2 Frameworks and Theories around Dynamic Capabilities

2.1 Introduction to Organization and Strategic Management Theories around
Dynamic Capabilities Addressing Adaptability or Sustainable Competi-

tive Advantages

In this dynamic and complex environment as introduced in Chapter 1.1, the es-
sence of an organization as being to coordinate people’s activities and to connect
these activities to a meaningful whole is challenged, as although the fast-evolving
environment requires fast coordination, it nonetheless still requires efficiency
within the company as well (Kieser & Ebers, 2006). This also entails the constant
monitoring of the environment, and a constant questioning of how to address re-
quests resulting from environmental changes. Since companies are developing or
acquiring knowledge and resources with increasing speed, the half-life of a com-
petitive advantage like specialized knowledge is constantly decreasing. As com-
panies gain the specialized knowledge they require to compete, the companies
which previously had a monopoly on this knowledge now lose their lead. To take
the Fortune 500 companies of 1970, for example, fewer than 40% of them still
existed in their original form in 1991 (Lubit, 2001). In their article, Reeves and
Deimler (2011: 137) also recognize that the uncertainty “poses a tremendous chal-
lenge for strategy making”, pointing out further that “traditional approaches to
strategy — though often seen as the answer to change and uncertainty — actually
assume a relatively stable and predictable world”, and “that sustainable competi-
tive advantage no longer arises exclusively from position, scale, and capabilities

in producing or delivering an offering because all those are essentially static”.

The dynamic capabilities framework addresses the above requirements regarding
adaptability, and the sustaining of competitive advantage. This framework thereby
fits in with other theoretical approaches aiming to explain successful adaptation
and change. In strategy and organization science, and in parts of economics and

decision sciences, there is still a debate concerning adapatability and sustainable
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competitive advantages which has not yet been resolved despite decades of re-
search, and continues in the face of joint research efforts and the huge growth of
knowledge in this area. The great amount of research and the persistence of this
debate reflect the different theoretical approaches and empirical methods applied
to increase knowledge in the adaptation process of companies. The nature and
source of the debate are highlighted by a comparison of strategic management and
organizational ecology theories. Organizational ecology theories focus on selec-
tion, variation, and retention processes to explain the evolution of populations of
organizations, while strategic management theories focus on firm-level adaptation
as a function of strategy and organization design. In addition, organizational ecol-
ogy research, is mostly disconnected from adaptation at the level of the individual
organizational unit, and is therefore often regarded as not being able to contribute
directly to explaining firm-level adaptation. Moreover, according to Lewin and
Volberda (1999: 519) “the weak comparability of empirical findings across stra-
tegic management studies derives from the many competing theoretical formula-
tions, proliferation of model specifications, and the absence of shared definitions
for variables and measures.”

Consequently, the debate on adaptability and sustainability of companies contin-
ues. To provide an overall picture, it is deemed necessary to address the organisa-
tion theories as well as the strategic management theories. An overview of the
most prominent approaches which discuss adaptability or sustainable competitive
advantages will be provided in Chapter 2.2. This overview has primarily been de-
rived from Lewin and Volberda (1999), and Kieser and Ebers (2006). By intro-
ducing the frameworks or theories and their respective critical analysis, the inten-
tion is to provide some background information on the origin of the development
of the dynamic capabilities framework and the reasons behind it, along with a gen-
eral understanding of the necessity of addressing adaptability and sustainable com-
petitive advantages. Some readers might therefore also expect absorptive capacity
or the knowledge-based view to be listed, but as these concepts have been not
defined as a general theory of the firm, but, as regards the absorptive capacity,
more as a concrete dynamic capability (Reilly & Scott, 2010; Wang & Ahmed,
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2007), and, as regards the knowledge-based view, more as a supplement to a the-
ory (Foss, 1996; Phelan & Lewin, 2000), they will not be addressed here.

