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Abstract 

This thesis sets out to explore the concept of dynamic capability which centers on the 
firm’s ability to sustain competitive advantage in dynamic environments. Drawing 

on a review of the literature, a framework of general factors conducive to a dynamic 
capability – absorptive capability, adaptive capability and innovative capability – is 
identified. Since the framework has not been explored empirically, this thesis takes 

the first step in this pursuit. The phenomenon is investigated in a case study 
comprised of three firms in the information and communication industry. Data is 

collected from interviews with representatives of the firms and from the last annual 
reports of the firms. Drawing on the analysis of the data, it is suggested that the 

specific operationalization of the factors should be refined. Nonetheless, the study 
suggests that the framework comprises a straightforward and efficient means of 

analysing a firm’s ability to sustain competitive advantage. 
 

Sammandrag 

Den här uppsatsen utforskar konceptet dynamic capability som kretsar kring företags 
förmåga att förbli konkurrenskraftiga i en dynamisk omvärld. Med stöd i en 

litteraturöversikt identifieras ett ramverk av generella faktorer – absorptive capability, 
adaptive capability och innovative capability – som tenderar att leda till en dynamisk 

förmåga. Eftersom ramverket ännu inte har utforskats empiriskt tar den här studien 
det första steget i det strävandet. Fenomenet undersöks i en fallstudie som består av 

tre företag i informations- och kommunikationsbranschen. Data samlas in genom 
intervjuer med befattningshavare i företagen samt från det senaste årets 

årsredovisningar. Med stöd i en analys av det insamlade materialet föreslås att 
operationaliseringen av faktorerna bör förfinas. Inte desto mindre föreslår den här 

studien att ramverket utgör ett lätthanterligt och effektivt sätt att analysera ett 
företags förmåga att förbli konkurrenskraftigt. 

 
Keywords: dynamic capabilities, dynamic capability, absorptive capability, 
absorptive capacity, adaptive capability, innovative capability. 
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1. Introduction 

Dynamic capability, the concept that this thesis sets out to explore, finds its roots in 
the resource-based view (Eisenhardt & Martin, 2000). In this stream of research, 
competitive advantage is contingent on the resources at a firm’s disposal (Barney, 
1991). For a specific resource to constitute a sustainable competitive advantage it was 
thought to need to fulfil the VRIN criteria, meaning that the resource should be 
valuable, rare, in-imitable and non-substitutable (Barney, 1991; Eisenhardt & Martin, 
2000). However, it was acknowledged that the environment usually needs to be 
stable for this to be possible in the long run. If the rate of the environmental 
dynamism is high, the conditions will likely change and the resources that did 
constitute a competitive advantage will not continue to do so (Eisenhardt & Martin, 
2000).  

Hence, researchers have investigated what factors might contribute to a sustainable 
competitive advantage given a high rate of environmental change. In this pursuit, 
researchers turned to the concept of dynamic capabilities that was put forward by 
Teece and colleagues (Teece, Pisano, & Shuen, 1997; Teece & Pisano, 1994). They 
defined dynamic capabilities as “the firm's ability to integrate, build, and reconfigure 
internal and external competences to address rapidly changing environments” (Teece 
et al., 1997, p. 516). Another well-known article in the field, by Eisenhardt and 
Martin, defines dynamic capabilities as “the firm's processes that use resources – 
specifically the processes to integrate, reconfigure, gain and release resources – to 
match and even create market change. Dynamic capabilities thus are the 
organizational and strategic routines by which firms achieve new resource 
configurations as markets emerge, collide, split, evolve, and die” (Eisenhardt & 
Martin, 2000, p. 1107). 

As it seems, the dynamic capabilities concept centers on the firm’s ability to remain 
competitive in relation to other actors in the marketplace given a high rate of change 
in the environment (Eisenhardt & Martin, 2000; Wang & Ahmed, 2007).  Barney 
(1991) highlights the importance of a competitive advantage by saying that the value-
creating ability of the firm is hinged upon the firm having an edge over competitors. 
Simply put, if other actors provide more appealing products and services, the focal 
firm will not be able to continue making a profit. Thus, sustaining competitive 
advantage is the objective of dynamic capabilities. 

For the purpose of gaining an understanding of the scope of dynamic capabilities, 
consider the case of the Swedish former producer of office machines, Facit. The firm 



2 
 

was in the 1950’s the second largest producer of calculating machines worldwide, 
and the eleventh largest producer of mechanical and electromechanical office 
machines, with a staff of more than 4500 employees (Petersson, 2003). However, in 
the 1970’s, the environmental landscape changed and due to intense competition and 
an inability to keep up with the technological advancements in the market, among 
other things, the firm came to suffer heavy losses and eventually ceased to exist 
(Petersson, 2003). 

A similar situation is depicted in the well-known article, Marketing Myopia, by 
Theodore Levitt from the 1960’s. In this article he depicts a range of firms, industries, 
that had once been successful, but which had come to experience severe difficulties, 
often due to environmental change (Levitt, 1960). The firms in these industries were 
unable to change in response to their changing environments, and they suffered the 
consequences in terms of a diminishing competitive advantage and a deteriorating 
performance (Levitt, 1960). 

Of course, there are also examples of firms that have faced a dynamic environment 
for a longer period of time and, still, have managed to evolve and remain competitive 
in the market. One example is that of the Swedish telecommunication firm Ericsson, 
which has been in the business since the 19th century. Its founder started out repairing 
telegraphs in 1876, but the firm eventually became known for producing and 
developing telephones and related necessary equipment1. In the latter part of the 20th 
century though, the firm changed their focus to the production of cell phones and 
mobile infrastructure2. In the last couple of years, still evolving, the firm has 
broadened its business to provide new technology to telecom operators, the TV and 
media industry, and finally more recently, to other industries that are starting to 
integrate information and communication technology (ICT), such as the utilities 
industry, the transportation industry, and the public safety industry (Ericsson, 2016). 

