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Abstract:

Businesses environment in contemporary times is complex and uncertain. The unpredictable
changes, the disruptive consequences and discontinuity events are likely to impact a company. The
events like Covid -19 have motivated companies to imbibe sustainability in their functioning. The
companies have acknowledged the significance of development of sustainable dynamic capabilities
which enable them to renew and modify their competencies as per the requirement of environment
changes and to have a sustainable competitive lead. This study is an attempt to develop a scale for
measurement of Sustainable Dynamic Capabilities of the firm. The study further examines
empirically the impact of Sustainable dynamic capabilities on the firms profit performance. The
profit performance is measured on three dimensions- financial performance; operational
performance and market performance. The empirical investigation was conducted through a
questionnaire survey of 139 manufacturing companies. The results have indicated that sustainable
dynamic capabilities have a positive influence on firm’s economic performance. The study
contributes academically to the body of knowledge of Sustainable Dynamic Capability building and
also provides a blue print to practicing managers to measure the level of sustainable dynamic
capabilities developed in their company.
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Introduction

The profound impact of COVID 19 has been that it has brought “sustainability” into spot light
(Ivanov,2020) Sustainability cannot be viewed as a static phenomenon but is a highly dynamic
aspect wherein the firms need to have capabilities to continuously adjust to the ever-changing
business ecosystem. Thus building up Sustainable Dynamic Capability (SDC) is the new buzz word
amongst the propagators of sustainable management ( Sune, A. and Gibb, J. ,2015) The environment
around is rapidly shifting. The consistently changing environment is earmarked with occurrence of
diverse disruptive uncertainties (Zsidisin et al. 2004). The unpredictable changes, the disruptive
consequences, discontinuity events are likely to impact a company(Mahmud M,

Sarpong D,2016) These catastrophic events cause disruptions to operations and it is imperative for
the firm to anticipate these vulnerabilities and practice daily management of these risks to eventually
overcome the threat imposed (Haimes, 2006). If a company does not have the capability to change
with the fast pacing ecosystem then the very core competencies of the firm may become fruitless
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and unless the company regularly endeavors to renew its capabilities in tune with changes, the
company may lose its competitive advantage (Ivanov, 2020)

In 1997 the term Dynamic Capabilities was coined by Teece et al. They claimed that dynamic
capabilities is the ability of the firm to integrate, build and reconfigure their resources and
competencies to survive and sustain in a fast changing environment (Teece et al., 1997) In the years
to come other related studies in the area refined the term Dynamic Capability and significantly
highlighted the need to adopt Dynamic Capabilities to face the challenges of dynamic

world. In the journey of redefining and refining term dynamic capability the literature has
differentiated between Operational and Dynamic capabilities. Operational capabilities are first order
capabilities which enable firm to perform day today activities in an operationally efficient manner
whereas Dynamic Capabilities enable a firm to review, renew and modify their day to day
operational capabilities in order to sustain long term competitive lead .

This capability of the firm to improve continuously through routine actions is termed as Dynamic
Capability (SDC) (Teece, 2009). Firms focusing on sustainability cannot have a static positioning.
In order to maintain sustainability, firms have to regularly build up competencies to take into account
the ever changing market dynamism (Teece, 2018) and change, adapt and reconfigure themselves
to continuously adjust to market complexity and unpredictability (Deshmukh, 2016; Liboni et al.,
2017).

It has received attention of the academicians and the theoretical body of knowledge has many papers
debating the significance of Dynamic Capabilities in sustainability of firms (Protogerou et al, 2011).
However mostly the papers are theoretical in nature building upon the contextual understanding of
Dynamic capabilities and its interdependence and mediating effect on the firms
performance. There is lack of empirical studies in the areas to support the debate of theoretical
concepts. Many papers have ended with a limitation and future scope of empirically testing the
propounded theoretical constructs. (Eisenhardt and Martin, 2000; Helfat, 2007, Macher, J.T. and
Mowery, D.C., 2009, Nedzinskas, et al, 2013). The recent literature has pointed towards the
positive significance of SDC in sustainability and overall performance of the firms. (Hong et al.,
2018).This study proposes to take up the suggested empirical research to examine the impact of
dynamic capabilities on the firm’s sustainable performance measured across 3 aspects- financial,
people and environmental performance. In this research firstly the notion of Dynamic capabilities is
viewed as a multidimensional composite capability buildup on with the interplay of 5 underlying
capabilities namely knowledge absorption, market orientation, innovation, renovation and social
network enhancement. And secondly an empirical investigation is carried out to examine the impact
of these dynamic capability on the firm’s sustainable performance. Firstly the paper contributes a
comprehensive framework to quantify the measure of Dynamic capabilities buildup by a firm and
secondly it proposes a model to investigate the impact of the capacity building on the firm’s
sustainable performance.