2.2 Prominent Organization Theories and Strategic Management Theories

Addressing Sustainable Competitive Advantages and Adaptability
2.2.1  Prominent Organization Theories Addressing Adaptability
2.2.1.1  Behavioral Theory

Simon (1976: IX) describes the aim of behavioral theory as intending “to show
how organizations can be understood in terms of their decision processes”, since
“decision-making processes hold the key to the understanding of organizational
phenomena” (Simon, 1976: XL). Applying this to the context of this study means
that managerial decision-making is the driver for companies’ ability to adapt to
changes. In the context of their behavioral theory of the firm, Cyert and March
(1963) were among the first to question that companies possess a perfect
knowledge base, strive for profit maximization, and do not suffer from internal
resource allocation problems which existed beforehand. Here, they focused on a
small number of key economic decisions which were made by the firm, and then
developed process-oriented models of the firm. Their theory has been applied to
internal resource allocations, competitive dynamics, and predictions regarding the
behavior of other organizations. According to their theory, firms thrive more by
satisficing rather than maximizing goals. This is rooted in Simon’s (1955) concept
of bounded rationality, according to which individuals can only possess limited
rationality because of the limitation of information, the cognitive limitations of
their minds, and the restricted time for decisions to which everyone is exposed.
Consequentially, individuals are only able to act as “satisficers” and not as “max-
imizers”, since a lack of information renders optimal solutions or maximization

impossible.
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Behavioral theory was one of the first theories to claim that uncertainty, which is
caused by unpredictable events in the business environment or by unpredictable
consequences of companies’ actions, for instance, should be included in the man-
agement decision process. Due to uncertainty avoidance, most organizations in the
past have tended to focus on verified data instead of uncertain estimates in order
to protect themselves, and some organizations still do so today. As a result, the
company follows standard procedures and a policy of reacting instead of being
proactive, and hence becomes increasingly inert. This becomes visible in short-
run focused actions rather than long-run actions like the future-oriented forecast-
ing of the environment with an integrated consciousness of uncertainty (Mahoney
& Rueschemeyer, 2003). This lack of awareness was addressed by Cyert and
March (1963), resulting in the emergence of a new approach of adaptability or
strategy for survival. Since uncertainty will always exist, companies need to inte-
grate this issue in their decisions, and structure, which implies a continuous pro-
cess of adaptation. Here, Cyert and March (1963) suggested dividing the adapta-
tion process into three different phases within the decision process: adaptation of
goals, adaptation in attention rules, and adaptation in search rules.

Critics have deemed highly questionable the virtual assembly of the firm, with the
decision-making process as the unit. There has further been loud support for profit
maximization rather than for satisficing behavior within companies, which is one
of the core elements of behavioral theory (Ahuja, 2007). Furthermore, the adapta-
tion process by Cyert and March has been criticized because it was primarily ap-
plied to a company’s past experience (Mahoney & Rueschemeyer, 2003). Besides
this criticism, some important aspects introduced by behavioral theory, like the
consideration of uncertainty or the importance of the decision-making process, for
instance, have found their way into the current literature on adaptability or han-

dling environmental dynamics such as the dynamic capabilities framework.
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2.2.1.2  Organizational Learning Theory

Organizational learning theory is a specific form of the behavioral decision-mak-
ing theory. The work of organizational learning researchers like Peter Senge
(1990) ties in with the capability-based theory, which will be described later. The
assumption behind organizational learning theory (Argyris & Schon, 1978; Huber,
1991) is that organizations have some unique skills as regards learning based on
past experience which allow them to align with their environment. This learning
process is both reactive and proactive, and allows for the development of
knowledge as well as for the association of the suitability of past actions and the
potential usefulness of future actions. Under these conditions, companies remain
vital by balancing local and expanded search in order to achieve their most im-
portant functions, and remain open to continuous reflection and monitoring at the
same time in order to meet the challenges of external change and internal inertia
(Lewin & Volberda, 1999).

