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Abstract: Developing countries such as Iran face many challenges which can
impact international small and medium-sized enterprises (SMEs) to a larger
extent due to their limited resources and bargaining power. International SMEs
are confronted by a number of challenges such as how to develop the dynamic
capabilities needed to help them attain a high level of performance. By
studying international SMEs, we investigate this matter by situating
competitive advantage to mediate dynamic capabilities and firm performance.
The partial least square technique was used to analyse the data which was
collected through a self-administered survey. The survey was obtained from
166 SMEs in Iran. The findings suggest that dynamic capability does not have a
significant impact on international SME performance. Moreover, competitive
advantage does not mediate the relationship. This study offers
recommendations to international SMEs on how to leverage comprehensive
knowledge on dynamic capabilities and competitive advantage to enhance their
performance in developing markets.
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1 Introduction

The Iranian market can be attractive for businesses since it has a population of 85 million,
making it the 19th biggest market in the world (United Nations, 2021). In addition to the
human resources, it also has a vast array of natural resources, for example, it has one of
the highest oil and gas reserves in the world as well as minerals, and it has a sophisticated
manufacturing industry in many fields such as automobiles and pharmaceuticals
(Alizadeh and Hakimian, 2014; Anvari, 2021). Thus, Iran is an attractive market for
many international SMEs interested in taking advantage of the growth opportunities.
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Nonetheless, firms, especially foreign businesses, need to be equipped with competencies
to face the unique challenges of operating in this market.

Many foreign SMEs have entered this market to take advantage of the growth
opportunities that the economy presents. However, their enthusiasm has also faced
scepticism due to the uncertainty cloud that surrounds the economy (Ahadi and Kasraie,
2020). The recent political climate and the sanctions imposed on the economy has also
contributed greatly to the scepticism about the economy, which adds an extra layer of
uncertainty in international SMEs’ approach to the market; as a result, they take steps
cautiously. Particularly, the trade restrictions on a number of industries in Iran have
complicated the trade relations with abroad (Iranmanesh et al., 2021). According to
Iranmanesh et al. (2021), these restrictions have resulted in an increase in the cost of
imports, which in turn affects international firms doing business in the Iranian market.

Amongst the most important challenges that face international SMEs in such an
uncertain environment is to attain a high-performance outcome while considering their
capabilities and the market conditions. Since resources need to be used effectively, and
capabilities need to be adapted to fit the environment, then an environment which
constantly changes can complicate these processes. The observations of Teece et al.
(1997) and Araujo et al. (2003), builds on the ideas of Barney (1991a, 1991b) and Porter
(1980) as they demonstrate the nature of the relationships between resources, competitive
advantage, dynamic capabilities, and performance. Naldi et al. (2015) note that although
the capability to sense, seize and reconfigure could result in a greater performance
outcome in small innovative companies, the actual attainment of these gains needs to
meet a specified ‘threshold level’ of these capabilities. For instance, international SMEs
have to invest some of their resources on sensing and seizing new opportunities or
reconfiguring them before they can reap the rewards. Without meeting this threshold, the
positive effect on performance will not be materialised (Naldi et al., 2015). This
highlights the importance of integrating resources with dynamic capabilities in order to
achieve superior performance.

Although research indicates that there is a positive relationship between dynamic
capabilities and performance, some studies imply that the link may not be direct (Ellonen
et al,, 2009). The processes associated with dynamic capabilities need substantial
investments, which might be an issue particularly for small businesses which typically
have limited resources (Zahra et al., 2006). Therefore, dynamic capabilities will result in
enhanced performance only in cases where the pros are greater than the cons. It appears
that the impact of dynamic capabilities is even more significant in unpredictable markets
(Pehrsson et al., 2015; Fang and Zou, 2009). Frasquet et al. (2013) believe that the ability
to predict opportunities or threats, and to capture and exploit opportunities, can be
especially difficult in unpredictable business environments. Moreover, a firm that is
operating in a number of markets is usually not as susceptible to changes in one of the
markets as firms that only operate in a single market (Frasquet et al., 2013; Pehrsson
et al., 2015), which as a consequence guarantees the stability needed for a firm to build
dynamic capabilities required for a fluctuating competitive landscape (Prange and
Verdier, 2011). However, these results are not conclusive and the relationship between
dynamic capabilities and firm’s performance in developing markets which are
characterised by unpredictability remain under-researched, particularly as it pertains to
international SMEs. Hence, the question arises on whether dynamic capabilities influence
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international SME performance in developing markets. We address this question in this
paper.

Against this backdrop, this study makes contribution to the knowledge in a number of
ways. First, it focuses on SMEs since they are a significant part of most economies
around the world. They contribute significantly to the funding of public services as well
as shaping the local business environment by investing into the economy (Goudreault and
Hébert, 2013). Therefore, SMEs are the foundations of economic prosperity, social
change, innovation, and the first step for many future multinational conglomerates
(Doern, 2009; Smallbone and Welter, 2001, 2008). Since SMEs in general only have
limited resources for investing in developing dynamic capabilities, it is crucial that they
receive returns on these resources in order to survive. Therefore, they ought to be
equipped with the knowledge of possible competitive advantage which can alter the
appropriation of the capabilities they have built. Second, the limited market power of
international SMEs makes them more exposed to the market’s competitive forces. They
have limited ability to sense and seize new opportunities or to reconfigure their resources
in order to react to competitors. As a result, it is vital to examine the impact of
competitive advantage on their capacity to use dynamic capabilities to achieve their
performance goals. Third, international SMEs are an important gateway between the
isolated Iranian market and the rest of the world. Their performance directly impacts the
consumers and the products and services they can obtain. Lastly, in the context of
developing countries, international SMEs are a significant part of economic development,
and they contribute to the social wellbeing of a nation. International SMEs’ operations in
Iran are of public interest since the general public views foreign goods to be preferable,
hence, their supply level would affect their price for the public.

Next, we will present the theoretical background and the hypotheses. This is followed
by the methods, data analyses and the presentation of the findings. Next, there will be the
discussion of the results. The final section concludes.

2 Theoretical background

We investigate the impacts of dynamic capabilities on a firm performance. The paper also
evaluates the mediating impact of competitive advantage. Moreover, this paper rests on
the theoretical bases of resource-based view (RBV). This section explores the literature
on these topics starting with RBV.