Levitt, in Marketing Myopia, suggested that the solution to the common problem of 
the firms he depicted was that management must broaden their perception of which 
business they are in (Levitt, 1960).  What he did, in fact, was that he suggested a 
partial remedy to the problem of how to sustain competitive advantage as firms 
grapple with environmental change, and this is likewise the drive and scope of 
dynamic capabilities. 

                                                 

1 http://www.ericsson.com/se/thecompany/company_facts/history, 2016-05-02 
2 http://www.ericssonhistory.com/products/mobile-telephony/Ericsson-and-mobile-telephony, 2016-05-02 
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1.1 Conceptual Ambiguity 
Since the seminal article about dynamic capabilities was published by Teece et al. 
(1997) almost twenty years ago, the concept has been heavily debated in the area of 
business research, but still, the area is rife with incoherency. 

What is clear is that dynamic capabilities entail the ability of the firm to change in 
response to changes in the environment, and the research on dynamic capabilities 
has identified a plethora of such transformational mechanisms (Wang & Ahmed, 
2007). But the conceptual ambiguity and the many disparate ideas about  what 
antecedents, mechanisms and processes that contribute to a dynamic capability, are 
evident from recent reviews of the field (Barreto, 2010; Eriksson, 2014; Vogel & 
Güttel, 2013). It is not without reason that Barreto (2010, pp. 257, 277) refers to the 
“youth” of the dynamic capabilities approach and states that the literature “has 
generated a remarkably rich but often disconnected body of research, pointing in 
disparate directions”. 

In light of this situation, it would seem as though the field should benefit greatly 
from an ordered structure in terms of general factors that confer a firm with a 
dynamic capability. A significant contribution of that kind is found in Helfat et al. 
(2007, in MacInerney-May, 2012). They contend that a dynamic capability 
encompasses several distinct abilities, which conjointly confer a firm with a dynamic 
capability. MacInerney-May (2012, p. 6) draws on their writings saying that a 
dynamic capability encompasses the abilities to “identify the need for change, to 
formulate an appropriate response, and to implement a course of action”. 

However, a set of factors that is largely overlooked in the field is the factors put 
forward by Wang and Ahmed (2007). In investigating dynamic capabilities, they set 
out to review the literature on dynamic capabilities to find common characteristics 
among the plethora of firm- or industry-specific mechanisms that had been identified 
as specific dynamic capabilities, and they came up with three general factors: 
absorptive capability, adaptive capability, and innovative capability (Wang & Ahmed, 
2007). 

In the conceptualization of Wang and Ahmed (2007), absorptive capability denotes 
the absorption and integration of external knowledge, adaptive capability denotes 
the flexibility of resources and organization and innovative capability denotes the 
firm’s  ability to be innovative in different areas. This framework largely integrates 
the knowledge processes suggested by Eriksson (2014), and could comprise a 
valuable complement to the capabilities provided by Helfat et al. (2007, in 
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MacInerney-May, 2012) and Teece (2007). Furthermore, when reading the article by 
Wang and Ahmed (2007), it seems as though it is characterized by a conceptual 
clarity and coherency that is not commonplace among articles in the field. Hence, 
exploring their framework and their associated conceptualization of dynamic 
capabilities could make for a valuable contribution. 

Extensive research has been carried out on the three factors suggested by Wang and 
Ahmed (2007) – absorptive, adaptive and innovative capability – but they have rarely 
been investigated together as parts of a common framework of factors that 
collectively can confer a firm with a dynamic capability. After exploring the articles 
that have made reference to Wang and Ahmed (2007) using the citation indexing 
service Web of Science, as well as carrying out a search strategy in academic databases, 
it seems like there is only one article that has investigated the framework. But in that 
case (Biedenbach & Müller, 2012) the framework was used to investigate its effect on 
project portfolio performance and not on the firm’s ability to sustain competitive 
advantage. 

1.2 Purpose and Research Question 
Since the paper by Wang and Ahmed (2007) is merely conceptual and the factors in 
the proposed framework have not been explored and used together to collectively 
analyse competitive advantage in dynamic environments, this study takes the first 
step in this pursuit. My wish is also to be able to get some insight into how the 
proposed framework should be used to successfully manage dynamism in the 
environment, that is, to sustain competitive advantage and firm performance. The 
explicit purpose is to investigate in a case study how the framework of absorptive, 
adaptive and innovative capability contributes to an understanding of the 
development of a firm’s competitive advantage. Hence, the research question:  

How can the framework of absorptive capability, adaptive capability and innovative capability 
be used to analyse a firm’s ability to sustain or create competitive advantage? 

The theoretical framework will now be more closely depicted. First, the concept of 
dynamic capability, and then the three factors in the framework that according to 
Wang and Ahmed (2007) confer a firm with a dynamic capability: absorptive, 
adaptive and innovative capability. 
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2. Theoretical Framework 

2.1 The Concept of Dynamic Capability 
The definitions of dynamic capability provided in the introduction differ in terms of 
the exact focus of the dynamic capabilities concept. Teece and colleagues (1997) 
highlight the abstract and general ability of the firm to change when faced with 
environmental change, whereas Eisenhardt and Martin (2000) highlight the specific 
processes and routines that allow the firm to change when faced with environmental 
change3. 

Although definitions rarely include any explicit information as to the meaning and 
direction of this change, implied in the concept of dynamic capability is the ability to 
sustain long-term competitive advantage and firm performance (Wang & Ahmed, 
2007). This is suggested by the circumstance that the dynamic capability concept 
emanates from an attempt to mitigate the resource-based view’s inability to explain 
competitive advantage in a dynamic environment (Eisenhardt & Martin, 2000). Teece 
(2007, pp. 1319–1320) also explicitly includes “to maintain competitiveness” when he 
defines the concept, and subsequently states that “the ambition of the dynamic 
capabilities framework is nothing less than to explain the sources of enterprise-level 
competitive advantage over time”. In the same vein, Eisenhardt and Martin (2000, p. 
1106) state that “in these markets, where the competitive landscape is shifting, the 
dynamic capabilities … become the source of sustained competitive advantage”. 