The typical organizational learning circle is a reciprocal circle which starts with
individual beliefs (about the environment or the way to solve problems, for exam-
ple) influencing individual actions, and therefore also organizational actions,
which again affects the environmental reactions and again, in turn, the individual
beliefs. Therefore, different risks are involved, which result from the experience-
based learning. This includes learning the wrong things or learning nothing be-
cause of individuals’ distorted perceptions, which might be caused by their re-
membering the wrong things or drawing the wrong conclusions from past events
or experiences. Organizations really struggle to interpret the past correctly because
environmental developments are quite complex and uncertain, and often cannot be
directly assigned to specific environmental events. In the case of an opaque past,
individuals especially tend to interpret past experience in a way that is convenient
and familiar (March, 1994). In addition to these issues, organizational learning
might also fail if individuals within the organization do not communicate what
they have learned, which, in turn, might be caused by fixed or constrained role
structures within the company (Simon, 1991). Therefore, although the organiza-

tional learning theory has received a great deal of praise, it cannot be understood
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as the ultimate way to survive. However, organizational theory can serve as a
rough filter in order to eliminate practices which have a very strong negative im-
pact on company performance (Denrell, 2002, 2004). Some of these considera-
tions from organizational learning theory can also be found in the dynamic capa-

bilities framework, as will be shown later.

2.2.1.3  Contingency Theory

The assumption behind Contingency Theory (Burns & Stalker, 1961; Lawrence &
Lorsch, 1967) is that companies have to achieve a “fit” with the conditions pro-
vided by their environment. It further assumes that there is an ideal organizational
structure or design for each situation, in contrast to earlier theories, which assumed
that there are no universally valid organizational principles. A more static and
more flexible organizational design, for instance, would be better suited to a more
stable or dynamic environment (Burns & Stalker, 1961). Furthermore, according
to the contingency theory, the company size, the business model, or the manufac-
turing method also play a relevant role in assessing the organizational structure
(Kieser & Ebers, 2006).

Accordingly, by using the contingency theory of the firm, adaptability would be
set equal to organizational adaptation, which refers to the ability of managers to
adapt the organizational design or structure appropriately to the situation, that is,
the external conditions and the company’s current situation (Lewin & Volberda,
1999). The emphasis in the contingency theory of the firm lies primarily on the
reactive adaptation to circumstances rather than on the proactive handling or in-
fluencing of the environment, which, by contrast, is part of the dynamic capabili-

ties framework.
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2.2.1.4  Strategic Choice Theory

As opposed to the contingency theory, the strategic choice or managerial choice
perspective (Child, 1972, 1997; Miles & Snow, 1994) argues that organizations
are not just reactive recipients of environmental influence but also have the power
and opportunity to shape the environment. According to claims by Hrebiniak and
Joyce (1985), or Mintzberg (1979), or many other proponents of the strategic
choice approach, adaptation is a dynamic process that is subject to both environ-
mental forces and managerial action. Strategic choice theories for firm strategy
imply that management should consider the many ways in which an organization
interacts with its environment through the process of reciprocal adaptation be-
tween the organization and its environmental domain (Lewin & Volberda, 1999).
This idea will be found again in the concept of dynamic capabilities.

2.2.1.5  Population Ecology Theory

Along with evolutionary management theory, population ecology theory (Hannan
& Freeman, 1977) is one of the two most common forms of the evolutionary the-
ory of the firm in the management literature. Population ecology theory is espe-
cially used to explain companies’ processes of adjustments, with the central idea
being that the environment drives the selection of organizations. This selection
happens through competition and resource scarcity. In this concept the intention
or the action of the management has almost no impact on adaptation (Lewin &
Volberda, 1999). This selection process is analyzed at the population level of or-
ganizations, as the object of interest is the distribution of fitness across the popu-
lation of organizations rather than the fitness of any individual organization. More-
over, organizational attempts at restructuring and transformation are seen as being
useless, and as even reducing a company’s chances of survival. A firm’s inability
to adapt is a direct outcome of structural inertia. Like the concept of fitness, that
of structural inertia refers to a fit between the adaptive behavioral capabilities of
organizations and their particular environments (Hannan & Freeman, 1984). Ac-
cording to the population ecology theory, “organizations accumulate structural and
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procedural baggage as a result of retention processes” (Lewin & Volberda, 1999:
520), and their ability to respond to changes in their environment directly causes
the build-up of structural inertia. In population ecology theory, companies survive
according to their high reliability and specialization. However, the selection of
companies increases as environmental rates of change surpass firm rates of
change. As regards strategy, the extreme implications from the population ecology
theory are that management makes no difference and the best that companies can
do is to focus on their specializiation in a niche, and hope that this works out. If
one takes this theory further, if new entrants come into a market and define a new
environment, the existing players in its specific market segments or niches are
threatened, and after a certain time often selected out (Miller, 1990; Lewin & Vol-
berda, 1999). This kind of fatalistic approach has not found its way into current
management theories — on the contrary, companies’ proactive shaping of the mar-
ket has become more and more dominant in literature and management practice,
as the dynamic capabilities framework shows. However, the population ecology
theory makes it clear that the fitness between the environment and the organization