2.1 Resource-based view

RBYV has been for many decades a leading model in the literature as it relates to the
antecedents of competitive advantage. As stated by Wernerfelt (1984) and Barney (1986,
1991a), RBV highlights that a business can strive in foreign markets and achieve its
long-term objectives if it has ample resources and is able to effectively exploit them. It
suggests that competitive advantage is created from valuable resources that are scarce and
which cannot be substituted or easily duplicated (Barney, 1986, 1991b). Hence, the
significance of resources can be described by RBV in terms of firm performance and
competitive advantage in different markets. Moreover, these resources are not necessarily
spread through different firms equally, as different firms have their own individual
resources which are known as firm-specific resources (Carpano et al., 2003). As a matter
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of fact, Galbreath and Galvin (2008) argue that the firm-specific resources are the main
components of RBV. One of the assumptions of the resource-based view is that a firm’s
performance in the marketplace is not merely contingent on the environmental dynamics
of the market, but also on the firm’s impact on the business environment, which means
that each firm-specific resource is the main driver of competitive advantage in the
marketplace (Forlani et al., 2008; Distel, 2021). Financial resources, experiences, and
technology can all constitute as firm-specific resources (Tuan and Yoshi, 2010; Ismail
etal., 2012).

Based on RBV, the growth of a firm is the consequence of a strategy that
encompasses both the maximum use of current resources, as well as developing and
exploring new resources (Wernerfelt, 1984). Nevertheless, different resources do not
have the same utility. According to Barney (1991b), competitive advantage can only be
achieved through resources that are valuable, rare, inimitable and non-substitutable
(VRIN). These resources do not necessarily have to be tangible, in fact intangible
resources such as knowledge, management skills, and firm processes can also be a part of
VRIN resources (Barney et al., 2001).

By observing the literature on RBV, it can be concluded that a component which is as
important as firm-specific resources are the way in which those resources are managed. If
the resources are managed in an effective manner, they may lead to competitive
advantage and favourable performance (Elizabeth, 2021). The intrinsic value of a
resource is in carrying out activities in a way which could result in better performance.
Therefore, if a firm possesses dynamic capabilities, they will be able to manage their
resources more effectively. According to Song et al. (2008), firms have different
performance levels due to differences in how they utilise resources. Resource-based view
suggests that if the resources and capabilities of a firm lead to competitive advantage in
an industry or a market, then a high-performance level can also be expected (Barney,
1995). Possessing unique and better resources may not be by itself sufficient to
outperform rivals, rather a firm should also possess the capabilities on how to use its
resources effectively to achieve competitive advantage.

2.2 Firm performance

There is a long track of research affirming that the performance of an organisation is an
indication of their survival since it impacts the decision of investors, lenders, and other
stakeholders (Andow and David, 2016; Adawiyah and Pramuka, 2017; Owolabi et al.,
2021). Businesses have to prove that they are able to turn a profit in a competitive market
while they demonstrate their capacity to sustain their business in the long run. According
to Wu and Voss (2015), evaluating the efficiency and effectiveness of the decisions made
by a firm is performance measurement. Newbert (2008) asserts that the real benefit that a
firm accrues from their various activities in the economy is measured by the firm’s
performance.

The literature on corporate performance discusses the different measures that have
been developed by researchers to quantify performance. As a result, these measures have
been categorised mainly into two segments, objective, and subjective measures.
Objective measures focus on profits while subjective measures focus on other metrics
such as a firm’s growth, efficiency, productivity, leadership, and market share relative to
competitors. Incorporating subjective measures of performance to assess a firm’s
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performance was born out of the desire for firms to be competitive in a new environment,
where merely objective measures were not sufficient anymore (Chenhall and
Langfield-Smith, 2007; Guimarées et al., 2017).

There are several advantages that subjective performance measures have over
objective measures. A good performance based on subjective measures is associated with
a good objective performance in the long run (Richard et al., 2009). According to
Acquaah (2012), one of the preferred measures of the performance of a firm is the
subjective comparison between the firm and its competitors in the market. Firm’s
performance should also encompass the non-financial and operational aspect of a firm
(i.e., subjective measures), and not only the financial aspect (Murphy et al., 1996;
Venkatraman and Ramanujam, 1986). Such an outlook on the firm’s performance allows
for a more comprehensive measurement (Venkatraman and Ramanujam, 1986;
Rikhardsson et al., 2020). The secrecy and the lack of accessibility surrounding objective
(i.e., financial) measures also deter many researchers from pursuing them in favour of
subjective measures (Matsuno et al., 2002).

2.3 Dynamic capabilities

For SME:s to stay in business in the long run, they need to have the ability to modify their
practices when necessary; detect the shifts in the business environment; and reconfigure
resources when needed, meaning they should have dynamic capabilities. Teece et al.
(1997, p.516) defined the concept as a firm’s “ability to integrate, build, and reconfigure
internal and external competencies to address rapidly changing environments”. Since
then, Teece’s definition was amended, developed and expanded, leading to various other
conceptualisations (Eisenhardt and Martin, 2000; Schreyogg and Kliesch-Eberl, 2007,
Helfat, 2007). Although the emphasis on a firm’s capacity to adjust their resources and
processes is shared by the majority of these conceptualisations (Foss and Stieglitz, 2010),
the range of perspectives has led to some debate regarding their veracity, which
according to Easterby-Smith et al. (2009, p.2), “this may be due, in part, to the fact that
the definition provided by Teece et al. (1997) was broad enough to provide opportunities
for others to refine, reinterpret and expand the concept”. Many scholars have taken this
task on, and as a result, one can observe that dynamic capabilities do engage on different
levels. For instance, Schilke (2014) categorised dynamic capabilities as first order and
second order capabilities. Collis (1994), on the other hand, classified capabilities in four
different levels. Other researchers like Zahra et al. (2006), categorised capability levels as
substantive, Teece (2014) as ordinary, Winter (2003) and Wu et al. (2010) and Zollo and
Winter (2002), as zero level and operational, Teece (2014) and Zahra et al. (2006) as
dynamic capabilities, and Winter (2003) as first order capabilities.

In 2007, Teece noted that dynamic capabilities could be categorised as sensing
capability; seizing capability; and reconfiguration capability. The capabilities to sense
and seize are key to a firm’s ability to be versatile (Gibson and Birkinshaw, 2004; Naldi
et al., 2015), in addition to sustaining the capacity to generate value (Rothaermel and
Alexandre, 2009; Rashidirad and Salimian, 2020). Zahra and George (2002) note that
reconfiguration capability is vital as well since it is necessary to transform existing
practices when needed. Therefore, dynamic capability is a significant ability that enables
firms to adjust to new environments, and which occurs as a consequence of the
relationship between resources and capabilities to achieve competitive advantage (Teece
et al., 1997). From this viewpoint, performance is impacted by the choices made in terms
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of the way in which firms interacts with competitors in the same industry (Araujo et al.,
2003).