Sustainable Dynamic Capabilities (SDC)

Sustainable development in light of complexity and vulnerabilities calls for certain level of abilities
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of a company which are not static but are dynamic enough to withstand the challenges thrown by
the ever changing business ecosystem. Gimzauskiene et al., 2015 have defined dynamic capabilities
as the routine ability of a company to readjust to the market volatility, thus supporting sustainable
growth. The traditional Supply Chains were less exposed to the business vulnerabilities as compared
to the present day supply chains with sustainability orientation. Thus the inclusion of Dynamic
capabilities in sustainable practices has become inevitable in present day competitive and uncertain
world. DC’s can be viewed as competency of the company to reconfigure resources in face of
approaching opportunities and threats, thus adapting swiftly to the risks and vulnerabilities and
creating competitive advantage (Teece, 2016)

The themes of Sustainable dynamic disruption capabilities were gathered from extensive literature
review and the key constructs of DC’s in line with our objective are summarized as below:

Sustainable capability of Knowledge absorption:

The challenge to mitigate the supply chain vulnerabilities requires the development of capability to
dynamically solve the problems by recombining the existing knowledge and acquiring and utilizing
new knowledge. (Marsh and Stock, 2006). Acquiring, retaining, interpreting and integration of
knowledge by the managers’ serves as source of adoption and renewal to the changing market
dynamics and becomes a competitive advantage. (Tseng and Lee, 2014). The companies like Toyota
gain new capabilities by sharing knowledge through cross functional meetings, job rotation etc (
Fujimoto ,2002) thus acquiring and absorbing new knowledge and complimenting it with the
existing experience to effectively keep abreast with changing landscape of market and technology.

Sustainable capability of Demand oriented perception

The firm’s capability to perceive the market demand helps the firm in acquiring knowledge and skills
to navigate through the market vulnerabilities and in the process gain competitive advantage. It is
the competency of the firm to react to the market dynamic shifts with focus on sustainable growth.
(Bharadwaj and Dong, 2014). The marketing and technological shifts can positively impact the
company growth strategy if the company has ability to proactively scout for new opportunities and
threats and renew, modify and orient its operational capabilities to match with the market changes.

Sustainable capability of Innovation

When confronted with unexpected and powerful events the market dynamism calls for companies
to continuously replace, rebuild new and transform their internal abilities, technologies, systems and
processes (Protogerou et al,2011). The innovation capability as a SDC helps company to take
transformative actions and prepares firms to quickly and flexibly adjust to the changing conditions.
(Teece, 2017).

Sustainable capability of Renovation

The firms when faced with continuous changes in the ecosystem have to develop internal ability to
respond to the risks and restore from the disruptive jolts. This SDC nurtures the ability of the firm
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to efficiently absorb and mitigate the negative impacts of potential vulnerabilities threatening to
jeopardize the continuity or longevity of the firm. (Brusset and Teller, 2017; Teece, 2017). In the
absence of SDC a firm with strong competencies may fail to respond to renewal opportunities and
may not respond to improve and renovate its operational capabilities at a pace as good as competitors
and may be challenged to maintain its business advantage.( Protogerou et al, 2011)

Sustainable capability of Social network enhancement

The internal and external social network of a firm is wrought with potentially hazardous challenges
with the ability to disrupt the entire business functioning. The firms try to inculcate and promote
healthy relationships with all the active and inactive internal and external alliances who may
influence the firm’s business prospects. (Braziotiset al., 2013; Hong et al., 2018). Coordination with
network partners promotes timely detection and assessment of market opportunities and
uncertainties and effective linking of the required environment changes with the existing
capabilities. (Protogerou et al, 2011, Helfat and Peteraf , 2015)

Firm’s Profit —Performance

The research measures the profit performance across three dimensions- operation, marketing and
financial aspect.