A large amount of specific processes and routines that allow the firm to change in 
such a way have been identified in the literature: product development, strategic 
decision-making, and alliancing (Eisenhardt & Martin, 2000), as well as technology 
development and transfer, capability acquisition, organizational restructuring and 
business model adaptation among others (Eriksson, 2014). 

On a general level, the ability to adapt to a dynamic environment entails several 
distinct capabilities that conjointly comprise a dynamic capability: the ability to 
“identify the need for change, to formulate an appropriate response, and to 
implement a course of action” (MacInerney-May, 2012, p. 6). 

                                                 

3 This creates a small amount of ambiguity, which necessitates being mindful of the difference. In this 
thesis, dynamic capability refers to the ability, and dynamic capabilities to the specific processes and 
routines. 
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2.1.1 A Resource Hierarchy 
A useful model for conceptualizing dynamic capabilities in the context of the firm 
and linking its capabilities to a competitive advantage is the one used by Wang and 
Ahmed (2007). It consists of resources, capabilities, core capabilities, and dynamic 
capabilities (Wang & Ahmed, 2007). 

The most basic inputs are resources, factor inputs from markets, which are 
considered zero-order elements of the hierarchy (Wang & Ahmed, 2007). Capabilities, 
the first-order element, are made up of several resources (Wang & Ahmed, 2007). A 
bundle of capabilities, in turn, make for a core capability, thought of as the second-
order element of the hierarchy (Wang & Ahmed, 2007). The core capabilities are 
thought of as capabilities that are “strategically important” to the firm’s “competitive 
advantage at a certain point” in time (Wang & Ahmed, 2007, p. 36). 

They further argue that since the mix of resources, capabilities and core capabilities 
that provide a competitive advantage changes over time, the ability to regulate this 
hierarchy in order to sustain competitive advantage should conceptually be thought 
of as a third-order element (Wang & Ahmed, 2007). This ability is the dynamic 
capability, the ability to when necessary restructure the whole resource hierarchy in 
order to create or sustain competitive advantage. 

2.1.2 Environmental Dynamism 
As we have seen, in the dynamic capabilities concept, the need for change is induced 
by changing environmental conditions. Dynamism (Miller, 1987; Wang & Ahmed, 
2007), turbulence (Jaworski & Kohli, 1993), environmental volatility (Wu, 2010) and 
high-velocity markets (Eisenhardt & Martin, 2000) are all used to denote an 
environment which is characterized by a high rate of change. 

In trying to measure the amount and rate of change in the environment, Jaworski and 
Kohli (1993) focus on market turbulence and technological turbulence. Market 
turbulence refers mainly to changing customer preferences, whereas technological 
turbulence refers to the rate of technological change (Jaworski & Kohli, 1993). 

According to Wang and Ahmed (2007), the more environmental dynamism there is in 
the market, the more frequently and radically the firm needs to adapt its capabilities. 
And it does carry a sound logic that if the firm may need to change to construe a new 
desirable fit with the environment when the environment changes, then the more 
often the environment changes, the more the firm would need to change in response. 
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In effect, the more dynamism there is in the environment, the more pronounced 
would the need for a dynamic capability be. In a related vein, it has been shown 
empirically that the performance effect of dynamic capabilities is higher in more 
dynamic environments (Lichtenthaler, 2009; MacInerney-May, 2012). 

With regard to the division of dynamism into the categories of technological change 
and market change, MacInerney-May (2012, p. 125) has shown empirically that 
technological change is “the far greater threat” to a firm’s competitive advantage. 

2.1.3 From Dynamic Capability to Competitive Advantage 
Sustained competitive advantage is the ambition of dynamic capabilities (Teece, 2007; 
Wang & Ahmed, 2007), but researchers underscore that the relation between dynamic 
capability and performance is unclear in the literature (Eriksson, 2014; Wang & 
Ahmed, 2007). 

Nevertheless, in the conceptualization of Wang and Ahmed (2007), dynamic 
capability is conducive to long-term firm performance, mediated by capability 
development. So the effect of dynamic capability on firm performance depends on 
the abilities that the firm develops over time. Furthermore, Wang and Ahmed 
propose that the effect of capability development on firm performance is mediated 
by the firm’s strategy (2007). That is, for the capability development to be effective, it 
should be aligned with the firm’s strategy (Wang & Ahmed, 2007). 

The concept of dynamic capability has now been more clearly depicted, guided by 
the conceptualization of Wang and Ahmed (2007). Now, the theoretical framework 
will be extended with the three factors in the framework that supposedly confer a 
firm with a dynamic capability: absorptive, adaptive and innovative capability. 

2.2 Absorptive Capability 
The concept of absorptive capability4, refers to the concept proposed in an article by 
Cohen and Levinthal (1990), but they used the term absorptive capacity. The concept 
denotes “the ability of a firm to recognize the value of new, external information, as-
similate it, and apply it to commercial ends” (Cohen & Levinthal, 1990, p. 128). 

                                                 

4 To promote clarity, a definition of absorb is to “take in and make part of an existent whole”, 
http://www.merriam-webster.com/dictionary/absorb, 2016-04-22 
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Then, absorptive capability is about managing knowledge, or information, and pur-
posefully making use of it in the firm. This should be useful to a firm in a dynamic 
environment, since if the firm is to respond purposefully to environmental changes, 
it must somehow acquire information as to the nature of the environmental change. 
Cohen and Levinthal focus on three knowledge processes in particular, factors which 
they refer to as acquisition, assimilation and exploitation. However, drawing on other 
research and stressing that external knowledge needs to be adapted to the specific 
circumstances of the firm, Zahra and George (2002) added the fourth process of trans-
formation, between the processes of assimilation and exploitation. 