There’s ample empirical evidence to suggest that SMEs with higher dynamic
capabilities may be in a better position to navigate market uncertainty and achieve their
performance goals (Fang and Zou, 2009; Raasch et al., 2020). International SMEs deal
with the complexities in their environment with different levels of success. The
differences in the performance of international SMEs could partly be justified by the
differences in their dynamic capabilities. Teece (2007) alludes to a direct link between
the capabilities to sense, seize and reconfigure, with firm performance. Yet, particularly
in SMEs, capabilities are limited by the available resources and abilities of a firm. Zahra
et al. (2006, p.925) state that, “the building and use of dynamic capabilities are costly and
can lead to losses or gains”. Hence, the link between dynamic capabilities and
performance in international SMEs might not be as clear as previously thought. The
possession of competitive advantage or lack thereof, for example, may have an effect on
the relationship between these aspects of dynamic capabilities and international SMEs
performance. Thus, this research hypothesises that:

H1 Dynamic capabilities influences the international SME’s performance.

2.4 Competitive advantage

Competitive advantage is an important concept in business and economics. This was
evidenced by the content analysis which found that except for 1997 and 2004, every year
since 1994 more than 50% of the published articles in the Strategic Management Journal
mentioned the term competitive advantage (Ong et al., 2012). Competitive advantage can
be defined as a firm’s ability to offer more value for their consumers than what is offered
by their competitors.

Barney (1991b) believes that a firm’s internal capabilities can be distinguished from
the internal capabilities of their rivals, which could result in competitive advantage. This
allows for employing certain strategies which could help a firm compete by creating cost
differentiation or product differentiation (Walsh and Sanderson, 2008; Porter, 1985;
Grant et al., 2015). A mixture of cost differentiation and product differentiation in pursuit
of acquiring competitive advantage and increased performance compared to rivals has
been empirically substantiated by numerous studies (Carlisle and Faulkner, 2005; Walsh
and Sanderson, 2008; Walsh and Dodds, 2017).

A competitive strategy based on dynamic capability is viewed to be the force behind a
successful offensive and defensive approach (Hayes and Upton, 1998; Correia et al.,
2020). A number of researchers claim that an effective management of resources and
operational superiority do more than just strengthening and consolidating a firm’s current
competitive advantage, as it also and perhaps more significantly, aids organisations in
gaining new competitive advantages, since it is grounded in capabilities which are rooted
in the firm’s resources and processes. Therefore, it is fundamentally challenging for a
firm’s market rivals to duplicate them, thereby, assisting the firm in achieving their
desired performance goals (e.g., Hayes and Upton, 1998; Peters, 2012; Markovich et al.,
2021).

RBV emphasises how significant firm’s capabilities and resources are in gaining
sustainable competitive advantage and a higher performance level (Bharadwaj et al.,
1993; Barney, 1991b). Based on the RBV model, the appropriate deployment of the
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organisation’s capabilities can result in positional competitive advantages which could be
manifested as either product differentiation, decreased costs, or both (Wernerfelt, 1984).
In fact, Sharma and Erramilli (2004) believe that the level at which an SME can allocate
their resources to the foreign market and make use of them effectively determines their
competitive advantage. Thus, the firm’s capability in managing resources is essential at
this stage.

The relation between dynamic capabilities, firm performance and competitive
advantage is examined through RBV. By synthesising the current research on RBV, the
theoretical framework draws on the experiences of foreign SMEs in Iran and measures
their performance. Moreover, it assesses how this relationship is affected by dynamic
capabilities and competitive advantage. Thus, this research hypothesises that:

H2 Cost advantage has a mediating impact on dynamic capabilities and SME’s
performance.

H3 Differentiation advantage has a mediating impact on dynamic capabilities and
SME’s performance.

3 Methods

Current studies suggest that dynamic capabilities can lead to superior performance. In
fact, the nature of their relationship raises the possibility for the existence of mediating
factors that alter the relationship. This paper addresses this matter by empirically
analysing the mediating effects of competitive advantage on the link between dynamic
capabilities and firm performance. The review of the literature suggests that both
differentiation advantage and cost advantage could affect the management of dynamic
capabilities by a firm. A framework has been developed to lead this study following the
review of the literature and the background of the study. Figure 1 presents the conceptual
model.

Figure 1 Conceptual model

A 4

Dynamic Firm
Capability Performance

A 4

Cost Differentiation
Advantage Advantage

This study uses quantitative approach (i.e., survey) to analyse these relationships. An
important aspect of development of the survey instrument was guaranteeing validity,
which entails striking a balance between the construct and the measurement. The first
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stage of guaranteeing content validity is to identify the preliminary measurement items
for all the constructs. Every measure in the present study was evaluated by using scales
formerly validated and subsequently adapted in order to align with the framework of this
research. Table 1 presents the sources for the initial measurement items used in the
survey.

The survey instrument consists of an introduction of the topic and explains the
purpose for collecting the data. The respondents were also informed about the topic of the
questionnaire. Likewise, the researchers guaranteed the privacy of the respondents. These
steps helped in addressing the common method bias (CMB). In addition, the survey uses
different scales for the dependent and the independent variables (i.e., five-point and
seven-point Likert), also to avoid concerns of CMB (Podsakoff et al., 2003).
Furthermore, the measurement items were improved and clarified following the experts’
review of the survey. The survey was tested and refined following the expert feedback of
two members of academia as well as two executives in Iran. The survey was also
reviewed by two academics in Malaysia. Thus, the number of feedbacks acquired from
the experts was higher than the minimum required to validate the measurements (Rubio
et al., 2003). Based on the experts’ feedback, a few small refinements to the questionnaire
were made in order to ascertain contextual suitability. The refinements included breaking
certain items in two in order or avoid double-barrelled questions, in addition to changing
the wording of some items to increase their clarity. Furthermore, in order to improve the
overall design of the survey, the experts were asked to voluntarily add any suggestions
that they may have. The complete survey has been added to Appendix.

Table 1 Sources for the measurement items

Variables sources

Firm performance Ong et al. (2018)
Competitive advantage Ong et al. (2018)
e Differentiation advantage

e Cost advantage

Dynamic capabilities Wilden et al. (2013)
e Sensing capability

e Seizing capability

e Reconfiguration Capability

The sampling frame is comprised of international SMEs with local branches in Iran. As
the study is conducted in Iran, the Iranian definition of SME (i.e., firms with less than
100 employees) has been used. Since the sampled population of this study are mainly
SMEs in the private sector, relative measures of performance are applied (e.g.,
Garcia-Morales et al., 2014). This method reduces managers’ reluctance to answer the
questions as well as lowering the possibility of data inaccuracy. Respondents were
requested to rate their performance in relation to their competitors in the sector.