plays a central role in survival.

2.2.1.6  Evolutionary Management Theory

According to Malik and Probst (1981), evolutionary management needs to avoid
active intervention within the company. The management is hence obliged to cul-
tivate prerequisites, and to serve as a catalyst in order to enable the development
of specific desirable results and events for the company. The management does
not work on rigid processes or routines but on a learning-by-doing approach,
meaning that problem-solution trials are continuously driving the structure and the
processes within the company. Evolutionary management means that the manage-
ment is fully aware of the temporary nature of the organizational structure or pro-
cesses. No clear or generalizable “how-to-do” principles are used here, and no
details are determined (Probst, 1987). It is more about building a context or frame-

work which allows the structure, relationships, or system to find their own shape
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(Probst, 1987). Consequently, evolutionary management theory is more concerned
with the right attitude than the right processes, guidelines, or routines. This leads
to a very high flexibility of companies. In contrast to the contingency approach,
evolutionary management cannot destroy the adaptability of the company but in-
stead reflects a high adaptability because it destroys or avoids complexity, and
misuses the system (Malik & Probst, 1981). However, although this destruction or
avoidance of complexity and principles might lead to a high adaptability, it does
not necessarily lead to good company performance. Aspects like efficiency or ef-
fectiveness do not feature at all in this theory, which makes it hard for a company
to survive, especially in today’s highly competitive environment. This makes clear
that adaptability does not just mean flexibility, because a company that is flexible
but unable to make a profit over time will fail sooner or later (Kieser & Ebers,
2000).

2.2.1.7  Institutional Theory

The potential of institutional theory to explain adaptation is illustrated by Green-
wood and Hinings (1996). One fundamental reason why organizations resist
change is that they are embedded in their institutional context. But what does in-

stitutional context mean?

According to institutional theorists, regularized organizational behaviors are the
product of ideas, values, and beliefs that originate in the institutional context
(Meyer & Rowan, 1977; Meyer, Scott, & Deal, 1983). Organizations must take
care of institutional expectations to survive, even though these expectations may
have little to do with the idea of performance accomplishment (D'Aunno, Sutton,
& Price, 1991; Scott, 1987). Here, Greenwood and Hinings (1996) quote the ex-
ample of an accounting firm which is organized as a professional partnership be-
cause that form is defined as the right way of organizing an accounting company
(institutional pressure), and not because it is the most effective or efficient way of
managing the tasks. This example makes it quite clear that based on the institu-

tional theory, an organization not only has to respond to market forces but also to
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institutional pressures or demands, such as regulatory agency requirements, or
general social expectations (Greenwood & Hinings, 1996). Hence, seeing adapta-
bility from the standpoint of institutional theory would mean that the higher the
structured institutional context was, the higher an organization’s resistance to
change would be. Applying this to the strategy of a company, institutional theories
imply that adaptation and survival are achieved by staying in alignment with
changing industry norms and shared logics. Firms should therefore adopt a fast
follower strategy, which is assumed to be directly connected to long-term survival
(Lewin & Volberda, 1999). Following this theory would therefore also imply that
companies were more driven by the environment, or in this context, the institu-
tional context, than driving the development of the environment themselves, and
the survival of companies depends on their capability to adapt to institutional con-
texts.