Acquisition 

This is described as the “capability to identify and acquire externally generated 
knowledge that is critical to its [the firm’s] operations” (Zahra & George, 2002, p. 
189). Then, according to Zahra and George, there are two activities involved in this 
first part of the knowledge management process: first, identifying sources of 
knowledge critical to the firm’s operations, and secondly, acquiring that same 
knowledge. 

Assimilation 

In the article by Cohen and Levinthal (1990, p. 132), this is related to the translating 
of information from the environment “into a form understandable to…” actors with-
in the firm.  Accordingly, authors have subsequently used the word understanding to 
define assimilation (Flatten, Engelen, Zahra, & Brettel, 2011; Zahra & George, 2002). 
Zahra and George (2002, p. 189) describe assimilation as “the firm's routines and pro-
cesses that allow it to analyse, process, interpret, and understand the information 
obtained from external sources”. 

Transformation 

Zahra and George (2002, p. 190; also Flatten et al., 2011) define this process as “a 
firm's capability to develop and refine the routines that facilitate combining existing 
knowledge and the newly acquired and assimilated knowledge”. It is further 
suggested that transformation is the act of combining new knowledge with 
knowledge already known, to yield “new insights” (Zahra & George, 2002, p. 190).  

Hence, when there is a clear understanding of the acquired knowledge, the 
knowledge needs to be integrated and adapted to the specific circumstances of the 
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firm, which entails some kind of transformation. Eriksson (2014) chooses to use the 
term integration for this process which may seem more straightforward. 

Exploitation 

The fourth dimension of absorptive capability is exploitation, which is defined as 
“routines that allow firms to refine, extend, and leverage existing competencies or to 
create new ones by incorporating acquired and transformed knowledge into its 
operations” (Zahra & George, 2002, p. 190). In other words, exploitation is about 
systematically taking action and making use of new knowledge by improving the 
firm’s activities and capabilities or creating new ones. 

Furthermore, the outcome of this implementation of new knowledge is “the creation 
of new goods, systems, processes, knowledge, or new organizational forms (Zahra & 
George, 2002, p. 190). And Flatten et al. (2011, p. 101) suggest that exploitation 
capabilities result in new products that “enhance performance and competitive 
advantage”. 

 

 

ACQUISITION 
 

“a firm’s capability to identify and acquire 
externally generated knowledge that is 
critical to its operations” 

ASSIMILATION 
 

“the firm’s routines and processes that allow 
it to analyse, process, interpret, and 
understand the information obtained from 
external sources” 

TRANSFORMATION 
 

“a firm's capability to develop and refine the 
routines that facilitate combining existing 
knowledge and the newly acquired and 
assimilated knowledge” 

EXPLOITATION 
 

“routines that allow firms to refine, extend, 
and leverage existing competencies or to 
create new ones by incorporating acquired 
and transformed knowledge into its 
operations” 

 

Table 1: Processes of adaptive capabilities (Zahra & George, 2002) 
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A drawback of Cohen and Levinthal’s conceptualization of absorptive capability in 
this context is that it does not acknowledge that new knowledge can be generated 
internally within the company. For instance, some authors explore the scope of 
experiential learning (George, 2005; Zollo & Winter, 2002). 

2.3 Adaptive Capability 
Wang and Ahmed suggest that adaptive capability5 is related to “strategic 
flexibility”, that is, the “inherent flexibility of the resources available to the firm and 
the flexibility in applying these resources” (Wang & Ahmed, 2007, p. 37). They 
further emphasize the ability of “continuous morphing” of resources, and the 
“flexibility of resources”, in arguing that the ability to align internal resources with 
environmental demand is critical (Wang & Ahmed, 2007, p. 37). In the context of 
dynamic capabilities, if the firm is to be able to change in light of a changing 
environment, the basic building blocks of the firm, the resources, must be malleable. 

In their reasoning, Wang and Ahmed, seems to draw heavily on Sanchez (1995) who 
analyses the subject extensively. In elaborating on the subject of flexibility, he makes a 
valuable contribution to the issue by distinguishing between resource flexibility and 
coordination flexibility (Sanchez, 1995). He suggests that the flexibility of the firm’s 
operations depends on the inherent flexibilities of the specific resources in the 
resource base, as well as on the ability of decision-makers to be flexible in 
coordinating these resources (Sanchez, 1995). 

2.4 Innovative Capability 
Innovative capability6 is defined as “a firm’s ability to develop new products and/or 
markets, through aligning strategic innovative orientation with innovative behaviors 
and processes” (Wang & Ahmed, 2007, p. 38). The literature emphasizes that change 
is integral to the dynamic capabilities concept, and this factor centers on the ability of 
innovative change. 

It is, in the dynamic capabilities field, common that research relating to innovative-
ness deals with product development (Wang & Ahmed, 2007). But it may also be 

                                                 

5 Adaptive means to be “showing or having a capacity for or tendency toward adaptation”, 
http://www.merriam-webster.com/dictionary/adaptive, 2016-04-22 
6 Innovative means to be “introducing or using new ideas or methods”, http://www.merriam-
webster.com/dictionary/innovative, 2016-04-22 
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beneficial to incorporate important underlying factors such as propensity for behav-
ioural changes and process innovation (Wang & Ahmed, 2004).  

In line with this reasoning and drawing on an extensive review of the field of organi-
zational innovativeness, they identify five areas that determine the firm’s overall in-
novative capability: product innovativeness, process innovativeness, behavioural 
innovativeness, market innovativeness and strategic innovativeness (Wang & Ah-
med, 2004). Product and process innovativeness is self-explanatory. Market innova-
tiveness refers to innovative marketing to promote the firm’s offerings, and innova-
tiveness in identifying new markets (Wang & Ahmed, 2004). Behavioural innova-
tiveness refers to the quality of being receptive to new ideas and innovation among 
employees at all levels of the firm, and strategic innovation intends to capture the 
creative use of resources to reach organizational goals (Wang & Ahmed, 2004). 