Several strategies were employed to encourage participation in the survey. These
included providing a summary of the goals of the study in the cover page, guaranteeing
privacy, and including the university letterhead to underscore the academic nature of the
study. Moreover, referral networks were used as well since previous empirical research in
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the Iranian market confirm that participation rate can be improved by leveraging
networks (Kamalian et al., 2015).

The database which included 1,452 SMEs, was obtained from a prominent industry
database supplier in Iran, which is utilised as the sample base for this study. In order to
achieve a comprehensive response rate, the questionnaire was sent to the entire
population. The survey and four reminders were sent between March and October 2020,
which resulted in achieving 166 usable responses. The data was gathered by a
self-administered questionnaire from senior managers in foreign SMEs. The views of
SMEs and their experiences in international markets in terms of their performance were
attained from their answers to closed-ended questions.

4 Results and findings

The descriptive analyses were done in order to assure the data corresponds to the
requirements of linearity and normality. To assess validity and reliability, the study
performed factor analysis, in addition to the correlations of the scales. Since the model
includes numerous relationship paths, structural equation modelling (SEM) was carried
out using PLS software. This study utilised the mediating model in testing the
hypothesised effects of competitive advantage on dynamic capabilities of international
SMEs and their performance. This followed the testing the direct effect of dynamic
capabilities on SME performance.

This section presents the results of the research, starting with the demographic
profiles, validity, and testing the model.

4.1 Demographic profiles

The demographic profiles of all the participants are reported in Table 2. About a quarter
of the international SMEs have either ten employees or less. A third have between 11 and
49 employees, and the rest have more than 50 but less than 100 employees. Since the
survey was sent only to international SMEs with less than 100 employees, none of the
participants had more than that amount. In terms of the SMEs’ origin, 57.8% originated
in Asia Pacific, 35.5% in Western Europe, and 5.4% in Eastern Europe. Moreover,
manufacturing accounted for the largest segment of respondents.

4.2 First order reflective measurement model evaluation

Table 3 shows the results of the first order reflective measurement model assessment. In
order to determine convergent validity, the average variance extracted (AVE) is
employed. An AVE of 0.50 or above is considered acceptable (Hair et al., 2017).
However, an AVE of sub 0.5 can be acceptable if the composite reliability is higher than
0.6 (Fornell and Larcker, 1981; Hair et al., 2017). As seen in Table 3, the 0.6 cut-off has
been exceeded. Furthermore, items with an outer loading between 0.40 to 0.70 should
also be eliminated in case deleting them raises the AVE and the composite reliability
(Henseler et al., 2009). Accordingly, this was done for this study.
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Table 2 Demographic Profiles of the international SMEs

Profile Frequency (166) Percentage (100%)
SME size (number of employees)
10 or less 46 27.7
11-49 58 34.9
50-99 62 373
Region of origin
Asia Pacific 96 57.8
Eastern Europe 9 5.4
Western Europe 59 35.5
Other 2 1.2
Core industry
Service 48 28.9
Manufacturing 55 33.1
Retail 29 17.5
Agriculture 28 16.9
Other 6 3.6
Table 3 Measurement model

Construct Composite reliability Average variance extracted (AVE)
Dynamic capabilities 0.902 0.417
Reconfiguration capability 0.872 0.584
Sensing capability 0.870 0.551
Seizing capability 0.947 0.818
Cost advantage 0.716 0.376
Differentiation advantage 0.856 0.501
Firms performance 0.876 0.469

The Fornell-Larcker’s (1981) criterion, cross-loading, and HTMT ratio were performed
in order to measure discriminant validity, and the findings reveal a suitable degree of
discriminant validity.

4.3 Second order formative measurement model evaluation

The higher order measurement model for this paper is dynamic capabilities. The
formative measurement model is assessed for its indicators’ weight, the significance of its
weight, as well as multicollinearity (Hair et al., 2011).

Table 4 presents the statistical findings based on the assessment of the formative
measurement model of dynamic capabilities. We can observe that all three indicators in
dynamic capabilities have positive impact on dynamic capabilities with all the indicators’
weights statistically significant at 99% confidence level. The variance inflation factors
(VIF) is utilised to find the correlations between variables. The VIFs are adequate as they
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are all below the cut-off. Hence, the formative measurement model for dynamic
capabilities is deemed to have fulfilled the assessment criteria.

Table 4 Measurement models evaluation for dynamic capabilities
Construct Item Std beta Std error T-value VIF
Dynamic capabilities SC 0.432 0.051 8.400 1.794
SEIZ 0.431 0.039 10.977 2.397
RC 0.354 0.046 7.621 1.479

4.4 Model testing

Bootstrapping is used in this study to assess the hypotheses. The findings are
demonstrated in Table 5, including the p-value and the coefficients (). Based on the
findings, the effect of dynamic capabilities on firm performance is not significant.

Table 5 Results of bootstrapping for the direct effects

R squared
Path yij SE Tvalue P values F R squared adjusted
DC — FP 0.195  0.124 1.568 0.117 0.011 0.067 0.050

CosA — FP 0.130  0.216 0.602 0.548 0.002
DA — FP 0.062 0.121 0.516 0.606 0.023

4.5 Test of mediation

Table 6 reports the impact of competitive advantage on the dynamic
capabilities-performance relationship for international SMEs through bootstrapping. The
results reveal that the effects of dynamic capabilities on SME performance mediated by
competitive advantage is not significant.

Table 6 Results of bootstrapping for the indirect effects

CI195%
s SE T value P values
LL UL
DC — CostA — FP 0.029 0.048 0.593 0.553 -0.113 0.091
DC — DA — FP 0.014 0.035 0.392 0.695 -0.038 0.110

5 Discussion

The results do not back the hypothesised relationship linking dynamic capabilities to
international SME performance. Dynamic capability refers to the firm’s “ability to
integrate, build, and reconfigure internal and external competencies to address rapidly
changing environments” [Teece et al., (1997), p.516]. Consequently, dynamic capabilities
are likely to influence firm performance, including international SMEs. While there has
been research confirming the positive impacts of dynamic capabilities on firm
performance in general (Prange and Verdier, 2011; Morgan, 2012), its impact on the
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performance of international SMEs in developing markets has not been equally
investigated. This research provides some insight into the implication of this construct on
firm performance, particularly in developing economies. Surprisingly, the results
revealed that dynamic capabilities do not have a significant impact on international SME
performance, however, its significance was higher when it was not mediated by
competitive advantage. This is consistent with Liu and Liang’s (2015) proposition
regarding the role of dynamic capabilities vis-a-vis performance.