After this provided overview of the organization theories, the following chapter
will present the prominent strategic management theories addressing sustainable
competitive advantages and adaptability, before the conclusion from all the pre-
sented frameworks and theories is given in Chapter 2.3.

2.2.2  Prominent Strategic Management Theories Addressing Sustainable

Competitive Advantages and Adaptability
2.2.2.1  Porter’s Market-Oriented Model

According to Porter’s (1980) five forces model, firms can sustain competitive ad-
vantage by the industries they select and by the way they position themselves
within an industry. Specifically, Porter suggests that companies position them-
selves in industries with weak suppliers and buyers, high entry barriers, few threats
from substitutes, and limited rivalry. The forces of entry barriers, supplier power,
buyer power, threat from substitutes and rivalry influence and form the attractive-
ness of the market (Porter, 1980). According to Porter, this framework is intended
to be the basis for deriving a company’s strategy and competitive positioning in

order to gain or hold competitive advantages within the industry. The competitive
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forces approach suggests that competitive advantage stems from valuable posi-
tioning within an industry, and also from the protection of this valuable position
against new entrants and competitors (Porter, 1980, 1985).

Though the five forces model allows companies to estimate and identify opportu-
nities and threats, because of its static and structural view, it can only be a snapshot
of the current environment (Teece, 2007; D’Aveni, Dagnino, & Smith, 2010).
How does the assessment of rivalry or buyer power work under conditions of
change, especially when boundaries between industries might be blurred?
D’Aveni, Dagnino, and Smith (2010) therefore provide the example of the U.S.
cell phone industry, where firms like AT&T, Apple, or Google changed their busi-
ness models in 2010, which begs the question of whether these companies should
now be regarded as buyers, suppliers, or rivals? Especially in this fast-changing
industry we have to ask ourselves how industry boundaries and structure are to be
seen. To conclude, therefore, Porter’s five forces model can be used to analyze a
company’s current environment, anticipate how this environment will evolve
based on the current situation, and then derive a company’s strategy, competitive
advantage, and choice as to where to position itself. However, if there are strong
and constant changes, a static assessment will not be of much help. It therefore
says little about how to adapt the positioning or adapt to the competitive environ-

ment, which will be addressed in regard to the dynamic capabilities framework.

2.2.2.2  Resource-Based View

Resource-based concepts have been used to explain performance differences and
competitive advantages of companies since 1970 (Rubin, 1973; Wernerfelt, 1984;
Prahalad & Hamel, 1990; Barney, 1991). In contrast to the market-oriented ap-
proach of Porter, this concept considers internal resources to be a central aspect of
a company’s planning and strategic thinking. The resource-based view focuses on
the exploitation of firm-specific assets, and regards firms as a collection of re-
sources (Penrose, 1959). While the focus of the resource-based view has mostly
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been clear, there have been different standpoints concerning the understanding of

what resources mean and how they should be categorized.

While Wernerfeldt (1984: 172) classifed resources as “tangible and intangible as-
sets which are tied semipermanently to the firm”, Barney used the resource cate-
gories “human”, “physical”, and “organizational” (Barney, 1991), and Penrose
categorized the resources as “tangible” or “human” (Penrose, 2009). Penrose
strongly influenced the understanding of resources within the resource-based
view, and broadened the understanding of resources by defining resources as a
collection of different functions. Penrose (2009: 22) further points out that “it is
never resources themselves that are the ‘inputs’ in the production process, but only
the services that the resources can render. ... The services yielded by resources are
a function of the way in which they are used — exactly the same resource when
used for different purposes or in different ways and in combination with different
types or amounts of other resources provides a different service or set of services.
The important distinction between resources and services is not their relative du-
rability, rather it lies in the fact that resources consist of a bundle of potential ser-
vices and can, for the most part, be defined independently of their use, while ser-
vices cannot be so defined, the very word ‘service’ implying a function, an activ-
ity.” These considerations of Penrose, that resources should be regarded more as
a source of functions or services than just as an asset, already show the first signs
or maybe even the starting-point of the capability-based theory of the firm, which
will be described in the next chapter, and which is fundamental to the dynamic

capabilities framework.