 

 

PRODUCT INNOVATIVENESS “The novelty and meaningfulness of new 
products introduced to the market at a timely 
fashion.” 

MARKET INNOVATIVENESS “The newness of approaches that companies 
adopt to enter and exploit the targeted 
market.” 

PROCESS INNOVATIVENESS “The introduction of new production 
methods, new management approaches, and 
new technology that can be used to improve 
production and management processes.” 

BEHAVIOURAL INNOVATIVENESS “Behavioral innovativeness demonstrated 
through individuals, teams and management 
enables the formation of an innovative 
culture, the overall internal receptivity to 
new ideas and innovation.” 

STRATEGIC INNOVATIVENESS “An organisation’s ability to manage 
ambitious organisational objectives, and 
identify a mismatch of these ambitions and 
existing resources in order to stretch or 
leverage limited resources creatively.” 

 

Table 2: Dimensions of innovativeness (Wang and Ahmed, 2004) 
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2.5 A Coherent Framework 
Wang and Ahmed (2007) explain how the three factors are important and distinct 
factors of a dynamic capability. Absorptive capability conveys the idea of “taking in 
external knowledge, combining it with internal knowledge and absorbing it for 
internal use” (Wang & Ahmed, 2007, p. 39). Adaptive capability refers to the “firm’s 
ability to adapt itself in a timely fashion through flexibility of resources and aligning 
resources and capabilities with environmental changes” (Wang & Ahmed, 2007, p. 
39). And innovative capability “links a firm’s inherent innovativeness to marketplace-
based advantage in terms of new products and/or markets” (Wang & Ahmed, 2007, 
p. 39). 

In other words, Wang and Ahmed propose that these three factors are important to 
an organizations ability to successfully evolve in response to a changing 
environment. Furthermore, they suggest that the factors are also distinct, meaning 
that they involve different mechanisms. Absorptive capability encompasses 
searching for and purposefully making use of knowledge. Adaptive capability 
stresses the flexibility of resources and capabilities, whereas innovative capability is 
manifested in the adoption of ground-breaking products and practices. 

It is interesting to take note of how the three factors relate to each other. Adaptive 
capability could to some extent be conceptualized as the flexibility of resources and 
individuals who are part of or exposed to the absorptive and innovative processes. In 
that sense the adaptive capability is a requisite for the other capabilities. The third 
factor, innovative capability, seems as if it could largely be a function of the other two 
factors, in the sense that if the organization is adaptive and engages in absorptive 
activities, it will be able to, when appropriate, renew its processes, products and 
market operations. In that sense, innovative capability could be thought of as 
successful learning outcomes in different areas. 

The research by Lichtenthaler (2009) is to some extent supportive of this reasoning in 
that it shows empirically that absorptive capability is positively related to innovative 
capability. Sanchez (1995, p. 151) likewise elaborates on a conceptual level on how 
resource flexibility and coordination flexibility result in an improved “efficiency in 
responding to product opportunities across multiple product segments”. That is, 
using the terminology that this thesis adopts, Sanchez (1995) contends that adaptive 
capability is conducive to product innovativeness. 

According to the extensive review by Wang and Ahmed (2007), the three factors – 
absorptive, adaptive and innovative capability – result in the ability to attain and 
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sustain competitive advantage, by means of acquiring or improving the firm’s core 
capabilities. 

Synthesizing the reasoning in Lichtenthaler (2009) and Sanchez (1995) with the 
reasoning in Wang and Ahmed (2007), it would seem as though adaptive and 
absorptive capability results in innovations in different areas, innovations that 
strengthen the firm’s core capabilities, or contribute to the creation of new ones. In 
unison, the core capabilities provide the firm with a competitive advantage. Hence, if 
the three factors are present, in time they would seem to be conducive to a 
sustainable competitive advantage. 

 

 

Figure 1: The three factors contribute to the ability to sustain or create a competitive 
advantage, via capability development. 

3. Methodology 

In answering the research question this study will employ a case study to investigate 
how the framework contributes to an understanding of the development of 
competitive advantage in three different firms. 

A study of this kind would benefit from examining the specific behaviour, routines 
and processes that are related to these factors and the firm’s resource-base. Verona 
and Ravasi (2003, p. 580) note that capabilities are “the result of complex processes 
comprising the accumulation of minor decisions and actions undertaken over many 
years in a situation of great uncertainty” and that they consequently are difficult to 
investigate quantitatively. This is true since the dynamic capabilities research is still 
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in an early stage where “key variables and their relationships are being explored” 
(Gibbert, Ruigrok, & Wicki, 2008, p. 1465; Saunders, Lewis, & Thornhill, 2012). 

Then, a qualitative study, would lend itself better to a closer examination of these 
processes, and how they relate to the framework provided by Wang and Ahmed 
(2007). But there is of course a trade-off to this choice. While a qualitative study 
allows for an in-depth analysis, the scope for conclusions as to the value of the 
framework for firms in general decreases (Verona & Ravasi, 2003). 

3.1 Unit of Analysis 
Studies investigating firms in the context of a dynamic environment often center on 
an industry that is subject to a high degree of dynamism, such as the ICT industry 
(Brady & Davies, 2004; Keil, 2004; Rindova & Kotha, 2001). Also the biotechnology 
and the semiconductors industries have been identified as highly dynamic (Easterby-
Smith, Lyles, & Peteraf, 2009). Industries with a high rate of innovation in technology 
seem to be the common denominator among these industries. But there are 
exceptions like Gilbert (2006), who studies the effect of an external shock to an 
industry, in terms of a newspaper’s response to the phenomenon of digital 
publishing. 