The result implies that dynamic capabilities have less effect on business performance
of international SMEs in developing markets than previously thought. Indeed, the
diverging performance outcomes between large versus small firms, as well as local
versus international companies in terms of their dynamic capabilities is an interesting
phenomenon which merits further research. One of the possible reasons why dynamic
capabilities was found to not have a significant effect on performance might be because
international SMEs in Iran do not practice the capabilities to sense, seize opportunities
and reconfigure resources in a way which will impact performance in a meaningful way.
Some studies found that dynamic capabilities can provide small firms with more
resilience at times of crises (EIf et al., 2022). However, this may not necessarily apply to
developing countries. The culture and business context may also play a role. The fact that
most of the middle east has a top-down, high context business culture, may impact how
dynamic capabilities are being practiced, and most importantly implemented, leading to
differential consequence on performance. The impact of this top-down approach may also
be more pronounced in smaller firms.

6 Conclusions

This paper explored the previously overlooked impacts of dynamic capabilities on
foreign SME’s and their performance in developing economies. Moreover, the role of a
conceptually related notion of competitive advantage in achieving performance goals was
considered. Following the literature, dynamic capability was categorised as sensing,
seizing and reconfiguration capabilities, and were hypothesised to affect international
SME performance. This was done by obtaining data from a questionnaire of foreign
SME:s in Iran. The findings revealed that dynamic capabilities did not influence SMEs’
performance. This implies that the difference in performance as it relates to the role of
dynamic capabilities and competitive advantage in developing economies versus
developed countries are more complicated than previously thought.

6.1 Implications of the study

Theoretically, this paper extends the understanding on the necessity of RBV
conceptualisation through exploring the role of dynamic capabilities in achieving a high
level of performance for international SMEs in developing markets. Literature has
recognised resources as the primary driver of obtaining value, which would subsequently
lead to competitive advantage and high firm performance (Barney, 1991b; Newbert,
2008). Nonetheless, the exact link underlying this relationship remains unclear,
particularly when it comes to dynamic capability’s role. This paper offers some
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explanation by conceptualising the links between dynamic capabilities, firm performance,
and RBV, thus contributing to the theoretical knowledge.

This study advances resource-based view to explain the predictability of dynamic
capabilities (i.e., sensing capability, seizing capability, and reconfiguration capability) on
international SME performance. Barney and Clark (2007) observed that explaining the
individual differences is a crucial step towards a clear understanding of the relationship
between resources and performance. Additionally, dynamic capabilities could lead to
competitive advantage. While resources can help gain competitive advantage by creating
value for the firm (Barney, 1991b), and competitive advantage can lead to a high level of
performance (Newbert, 2008), yet the relationship is not as clear cut. Thus, the
empirically validated SEM model did not support this link.

In addition to the suggestions to policy makers to create a conducive business
environment which would attract international SMEs, this study seeks to offer
recommendations to the management of international SMEs which can help enhance their
performance. International SMEs ought to encourage collaboration between their various
operations so that they can better meet their consumers’ needs. Taking these steps will
lead to positive outcomes such as the consumers assigning a higher value to the goods
and services offered by the company. This would consequently help them attain their
performance goals.

6.2 Limitations and future research

Although this study made every attempt to meticulously adhere to the methodological
steps, the possibility of respondent bias is nevertheless present. While we employed a
number of empirical and statistical techniques to control for these types of biases,
self-reported data can nevertheless be prone to bias (Howard, 1994; Podsakoff and
Organ, 1986). Yet, surveys continue to be the most suitable method of gathering evidence
on certain phenomena (Spector, 1994, 2006). According to Rupp and Spencer (2006), by
including a mediator, as it was done in this study, the influence of bias can be minimised,
hence, strengthening the suitability of self-reported surveys.

Moreover, the research only explored the international SMEs in the Iranian market,
and the result ought to be regarded as such. The difference in sizes of the firms and
whether the firm is local or international might impact their performance in the market.
As such, the generalizability of the findings will depend on gathering data from other
types of businesses (e.g., larger firms) as well as other developing countries too.

References

Acquaah, M. (2012) ‘Social networking relationships, firm-specific managerial experience and firm
performance in a transition economy: a comparative analysis of family owned and nonfamily
firms’, Strategic Management Journal, Vol. 33, No. 10, pp.1215-1228.

Adawiyah, W.R. and Pramuka, B.A. (2017) ‘Quality of financial conglomerates’ performance in
emerging economy: the industrial organization theory perspective’, Jurnal Keuangan dan
Perbankan, Vol. 21, No. 2, pp.176-187.

Ahadi, S. and Kasraie, S. (2020) ‘Contextual factors of entrepreneurship intention in manufacturing
SMEs: the case study of Iran’, Journal of Small Business and Enterprise Development,
DOI: 10.1108/JSBED-02-2019-0074.



The effects of dynamic capabilities on international SMEs’ performance 261

Alizadeh, P. and Hakimian, H. (2014) Iran and the Global Economy: Petro Populism, Islam and
Economic Sanctions, Routledge, London.

Andow, H.A. and David, B.M. (2016) ‘Ownership structure and the financial performance of listed
conglomerate firms in Nigeria’, The Business and Management Review, Vol. 7, No. 3,
pp-231-240.

Anvari, A.R. (2021) ‘The integration of LARG supply chain paradigms and supply chain
sustainable performance (a case study of Iran)’, Production & Manufacturing Research,
Vol. 9, No. 1, pp.157-177, DOI: 10.1080/21693277.2021.1963349.

Araujo, L.M., Dubois, A. and Gadde, L.E. (2003) ‘The multiple boundaries of the firm’, Journal of
Management Studies, Vol. 40, No. 5, pp.1255-1271.

Barney, J.B. (1986) ‘Organizational culture: can it be a source of sustained competitive
advantage?’, Academy of Management Review, Vol. 11, No. 3, pp.656—665.

Barney, J.B. (1991a) ‘The resource-based model of the firm: origins, implications, and prospects’,
Journal of Management, Vol. 17, No. 1, pp.97-98.

Barney, J. (1991b) ‘Firm resources and sustained competitive advantage’, Journal of Management,
Vol. 17, pp.99-120, DOI: 10.1177/014920639101700108.

Barney, J., Wright, M. and Ketchen, D.J. (2001) ‘The resource-based view of the firm: ten years
after 1991°, Journal of Management, Vol. 27, No. 6, pp.625—641.

Barney, J.B. (1995) ‘Looking inside for competitive advantage’, The Academy of Management
Executive, Vol. 9, No. 4, pp.49—61, http://doi.dx.org/10.5465/AME.1995.9512032192.

