence of competitive advantages from ex post performance 

outcomes that in turn produce superior performance. Such an approach will always be in 

contrast to the actual role of managers who endeavor to create superior performance in 

the future. More theoretical work needs to be undertaken on understanding how cognition 

and reality representation models influence managers and the formation of routines and 

the successful implementation of strategies. 

The second area of research relates to the need for a better understanding of the relative 

importance of firm specific competences versus industry management processes and 

organisational routines. The network of relationships that exist in modern capitalism 

make it difficult to define the boundaries of organisations. The source of competitive 

advantage lies in the ability to create and interconnect webs or as Matthews (2003) 

defines ‘coalitions of assets and activities’; strategy and structure therefore become part 

of the same thing. A further area of important research is how organisational structures 

evolve within established firms whose composition progresses through competitive 

advantage paradigms of competitive forces or resource bundles models to self organising 

coalitions.  

Most research is focused on emerging organisations rather than on the mutation of old 

organisational forms. The trigger of a disruptive strategic innovation within the concept 

of punctuated equilibrium is a good example where further theoretical and empirical 

research is required to better understand how incumbents react in reality. 

 

Conclusion 

 

The refined dynamic capabilities models do provide a better understanding of 

reconfiguring abilities particularly in an inter-firm comparison. Teece et al (1997) 

responded to the need for a dynamic view of evolution, thereby making the earlier static 

theories of limited value. The pace and magnitude of change with increasingly dynamic 

environments continue to exert pressure for more theoretical and empirical underpinning 

of evolutionary theory. 

This paper has sought to show the progression in thinking about dynamic capabilities and 

core competences as explanations of superior performance. As the models have 

progressed from the paradigms of competitive forces toward coalitions and self 

organisation, the position of incumbent firms becomes even more perilous and the needs 

for management to understand the causes of evolutionary success more imperative. There 

is unquestionably a move away from a firm’s favorable position or bundle of resources 
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being a source of sustainable competitive advantage to the concept of the 

interconnectedness of firms or industries activities. 
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