Because of the high rate of change in the information and communication technology 
(ICT) industry, this study centers on firms in that industry. A large part of the ICT 
industry is comprised of the telecommunications industry, which in a recent report 
by EY (2015, p. 7) is said to be “continuing to change at breakneck speed”, and it 
seems reasonable to believe that it is similar in other parts of the ICT industry, such 
as the IT industry. This industry may then be a suitable filter for finding firms that 
are likely to be subject to environmental dynamism. 

This thesis investigates three firms in the IT industry that are predominantly situated 
in the Stockholm region in Sweden. For the sake of anonymity, the firms are referred 
to as Magna Technology, Zebulon Consulting and Xeron Consulting. Given the 
information in the annual reports, especially Magna Technology seems to have been 
subject to a significant amount of environmental dynamism during the last couple of 
years. The interviews have subsequently indicated that the environmental dynamism 
is substantial. 

Magna Technology sells a product that is necessary in a broad range of electrical 
products and it operates globally. Xeron Consulting and Zebulon Consulting on the 
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other hand provide IT services and they both focus their operations mostly to the 
Stockholm region. The three firms differ significantly in size and geographical 
outreach, which will contribute to an interesting comparison. Zebulon Consulting is 
smaller than the others, Xeron Consulting is bigger, and Magna Technology is the 
largest firm investigated in this study. 

For the purpose of being able to extract information about the development of the 
firms, the interviews enquired specifically about the development in the last five 
years. An important complement to the interviews was the respective firm’s annual 
report from the last year, which were surveyed to validate and complement the 
information from the interviews. All parts of the reports were surveyed, except for 
notes and corporate governance reports. Hence, the study relies on primary data in 
terms of the interviews and secondary data in terms of the gathered information 
from the annual reports (Saunders et al., 2012). 

The interview at Magna Technology was carried out with the firm’s Chief Operating 
Officer at their headquarters, at Zebulon Consulting with the chief consultant of and 
at their largest office and at Xeron’s office the interview was carried out with the 
Chief Executive Officer. All three interviewees had extensive knowledge about the 
specific firm’s operations and market situation.  

3.2 Operationalization 
There is no widely accepted operationalization of dynamic capabilities, according to 
MacInerney-May (2012), which is also evident in recent reviews (Barreto, 2010; 
Eriksson, 2014). The operationalization therefore draws from the references in Wang 
and Ahmed (2007). 

Absorptive capability was operationalized using the four knowledge processes 
acquisition, assimilation, transformation and utilisation, drawing from Zahra and 
George (2002) and the scales developed in Flatten et al. (2011). Adaptive capability 
was operationalized simply by asking about the interviewee’s opinion about the 
flexibility of resources, organization and management, drawing from Sanchez (1995). 
The innovation scales developed in an earlier paper by Wang and Ahmed (2004) were 
used to capture innovative capability, but the “strategic innovation” dimension 
proved difficult to operationalize and apply and was not used. 

The effect of the factors on capability development and competitive advantage was 
captured by the act of sustaining, the strengthening, or the creation of core 
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capabilities in the last five years. Core capabilities were by Wang and Ahmed (2007) 
defined as capabilities that are strategically important to the firm’s competitive 
advantage. In the same vein, core capabilities were operationalized as the capabilities 
that are the most important to the firm in the competition with other firms in the 
marketplace. 

3.3 Interviews 
Since the investigation aims to compare the framework to the reality in this specific 
setting, it was important to seek to let this reality unravel without influencing the 
interviewee’s conception of it (Saunders et al., 2012). For that reason the framework 
and its factors were not mentioned initially. 

Instead, in the beginning of the interview there was a comprehensive conversation 
about the firm’s core capabilities, their respective importance, and how core 
capabilities have evolved in the last five years. For the purpose of gaining access to 
in-depth information this part was fairly unstructured and sought to let the 
interviewee speak unhindered about the capabilities and their effects on firm 
performance. 

Then, the framework and the factors were introduced and integrated into the 
discussion for the purpose of identifying and framing information that may be useful 
in analysing the development of core capabilities. For the purpose of investigating 
the specific information I take an interest in, the conversation in this second part was 
more structured and focused. 

3.4 Analytical Procedure 
The raw data from the investigation was comprised of the transcribed interviews and 
the material from the annual reports. In order to be able to analyse the material, it 
was dealt with by highlighting the text using different colours depending on which 
analytical category they were most closely related to. 

The analytical procedure in this study resembles the five steps outlined in Saunders 
et al. (2012). What they suggest is to first identify categories in the material, which 
will then make it possible to integrate data from disparate sources to the chosen 
categories. This is followed by the searching for and hopefully the identifying of 
relationships and patterns in the material. With these patterns, testable propositions 
are developed, and finally, the analysis seeks to draw and verify conclusions. 
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First, the results of the investigation were depicted following the same structure as 
when the interviews were carried out. That is, starting with the core capabilities of 
the firm and important strategic development over the last five years. This was 
followed by the prevalence of the factors in the focal framework in the firm. The 
rationale for this structure in the results part was to facilitate the comparison of 
factors and capability development within the firms.  

The analytical procedure in this thesis differs from the suggestion of Saunders et al. 
(2012) in that the categories for the analysis were chosen beforehand and it doesn’t 
develop explicit testable propositions. The categories used for the analysis is 
comprised of the three factors in the focal framework: absorptive, adaptive and 
innovative capability. The rationale for using these categories in the analysis was that 
it comprised a straightforward means to analyse how the three factors can be used to 
understand a firm’s ability to create or sustain competitive advantage. Finally, the 
analytical discussion was synthesized, seeking to reach tentative conclusions. 

3.5 Validity and Reliability 
To further discuss the validity and reliability of the methodology, the following 
terminology and the associated measures from Gibbert et al. (2008) is used: internal 
validity, construct validity, external validity and reliability. 

The theoretical framework depicted above makes the case of being a logical 
construct, which provides an interesting foundation for the study and the analysis. 