Barney, J.B. and Clark, D.N. (2007) Resource-Based Theory: Creating and Sustaining Competitive
Advantage, Oxford University Press, New York.

Bharadwaj, S.G., Varadarajan, R.P. and Fahy, J. (1993) ‘Sustainable competitive advantage in
service industries: a conceptual model and research propositions’, Journal of Marketing,
Vol. 57, No. 4, pp.83-99.

Carlisle, Y.M. and Faulkner, D.O. (2005) ‘The strategy of reputation’, Strategic Change, Vol. 14,
No. 8, pp.413-422, https://doi.org/10.1002/jsc.741.

Carpano, C., Rahman, M. and Roth, K. (2003) ‘Resources, mobility barriers, and the international
competitive position of an industry’, Journal of International Management, Vol. 9, No. 2,
pp-153-169.

Chenhall, R.H. and Langfield-Smith, K. (2007) ‘Multiple perspectives of performance measures’,
European Management Journal, Vol. 25, No. 4, pp.266-282.

Collis, D.J. (1994) ‘Research note: how valuable are organizational capabilities?’, Strategic
Management Journal, Vol. 15, pp.143—152, DOI: 10.1002/smj.4250150910.

Correia, R.J., Dias, J.G. and Teixeira, M.S. (2020) ‘Dynamic capabilities and competitive
advantages as mediator variables between market orientation and business performance’,
Journal of Strategy and Management, DOI: 10.1108/JSMA-12-2019-0223.

Distel, A.P. (2021) ‘Unveiling the microfoundations of absorptive capacity: a study of Coleman’s
bathtub model’, Journal of Management, Vol. 45, No. 5, pp.2014-2044, https://doi.org/
10.1177/0149206317741963.

Doern, R. (2009) ‘Investigating barriers to SME growth and development in transition
environments: a critique and suggestions for developing the methodology’, International
Small Business Journal, Vol. 27, No. 3, pp.275-305.

Easterby-Smith, M., Lyles, M.A. and Peteraf, M.A, (2009) ‘Dynamic capabilities: current debates
and future directions’, British Journal of Management, Vol. 20, No. S1, pp.S1-S8.

Eisenhardt, K.M. and Martin, J.F. (2000) ‘Dynamic capabilities: what are they?’, Strategic
Management Journal, Vol. 21, Nos. 10-11, pp.1105-1121.

Elf, P., Werner, A. and Black, S. (2022) ‘Advancing the circular economy through dynamic
capabilities and extended customer engagement: insights from small sustainable fashion
enterprises in the UK’, Business Strategy and the Environment, Vol. 31, No. 6, pp.1-18.



262 S. Sharfaei et al.

Elizabeth, C. (2021) ‘Analysing competitive advantage of retail industry in South Africa’, African
Journal of Business and Economic Research (AJBER), December, Vol. 16, No. 4, pp.181-201,
DOI: 10.31920/1750-4562/2021/v16n4a9.

Ellonen, H-K., Wikstrom, P. and Jantunen, A. (2009) ‘Linking dynamic-capability portfolios and
innovation outcomes’, Technovation, Vol. 29, No. 11, pp.753-762.

Fang, E. and Zou, S. (2009) ‘Antecedents and consequences of marketing dynamic capabilities in
international joint ventures’, Journal of International Business Studies, Vol. 40, No. 5,
pp.742-761.

Forlani, D., Parthasarathy, M. and Keaveney, S.M. (2008) ‘Managerial risk perceptions of
international entry-mode strategies: the interaction effect of control and capability’,
International Marketing Review, Vol. 25, No. 3, pp.292-311.

Fornell, C. and Larcker, D.F. (1981) ‘Evaluating structural equation models with unobservable
variables and measurement error’, Journal of Marketing Research, Vol. 18 , No. 1, pp.39-50.

Foss, N.J. and Stieglitz, N. (2010) Modern Resource-Based Theory(ies), Department of Strategic
Management and Globalization, Copenhagen Business School, Frederiksberg.

Frasquet, M., Dawson, J. and Molla, A. (2013) ‘Post-entry internationalisation activity of retailers:
An assessment of dynamic capabilities’, Manag. Decis., Vol. 51, No. 7, pp.1510-1527.

Galbreath, J. and Galvin, P. (2008) ‘Firm factors, industry structure and performance variation: new
empirical evidence to a classic debate’, Journal of Business Research, Vol. 61, No. 2,
pp-109-117.

Garcia-Morales, V.J., Bolivar-Ramos, M.T. and Martin-Rojas, R. (2014) ‘Technological variables
and absorptive capacity’s influence on performance through corporate entrepreneurship’,
Journal of Business Research, Vol. 67, No. 7, pp.1468—1477.

Gibson, C.B. and Birkinshaw, J. (2004) ‘The antecedents, consequences, and mediating role of
organisational ambidexterity’, Academy of Management Journal, Vol. 47, No. 2, pp.209-226.

Goudreault, S. and Hébert, M. (2013) Pour développement économique misant sur les PME Avis de
la FCEI concernant le Projet de loi no. 36: Loi sur la Banque de développement économique
du Québec.

Grant, R.M., Jordan, J. and Walsh, P. (2015) Foundations of Strategy, Canadian ed., Wiley,
Toronto.

Guimaries, J.C.F., Severo, E.A., Vasconcelos, C.R.M. (2017) ‘Sustainable competitive advantage:
a survey of companies in Southern Brazil’, Brazialian Business Review, Vol. 14, No. 3, p.353,
DOI: 10.15728/bbr.2017.14.3.6.

Hair, J.F., Ringle, C.M. and Sarstedt, M. (2011) ‘PLS-SEM: indeed a silver bullet’, Journal of
Marketing Theory and Practice, Vol. 19, No. 2, pp.139-151.

Hair, J.F., Sarstedt, M., Ringle, C.M. and Gudergan, S.P. (2017) Advanced Issues in Partial Least
Squares Structural Equation Modeling, DOI: 10.1007/978-3-319-05542-8 15-1.

Hayes, R.H. and Upton, D.M. (1998) ‘Operations-based strategy’, California Management Review,
Vol. 40, No. 4, pp.8-25, https://doi.org/10.2307/41165962.

Helfat, C.E. (2007) ‘Stylized facts, empirical research and theory development in
management’, Strategic Organization, Vol. 5, No. 2, pp.185-192, https://doi.org/10.1177/
1476127007077559.

Henseler, J., Ringle, C.M. and Sinkovics, R.R. (2009) ‘The use of partial least squares path
modeling in international marketing’, Advances in International Marketing, Vol. 20, pp.277—
319, http://doi.dx.org/10.1108/S1474-7979(2009)0000020014.