Based on this understanding of resources, in his article on firm resources and
sustained competitive advantage in 1991, Barney laid the foundations for the re-
source-based view of the company: namely that resources, which can either be
acquired or developed, need to be valuable, rare, imperfectly imitable, and non-
substitutable in order to have the potential to build a firm’s sustainable competitive
advantage. Barney derived this insight from his assumptions that (1) companies
within an industry are heterogeneous concerning the resources they control, and
(2) these resources might not be completely mobile across firms (Barney, 1991).
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Barney (1991: 102) goes on to say that based on these assumptions ... value cre-
ating strategy is not simultaneously being implemented by any current or potential
competitors and when these other firms are unable to duplicate the benefits of this

strategy” a sustainable competitive advantage can be achieved.

There is a tremendous research stream based on the resource-based view described
above, whereby researchers have tried to identify resources which enable compa-
nies to gain or hold competitive advantages over time. Importantly, there have
been a number of studies that connect the resource-oriented actions and responses
in regard to organizational performance, and confirm that a resource portfolio con-
sisting of valuable, rare, imperfectly imitable, and nonsubstitutable resources leads
to good company performance (Derfus et al., 2008; Young, Smith, & Grimm,
1996). However, what applies under this concept if there are dramatic changes in
resource value, uniqueness, and imitability, for instance if innovations lead to a

constant disruption of current resources?

Various strategy researchers (D’Aveni, 1994; Eisenhardt & Martin, 2000) argue
that in today’s highly dynamic environments it is difficult, if not impossible, to
achieve and sustain competitive advantage at the organizational level by using re-
sources. It is easy to imitate or replace technological resources in many high tech
industries, for example. Furthermore, resources are often rapidly diffused through-
out an industry (Brown & Eisenhardt, 1998). Due to the fact that resources are
copied, substituted, or made obsolete quickly, the only advantages which a com-
pany can look forward to are a series of temporary ones, as existing resources lose
their value and new ones are required to replace the old ones (MacMillan, 1989;
D’Aveni, 1994). In other words, the two fundamental assumptions of the resource-
based view according to Barney (1991), namely (1) the heterogeneity of resources
across firms, and (2) the imperfect mobility of resources, are certainly questiona-
ble. Taking a look at the loss of value, inimitability, nontradability, nonsubstitut-
ability, or rarity of a resource, for example, puts a question mark on the static
resource-based theory, and renders it more of a theory of temporary advantage
(D’Aveni, 1994).
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Despite some criticism, the resource-based view has been and still is quite a rele-
vant theory for explaining a company’s competitive advantage, although it needs
to be extended if it is still to be relevant for creating or holding sustainable com-
petitive advantages. This has been done by developing the dynamic capability ap-
proach (Kraaijenbrink, Spender, & Groen, 2010; Lockett, Thompson, &
Morgenstern, 2009).

2.2.2.3  Capability-Based Theory

On considering what is distinctive about firms in order to generate sustainable
competitive advantages, we come to the conclusion that capabilities might be dis-
tinctive. Capabilities cannot be easily replicated through markets (Teece, 1986;
Kogut & Zander, 1992), since the distinctiveness of internal organizations is hard
to copy. This also means that entrepreneurs are not able to simply imitate the
unique organizational skills just by entering a market and assembling parts, since
replication cannot be done overnight, especially the replication of best practice
skills. According to Nelson and Winter (1982), capabilities show their true poten-
tial in the manifestation of competencies, which reflect developed capabilities with
a specific purpose for business. So, an organization’s capabilities cannot be under-
stood just as a few items on a balance sheet, but more as “organizational structures
and managerial processes which support productivity” (Teece & Pisano, 1994:
540). To sum this up, the capability-based view regards the company with its struc-
ture and boundaries as a conglomerate of individual and team capabilities, which
are maintained and supported by that company. The first ideas of this view go way
back to Adam Smith and Karl Marx, who saw an important role in the management
and division of labor concerning the developments of skills, and providing a key
competence for the company. The capability paradigm has found many followers,
and became quite prominent in the literature on corporate strategy during the late
1980s and early 1990s (Pettigrew & Whipp, 1991; Prahalad & Hamel, 1990; Win-
ter, 1987). According to Hodgson (1998), the key features of the typical capability-
based approach are:
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(1) the emphasis on learning and growth, meaning that individuals them-