The construct validity refers to the operationalization of the study (Gibbert et al., 
2008). The questions used for the interviews correspond very well to the concepts in 
the theoretical framework they intended to capture. It is worth mentioning though, 
that the study does not measure competitive advantage per se, but rather the 
development of the capabilities that are the most important to the competitive 
advantage; measuring competitive advantage would have to entail comparisons with 
competitors. The rationale for this is that the study aims to focus on the explanatory 
effects of the factors within the firm on the firm’s competitive advantage. 
Nonetheless, this is a limitation of the study. 

A possible threat to the validity of the interviews was that the interviewees for some 
reason would be reluctant to disclose information (Saunders et al., 2012). To 
minimize such issues, the interviewees were promised complete anonymity, which 
was accompanied by a signed and written agreement of anonymity. Still, it is possible 
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that interviewees sought to depict themselves and their firms in a favourable way. 
Also, the questions asked during the interview depended on the interviewer’s 
knowledge and particular interests, which may very well have resulted in a biased 
depiction (Saunders et al., 2012). 

While the intention to acquire information from several years back is sensible, one 
should keep in mind that information based on the interviewees’ recollection of what 
happened several years back is less reliable than their recollection of recent events. 
This weakness was to some extent been mitigated by the surveying of annual reports. 
Also, the information gathered about the variables depends on the subjective 
opinions of the interviewees, which may be biased at times. 

On a positive note, the operationalization benefits significantly from the data being 
collected from different sources; three different firms and two sources of data from 
each firm: interviews and annual reports (Gibbert et al., 2008). 

Due to the limited amount of interviews, only three, the external validity is low 
(Saunders et al., 2012). As already mentioned, the value of the framework to firms in 
general will have to be investigated in future studies, but the conclusions would 
seem to carry some value for many small to medium-sized firms in the IT industry in 
Sweden.  

The type of firms, the interview structure and the questions and scales used in the 
interviews are disclosed. Still, owing to the anonymity of the firms in the study and 
the semi-structured approach which would seem to be very susceptible to bias, the 
reliability would seem to be low.  

4. The Case of Magna Technology 

4.1 Core Capabilities and Development 
The two most important capabilities of this firm are leading technology and a global 
organization with global support. Magna Technology has provided the market with 
the same kind of product since 1983 and was the first actor to provide that particular 
product on the market. Since then the firm has steadily improved the quality of the 
product. This has resulted in that the firm provides the highest-quality technology on 
the market. 



19 
 

The second capability is the global organization, which confers the firm with an 
ability to be present and provide support to customers worldwide. For many of the 
firm’s customers, if the product would ever malfunction, it is critical that they are 
able to get support. These two capabilities in unison comprise a valuable competitive 
advantage, compared to other actors on the market. 

 “Our technology is immensely important to us, but the global 
outreach of our organization is also very important” 

A third capability, also important to the firm, is the close relationships with actors in 
the value chain who provide a complementary piece of equipment to the end 
product. These different products are indispensable and must be compatible. By 
means of the close relationships with this group, Magna Technology is always aware 
of their perspectives of the technological development. 

These three capabilities were the ones that were considered the most important in the 
interviews. These capabilities are also similar to the factors considered to be strategic 
cornerstones in their latest annual report. Consequently these three factors are 
considered to be the firm’s core capabilities. 

The major difference in terms of core capabilities and strategy during the last ten 
years is that the firm’s relationships with the companies that manufacture the 
complementary equipment for the end product have changed. 

Magna Technology used to be more like consultants for the manufacturers, receiving 
funding from them for providing them with the necessary product for their 
equipment. This has changed and the firm now focuses on developing and 
improving their own product, which they sell directly to the manufacturer of the end 
product. The firm still works together with the group of companies that manufacture 
the complementary equipment, but nowadays in an air of collaboration and 
partnership. This change has occurred successively over the last five to ten years.  

As for the technological improvements, the firm is constantly following the 
development and updating their product accordingly. 
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4.2 Absorptive Capability 
When it comes to development and change within the industry, there is no outlined 
and explicit system for following the development, but there are routines and 
activities that are highly ingrained into the firm which serve that purpose. A large 
amount of reports are read, especially about the technological development, the firm 
is present at related fairs, and the firm also apprehends a lot of knowledge in the 
communications with partners. It is especially the Chief Technology Officer’s 
responsibility to follow the development. 

“There is no explicit system, but it is very difficult for me to see 
that something would fall through the cracks, that we would 

completely fail to see something” 

As for sources of knowledge that are not directly part of the industry, the firm 
follows the findings in academic research. There is also an industry that is very 
closely related to Magna Technology’s industry that the firm follows. 

New technical advances are not diffused to everyone working with technology, but to 
the relevant department. The Chief Technology Officer is responsible for making sure 
that new knowledge is acknowledged and used in the right department. Also the 
team leaders of the specific groups have a responsibility to catch up on new 
knowledge and make sure to implement it in the team’s work. In terms of 
transformation and utilisation, the firm continuously invests in innovation and 
development at their headquarters and abroad. 

Another important source of knowledge is relationships with partners and 
customers. The product team is working closely with and communicating with the 
firm’s partners. As for relationships with customers, the support team and the 
technical sales support team receives information and feedback from them. These are 
in close contact with and meet up with the CTO and the product managers every 
other week to discuss the recent development. 

A long-term planning is outlined in the product council comprised of the CEO, the 
CTO and the COO who meet up twice every year. They each draw from their 
respective insights from the different areas of the firm where they are involved and 
their combined insights produce them with a road map for the long term. 
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The extent to which the new insights gained in different areas of the firm is actually 
exploited in the firm’s operations is largely a matter of priorities, but the firm is quite 
skilled at seizing new thoughts and ideas and to make actual products out of them. 

4.3 Adaptive Capability  
A paradigm shift that would involve making significant organizational changes in 
the firm would be possible, but it would not be easy. The firm has highly specialized 
employees in some departments and they might not be very happy with the idea of 
doing something only remotely related to their specific area. It would be possible to 
make such a shift, but the firm might lose some employees. 