Howard, G.S. (1994) ‘Why do people say nasty things about self-reports?’, Journal of
Organizational Behavior, Vol. 15, No. 5, pp.399—404.

Iranmanesh, M.L.S., Salehi, A.N., Jalace, B.S.A. (2021) ‘Using fuzzy logic method to investigate
the effect of economic sanctions on business cycles in the Islamic Republic of Iran’, Applied
Computational Intelligence and Soft Computing, https://doi.org/10.1155/2021/8833474.



The effects of dynamic capabilities on international SMEs’ performance 263

Kamalian, A.R., Rashki, M., Hemmat, Z. and Jolfaie, S.A.D. (2015) ‘Cooperation networks and
innovation performance of small and medium-sized enterprises (SMEs)’, International
Journal of Management, Accounting and Economics, Vol. 2, No. 3, pp.233-242.

Liu, Y. and Liang, L. (2015) ‘Evaluating and developing resource-based operations strategy for
competitive advantage: an exploratory study of Finnish high-tech manufacturing industries’,
International Journal of Production Research, Vol. 53, No. 4, pp.1019-1037,
http://dx.doi.org/10.1080/00207543.2014.932936.

Markovich, A., Efrat, K. and Raban, D.R. (2021) ‘Dynamic capabilities: interrelations and distinct
effects on performance in low and high competitive intensity environments’, Baltic Journal of
Management, DOI: 10.1108/BJM-10-2020-0367.

Matsuno, K., Mentzer, J.T. and Ozsomer, A. (2002) ‘The effects of entrepreneurial proclivity and
market orientation on business performance’, Journal of Marketing, Vol. 66, No. 3, pp.18-32,
https://doi.org/10.1509/jmkg.66.3.18.18507.

Morgan, N.A. (2012) ‘Marketing and business performance’, Journal of the Academy of Marketing
Science, Vol. 40, No. 1, pp.102-119.

Murphy, G.B., Trailer, J.W. and Hill, R.C. (1996) ‘Measuring performance in entrepreneurship
research: an empirical review of the literature’, Journal of Business Research, Vol. 36, No. 1,
pp-15-23, DOIL: 10.1016/0148-2963(95)00159-X.

Naldi, L., Wikstrom, P. and Rimscha, M.B. (2015) ‘Dynamic capabilities and performance:
an empirical study of audiovisual producers in Europe’, Int. Studies of Mgt. & Org., Vol. 44,
No. 4. pp.63-82, DOI: 10.2753/IM0O0020-8825440404.

Newbert, S.L. (2008) ‘Value, rareness, competitive advantage and performance: a conceptual-level
empirical investigation of the resource-based view of the firm’, Strategic Management
Journal, Vol. 29, No. 7, pp.745-768.

Ong, J.W., Ismail, H. and Yeap, P.F. (2018) ‘Competitive advantage and firm performance:
the moderating effect of industry forces’, International Journal of Business Performance
Management, Vol. 19, No. 4, pp.385-407, Inderscience Enterprises Ltd.

Ong, J.W., Yeap, P.F. and Ismail, H. (2012) ‘The use of the term ‘competitive advantage’ in
strategic management journal: a content analysis’, Proceeding of USM-AUT International
Conference 2012, Bayview Beach Resort, Penang, Malaysia.

Owolabi, F., Ajibolade, S. and Uwuigbe, U. (2021) ‘The design and use of performance
measurement innovations and organizational outcomes in Nigerian listed companies’,
Problems and Perspectives in Management, Vol. 19, No. 2, pp.91-103, DOI: 10.21511/
ppm.19(2).2021.08.

Pehrsson, T., Ghannad, N., Pehrsson, A., Abt, T., Chen, S., Erath, F. and Hammarstig, T. (2015)
‘Dynamic capabilities and performance in foreign markets: developments within international
new ventures’, Journal of International Entrepreneurship, Vol. 13, pp.28—48, DOI: 10.1007/
$10843-014-0139-z.

Peters, T.J. (2012) The Little Big Things: 163 Ways to Pursue Excellence, HarperCollins,
New York.

Podsakoff, P.M. and Organ, D.W. (1986) ‘Self-report in organizational research: problems and
prospects’, Journal of Management, Vol. 12, No. 4, pp.531-544.
Podsakoff, P.M., MacKenzie, C.B., Lee, J-Y. and Podsakoff, N.P. (2003) ‘Common method biases

in behavioral research: a critical review of the literature and recommended remedies’, Journal
of Applied Psychology, Vol. 88, No. 5, pp.879-903.

Porter, M. (1980) Competitive Strategy: Techniques for Analyzing Industries and Competitors,
Free Press, New York.

Porter, M.E. (1985) Competitive Advantage: Creating and Sustaining Superior Performance, Free
Press, New York.

Prange, C. and Verdier, S. (2011) ‘Dynamic capabilities, internationalization processes and
performance’, Journal of World Business, January, Vol. 46, No. 1, pp.126—133, Elsevier.



264 S. Sharfaei et al.

Raasch, M., Silveira-Martins, E., Tondolo, V.A.G. and de Moura, G.L. (2020) ‘Productive dynamic
capability, environmental uncertainty, and organizational performance: an analysis of micro
small-sized agroindustries in Southern Brazil’, Revista de Administracdo da UFSM, Vol. 13,
No. 5, pp.1068-1072.

Rashidirad, M. and Salimian, H. (2020) ‘SMEs’ dynamic capabilities and value creation:
the mediating role of competitive strategy’, European Business Review, Vol. 32 No. 4,
pp.591-613.

Richard, P.J., Devinney, T.M., Yip, G.S. and Johnson, G. (2009) ‘Measuring organizational
performance: Towards methodological best practice’, Journal of Management, Vol. 35, No. 3,
pp-718-804.

Rikhardsson, P. Wendt, S., Arnardottir, A.A. and Sigurjonsson, T.O. (2020) ‘Is more really better?
Performance measure variety and environmental uncertainty’, International Journal of
Productivity and Performance Management, DOI: 10.1108/1JPPM-11-2019-0539.

Rothaermel, F.T. and Alexandre, M.T. (2009) ‘Ambidexterity in technology sourcing:
the moderating role of absorptive capacity’, Organization Science, Vol. 20, No. 4,
pp-759-780.

Rubio, D.M., Berg-Weger, M., Tebb, S.S., Lee, E.S. and Rauch, S. (2003) ‘Objectifying content
validity: conducting a content validity study in social work research’, Social Work Research,
Vol. 27, No. 2, pp.94-104.

Rupp, D.E. and Spencer, S. (2006) ‘When customers lash out: the effects of customer interactional
injustice on emotional labor and the mediating role of discrete emotions’, Journal of Applied
Psychology, Vol. 91, No. 4, pp.971-978.