Under operation performance, parameters like increase in productivity, reduction in cost of
production and energy consumptions and logistics efficiency are considered. (Elijido-Ten, 2017;
Das, 2018)

Increased market performance is measured by firm’s reflection in increased market share, flexibility
to orient to market changes and increased customer loyalty. (Elijido-Ten, 2017)

The financial performance is measured by indices like increased turnover, ROI, improved
profitability, decreased costs, better cash flows etc. (Gualandris & Kalchschmidt, 2016, Cantele &
Zardini, 2018).

Research Model
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Figure 1: Research Model

Hypotheses
Based on the framework the following hypothesis have been postulated to test the proposed
interrelationships of the three determinants.

SDC’s( Sustainable Dynamic Capabilities) and Firms’ performance

H1 Firms overall performance is positively influenced by Sustainable Dynamic Capabilities Hla
Firms Financial performance is positively influenced by Sustainable Dynamic Capabilities Hlb
Firms Operational performance is positively influenced by Sustainable Dynamic Capabilities Hlc
Firms Market performance is positively influenced by Sustainable Dynamic Capabilities
RESEARCH METHODOLOGY

Survey Instrument

To analyze the proposed research model the study deploys survey of the selected manufacturing
companies through a questionnaire. The survey instrument has been designed in a fashion to obtain
relevant information from the respondents regarding the understanding and level of implementation
of SDC’s in their respective companies. The questionnaire has taken construct inputs from the extant
literature and similar study by Hong et al., 2018. The first segment of the questionnaire is devoted
to collect data of the individual respondent. The next section focus on SDC’s. The third section
seeks responses on financial, market and operational performance of the company. The responses
are collected using five point Likert scale. The survey instrument was validated for content by
seeking expert opinions and making necessary changes as per their recommendations.

Sample Selection and Data collection

The research deploys purposive sampling method and collects data from the selected manufacturing
companies. The senior managers from the company with vast knowledge and experience in the field
were purposely selected to obtain authentic data for analysis. The sector was selected considering
the existence of matured systems with experienced senior supply chain professionals. The data was
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collected using both online and offline method. Total 142 responses were obtained, however 3
questionnaires were rejected due to incomplete responses, hence total 139 responses were recorded.

Research method

As the study involved validation of multi-relation structural model hence Structural Equation
Modelling was preferred over the traditional statistical techniques. (Kumar, 2018)

Smart PLS version 3.0 was used to analyze the structural relationship in SEM.A step by step
analysis was conducted by first checking the validity and robustness of the proposed measurement
model. Secondly the goodness of model fit was established and lastly the hypothesis of the proposed
structural model were tested.

DATA ANALYSIS AND INTERPRETATION
A. Demographic profile

Firstly, data was analyzed to classify and understand the demographic profile of the respondents.
The distribution of data in terms of annual turnover, employee strength, age of the company and was
analyzed and the classification is as shown in Table 1.

Table 1: Categorization of Respondents

No of responding Organisations Based on Sectors
Sectors Frequenc | Percentag
y e
Automobile & Automotive 32 23.02
Food & Beverages 10 7.19
Chemicals & Petrochemicals 2 1.44
Consumer Goods including Pharmacy | 19 13.67
Building Materials 3 2.16
Metal Machinery and Engineering 29 20.86
Textiles and Apparels 11 791
Electronic Products & Electrical 23 16.55
Appliances
Publishing & Printing 5 3.60
Wood & Furnitre 4 2.88
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Energy&Distribution 1 0.72
Total 139 100
Features Categories Frequency | Percentage
A Annual Turnover <100 Cr 6 4.32
100 Crto<500Cr |19 13.67
500 Crto <1000 Cr |32 23.02
1000 Cr to <5000 Cr |48 34.53
>5000 Cr 34 24.46
Manpower <100 5 3.60
101-500 21 15.11
501-1000 30 21.58
1001-5000 66 47.48
>5000 17 12.23
Age Less than 3 years 4 2.88
3-10 years 19 13.67
10-20 years 52 37.41
10-20 years 64 46.04
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Figure 2: Research Model
Validity and Reliability Check

Content and Convergent Validity

Content validation of instrument implies to check if all items relevant to measure the construct have
been appropriately included. (Hong et al 2018). This was done two fold, firstly the available
literature was thoroughly spurred, prodded and deliberated to include all relevant factors. Secondly
the designed instrument was then vetted by the experts to establish the clarity, the understanding and
relevance of the items.