selves are always in a process of development and learning,

(2) the recognition of the role of radical uncertainty toward the infor-

mation and knowledge within the company, and
(3) the acknowledgement of tacit knowledge within the company.

Looking at these aspects, one could come to the conclusion that in a capability-
based perspective the company is more than just its cost and revenue curves, and
should be understood as a form of organizing knowledge. As Teece and Pisano
(1994: 552) put it, “Because of imperfect factor markets, or more precisely the
non-tradability of “soft” assets like values, culture, and organizational experience,
these capabilities generally cannot be bought — they must be built. This may take
years — possibly decades.” Accordingly, strategic emphasis is put on learning and
the growth of knowledge within the firm, and this might become “the most sus-
tainable competitive advantage” (Stata, 1989: 64).

In contrast to Porter’s competitive strategy (1980), the orientation of the capabil-
ity-based view is less on market evaluations and advantageous cost-revenue com-
binations and more on building up organizational routines and resources within
the company.

According to Rumelt (1974), Teece and Pisano (1994), and Teece et al. (1994),
capabilities have to be built and cannot just be bought. Teece and Pisano (1994:
552) further criticize the fact that the “capabilities approach accordingly sees def-
inite limits on strategic options, at least in the short run. Competitive success oc-
curs in part because of processes and structures already established and experience
obtained in earlier periods.” Seeing these dangers in the capability-based ap-
proach, Teece and Pisano (1994) propose the “dynamic capabilities” framework
which will be explained in detail in Chapter 3.2.



28 Frameworks and Theories around Dynamic Capabilities
2.3 Conclusion from the Frameworks and Theories Presented

Therefore, as described in Chapter 2.2, it is not the capability to earn a living in
the here and now but the capabilities which enable the company to create new
resources and to renew existing capabilities and resources which are the source of
sustainable competitive advantages and thereby adaptability over time (Danneels,
2002; Winter, 2003). To hold or create these advantages, companies need to be
good at learning how to do new things instead of doing specific tasks (Danneels,
2002; Reeves & Deimler, 2011), because the typically well-known competitive
advantages like specialized knowledge or company-owned technologies can only
exist for a transient period. While Porter’s market-oriented approach and the re-
source-based view still has its relevance, especially in gaining and explaining tem-
porary competitive advantages, the capability-based approach has more a long-
term perspective. In regard to the organization theories it can be concluded that
some ideas from these theories are taken for granted nowadays, and are also inte-
grated within the strategic management approaches, while some are obviously
wrong. Cyert and March’s (1963) imperfect knowledge base and Simon’s (1955)
concept of bounded rationality are good examples of considerations which are
taken for granted nowadays. Due to the development, examination, and discussion
of the above theories, these considerations evolved, as did the minds of research-
ers, and were integrated in the dynamic capabilities approach. This means that
earlier thoughts were included and criticism of some earlier theories, such as the
issue of the reciprocal approach of the organizational learning theory, meaning
that old experiences shape new actions, was addressed. The dynamic capabilities
framework finally aims at building sustainable competitive advantages to adapt
the company’s resources and capabilities to environmental changes where cus-
tomer needs, competitors’ actions, or technological developments constantly
evolve. More details on the background, development, and composition of this
framework are provided in Chapter 3.1 and 3.2 and below to offer a basic frame-
work and a deeper understanding before the description of the sensing dimension
begins in Chapter 3.3.
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