Schilke, O. (2014) ‘On the contingent value of dynamic capabilities for competitive advantage:
the nonlinear moderating effect of environmental dynamism’, Strategic Management Journal,
Vol. 35, No. 2, pp.179-203.

Schreydgg, G. and Kliesch-Eberl, M. (2007) ‘How dynamic can organizational capabilities be?
Towards a dual-process model of capability dynamization’, Strategic Management Journal,
Vol. 28, No. 9, pp.913-933.

Sharma, V.M. and Erramilli, M.K. (2004) ‘Resource-based explanation of entry mode choice’,
Journal of Marketing Theory and Practice, Vol. 12, No. 1, pp.1-18.

Smallbone, D. and Welter, F. (2001) ‘The role of government in SME development in transition
economies’, International Small Business Journal, Vol. 19, No. 4, pp.63-77.

Smallbone, D. and Welter, F. (2008) Entrepreneurship and Small Business Development in
Post-Socialist Economies, Routledge, Abingdon.

Song, M., Nason, R.W. and Di Benedetto, C.A. (2008) ‘Distinctive marketing and information
tech- nology capabilities and strategic types: a cross-national investigation’, Journal of
International Marketing, Vol. 16, No. 1, pp.4-38, http://dx.doi.org/10.1509/jimk.16.1.4.

Spector, P.E. (1994) ‘Using self-report questionnaires in OB research: a comment on the use of a
controversial method’, Journal of Organizational Behavior, Vol. 15, No. 5, pp.385-392.

Spector, P.E. (2006) ‘Method variance in organizational research: truth or urban legend?’,
Organizational Research Methods, Vol. 9, No. 2, pp.221-232.

Teece, D.J. (2007) ‘Explicating dynamic capabilities: the nature and microfoundations of
(sustainable) enterprise performance’, Strategic Management Journal, Vol. 28, No. 13,
pp-1319-1350.

Teece, D.J. (2014) ‘A dynamic capabilities-based entrepreneurial theory of the multinational
enterprise’, Journal of International Business Studies, Vol. 45, No. 1, pp.8-37,
https://doi.org/10.1057/jibs.2013.54.

Teece, D.J., Pisano, G. and Shuen, A. (1997) ‘Dynamic capabilities and strategic management’,
Strategic Management Journal, Vol. 18, No. 7, pp.509-533.

Tuan, N.P. and Yoshi, T. (2010) ‘Organizational capabilities, competitive advantage and
performance in supporting industries in Vietnam’, Asian Academy of Management Journal,
Vol. 15, No. 1, pp.1-21.



The effects of dynamic capabilities on international SMEs’ performance 265

United Nations (2021) https://population.un.org/wpp/DataSources/364 (accessed 13 March 2021).

Venkatraman, N. and Ramanujam, V. (1986) ‘Measurement of business performance in strategy
research: a comparison of approaches’, Academy of Management Review, Vol. 11, No. 4,
pp-801-814.

Walsh, P.R. and Dodds, R. (2017) ‘Measuring the choice of environmental sustainability: strategies
in creating a competitive advantage’, Business Strategy and the Environment, Vol. 26, No. 5,
pp.672-687.

Walsh, P.R. and Sanderson, S.M. (2008) ‘Hybrid strategic thinking in deregulated retail energy
markets’, International Journal of Energy Sector Management, Vol. 2, No. 2, pp.218-230.

Wernerfelt, B. (1984) ‘A resource-based view of the firm’, Strategic Management Journal, Vol. 5,
No. 2, pp.171-180.

Wilden, R., Gudergan, S.P., Nielsen, B.B. and Lings, 1. (2013) ‘Dynamic capabilities and
performance: strategy, structure and environment’, Long Range Planning, Vol. 46, No. 1,
pp-72-96.

Winter, S.G. (2003) ‘Understanding dynamic capabilities’, Strategic Management Journal, Vol. 24,
No. 10, pp.991-995.

Wu, A. and Voss, H. (2015) “When does absorptive capacity matter for international performance
of firms? Evidence from China’, International Business Review, Vol. 24, No. 2, pp.344-351.

Wu, S.J., Melnyk, S.A. and Flynn, B.B. (2010) ‘Operational capabilities: the secret ingredient’,
Decision Sciences, Vol. 41, No. 4, pp.721-754.

Zahra, S.A. and George, G. (2002) ‘Absorptive capacity: a review, reconceptualization, and
extension’, Academy of Management Review, Vol. 27, No. 2, pp.185-203.

Zahra, S.A., Sapienza, H.J. and Davidsson, P. (2006) ‘Entrepreneurship and dynamic capabilities:
a review, model and research agenda’, Journal of Management Studies, Vol. 43, No. 4,
pp.917-955.

Zollo, M. and Winter, S.G. (2002) ‘Deliberate learning and the evolution of dynamic capabilities’,
Organization Science, Vol. 13, No. 3, pp.339-351.

Appendix

Survey instrument for constructs in the research model

Sensing capability

In our organisation ...

1 people participate in professional association activities
we use established processes to identify target market segments
we use established processes to identify changing customer needs

2
3
4 we use established processes to identify customer innovation
5 we observe best practices in our sector

6

we gather economic information on our operations and operational environment.

Seizing capability

Our organisation ...



266

E VS )

S. Sharfaei et al.

invests in finding solutions for our customers
adopts the best practices in our sector
responds to defects pointed out by employees

changes our practices when customer feedback gives us a reason to change.

Reconfiguration capability

In our organisation ...

1

2
3
4
5

we constantly implement new kinds of management methods
we frequently change our marketing strategy

we frequently change our marketing method

we substantially renew business processes

we constantly renew the ways of achieving our targets.

Differentiation advantage

Our
1

2
3
4
5
6

organisation ...

provides better customer service than our competitors

is better in commercialising new products than our competitors
is more successful at retaining customers than our competitors
can display our technology know-how in our products

enjoys the image as a premium producer

can attract customers to pay higher prices for our products because of its better
quality

is able to serve a new market segment.

Cost advantage

Our
1

2
3
4
5
6

organisation ...

produces the products faster than our competitors

has lower production wastage than our competitors

utilises better technology to operate more efficiently than our competitors
uses latest management philosophy to operate more effectively

has certification and recognition for an effective production system

has a tight production control to achieve consistent product quality.
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Firm’s performance

Evaluate your firm’s performance against your closest competitors in the following
areas...

1 sales growth

capturing market share
profitability

financial wellbeing
financial stability
efficiency

customer loyalty

(eI e LY, B N VS T (O]

liquidity.