Similarly the convergent validity was also established by Average Variance Extracted (AVE) — the
threshold limit to establish the average variance is 0.5 and as all factors had shown value above this
limit hence the data is satisfactorily validated.

Reliability

The reliability of the instrument was established by Cronbach’s alpha coefficient and composite
reliability estimates. The threshold value is 0.7 and as the calculated values is more than the
threshold limit hence signifying sound data reliability.

1439



Gunajn Tripathi, 2022 Advanced Engineering Science

Fitness of the Model

The proposed model was then tested for its goodness of fit and the following values were obtained

Table 2: Fitness of Model

Saturated Estimat
Model ed
Model
SRMR 0.05 0.056
d ULS 7.712 8.845
dG 8.195 9.253
Chi 5,489.58 6,451.83
Square
NFI 0.57 0.589

As shown above the calculated values of SRMR are less than the threshold limit of 0.08 , hence the
model can be said to consistent with data and fits well to further analyze the structural relationship.

Hypothesis Testing

To further assess the structural relationship the hypothesis proposed in the study is subjected to boot
strap test. The boot strapping gives us the significant path coefficients i.e. p values which is
commonly referred parameter for acceptance or rejection of the hypothesis. The parameter value is

<> .05.

Table 3: Boot Strapping result:

Original
Sample (O)

Sample
Mean (M)

Standard
Deviation
(STDEV)

T Statistics
(|O/STDEV))

Val

€S
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DC - 0.498 0.512 0.132 4.127 0
>FinPerf

DC -
>OpPerf 0.482 0.491 0.143 3.35 0.002
DC - | 0.238 0.257 0.147 1.547 0.082

>Market
Perf

For hypothesis Hla , HIb and Hlc the p-value is significant (less than 0.5) hence the three
hypothesis are accepted. The positive association of DC’s with profit performance is indicated
through the above assessment.

DISCUSSION

The theoretical foundation of literature in the subject suggest that the companies when faced with
potential disruptions, need to orient, design and implement sustainable dynamic capabilities (DC’s)
to navigate through the catastrophic effects of the disruptions and also to gain competitive advantage
in the process for long term survival. The study further explores how the implementation of SDC’s
has influence on the monetary, operational and market performance of a company.

The capability to recombine new and existing knowledge, development of capability to renovate the
existing internal competencies and innovate new products, process and systems in the face of market
dynamism and ability to restructure partner relationships when faced with hazardous disruptions has
all added up to build a sustainable culture in the organization which is reflected in positive profit
performance.

Dynamic capabilities can be classified as higher order capabilities that play a central role in
renewing and reshaping the operational capabilities .The dynamic capabilities provide a support to
the operational capabilities to adaptively bring improvements as per the requirement of underlying
change.

They highlighted key point is that Dynamic capabilities cannot be only perceived as tool to
manage changes but are now inevitable for sustainable continuance. Thus the company must
continuously strive to advance their capabilities to a superior performance.

CONCLUSIONS

The validity of the five constructs SC Dynamic Capabilities and another three constructs of
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economic performance was assessed through content validity, convergent validity and discriminant
validity. The study outcomes gave satisfactory result, hence the constructs had good validity and
can be used further for measurement of SDC’s and enterprise profit performance.

The study develops a parsimonious scale to measure and evaluate SDC’s for firm’s performance
which is a significant theoretical contribution in the field which is yet to develop a consensus on
most appropriate sustainable capabilities. Apart from theoretical support this will also assist the
practicing managers in quantifying the practices of SDC’s.

The fast shifts in market and technology environment are compelling firms to take into account the
environment dynamism and adjust its abilities as per the requirement. Thus the firms need to devlop
hith order Dynamic Capabilities to be able to maintain its market lead.The scale so developed on
SDCs’ will help managers prepare for these added concerns.

LIMITATIONS AND OPPORTUNITIES FOR FUTURE RESEARCH

The study attempts to develop a parsimonious scale for measurement of SDC’s. Though the study is
based on extant review of literature and expert opinions however there is a possibility that not all
factors may have been included, hence it can act as triggering groundwork for upcoming researches.
The small sample size and focus on only single industry may have biased results. Future studies
with appropriately larger samples, different industries and different countries can be considered. .
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