“It’s like you would ask a brain surgeon to work with child 
psychology instead…” 

On a management level, in the interviewee’s opinion, they are quite flexible in terms 
of business model adaptation and technological development, but they do want to 
see the rationale clearly. He also stressed that it’s important to have the support of the 
organization, which may be a time-consuming process. 

4.4 Innovative Capability 
In the COO’s opinion, processes are constantly being improved upon, and he 
specifically mentioned that the development department is using the LEAN method 
to spur continuous improvements. 

Continuously improving the product is a part of the firm’s strategy. The basic 
product has been the same for a long time, but improvements and complementary 
add-ons are introduced regularly. 

There is a lot of innovation in the area of how the firm deals with the relation to the 
market, including new kinds of product packaging and new business models. 

  



22 
 

5. The Case of Zebulon Consulting 

5.1 Core Capabilities and Development 
There was one capability that emerged strongly as the most important factor: the 
ability to keep up with the technological development on the market. Especially 
programming languages are evolving in terms of new versions or dialects and 
shortcuts that regularly dawn on the market. If the firm can’t stay on top of the 
development, the firm can’t be competitive. If the firm’s employees are 
knowledgeable in the languages that are currently in high demand in the market, the 
firm will be able to receive a higher salary for their services. 

“If we get behind and outdated, then we can’t compete with our 
competitors” 

The interviewee expressed that the most important capability was clearly the 
technology, but it was difficult to know which other capabilities that are the most 
important. Several factors were deemed to be important, but the factor of 
geographical proximity to the market may have been more prominent than the 
others. In the recent two years, the firm has worked hard and deliberately to become 
more established in the geographical area in which their headquarters are situated. 
The interviewee expressed that the proximity makes it possible to establish better 
and closer relationships with customers. 

Other factors that came up was benefits of having a broad knowledge base in terms 
of programming languages and organizational skills, benefits of independence and 
the associated control, and the benefits of being a comparatively smaller firm. 

5.2 Absorptive Capability 
Information about development within the industry is commonly extracted from the 
consultants’ communication with customers. The consultants usually get in touch 
with the chief consultant and tell him about the recent development in terms of the 
customers’ preferences. Typically, the customers may want to change programming 
language or start using a new version of some language. Also, there are some 
industry organizations and networking organizations whose events the firm attends. 
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As for information about the development outside of the industry, first, the firm also 
attends networking events with firms that are also from other industries. Secondly, 
there is an awareness of how macroeconomic events may affect them. For instance, if 
their customers’ sales would deteriorate, those customers wouldn’t be able to hire 
Zebulon Consulting’s consultants. 

New knowledge diffusion and collective problem-solving is to some extent achieved 
by means of internet communication tools. Some of the consultants are using this 
service quite frequently. This problem-solving seems to pertain mostly to how to 
solve problems in terms of development of systems and IT-services. 

“We are, I would contend, very skilled at adapting to new 
versions and new dialects” 

New programming techniques and skills are quickly assimilated by the consultants; 
that is not a problem. But, some consultants feel that it is difficult to communicate to 
customers that there is a better solution than the one that they are currently using. 

Generally, it seems like there is a limited amount of explicit systems and routines for 
putting the newly acquired knowledge to use. There may of course be more of this 
kind of systems present in the work of the board of directors.   

5.3 Adaptive Capability  
The organization is very agile due to lack of organizational layers and hierarchy. The 
agile organization may also be related to the fact that four members of the firm’s 
board of directors work in the firm. Hence, it seems like there is not a significant 
amount of power distance between the employees, but a sense of proximity and 
informality which may facilitate adaptivity in the firm. 

One example of how adaptivity has been manifested was when the firm’s 
management decided to implement the chief consultants. The transition transpired 
smoothly without any discord or discussions. 
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5.4 Innovative Capability  
The employees are encouraged to try new methods, ideas and solutions. The 
mentality is that either the idea works out, and that’s great, or it doesn’t work out, 
and then we know and that’s fine too. 

With regard to product innovations, it exists mainly in terms of the implementation 
of new programming technology. 

Lately the firm has started to target firms that they call challenger firms. That is, 
comparatively small and young firms with an interesting product or service. The 
targeting serves the purpose of providing the employees with challenging 
opportunities as well as the possibility of gaining favourable exposure because of the 
association with successful firms. 

6. The Case of Xeron Consulting 

6.1 Core Capabilities and Development 
The three capabilities that are the most important to the firm’s competitive advantage 
are, first, the agreeable treatment and management of customers in the daily 
operations, secondly, the size of the firm, and the third important capability is 
comprised of the ability to provide a complementary service which is valued by their 
customers. 

“We can be flexible and responsive to customer-specific needs” 

Since the core IT services are expected to function without exception, the ability to be 
responsive towards the customers’ needs and preferences and to be able to treat them 
in a satisfactory way has become a core capability to the firm. There has been a major 
development in this area during the last five years. 

The important development in the firm entail an increased focus on the firm’s core IT 
services, which has made the firm more capable in their main area, as well as an 
extensive organizational restructuring which has decreased administrative costs. 

Compared to competitors, it is an advantage that they are large enough to be able to 
provide the same quality as the larger firms. There is, for example always someone 
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that can step in, in case of someone being absent due to sickness. Still, they are not 
too big; they still have the ability to be flexible in terms of satisfying needs and 
preferences that are specific to a certain customer. 

6.2 Absorptive Capability 
In terms of knowledge about customer preferences and needs, this knowledge is 
acquired systematically and regularly from a set of complementary feedback-
systems. There is both a monthly feedback system, and one that is more extensive on 
a yearly basis. The knowledge that is acquired from these sources is analysed and 
dealt with by the one who is responsible for the firm’s delivery organization. 

Technological knowledge is acquired to a large extent from suppliers who share their 
knowledge with the firm. There is also a group that is responsible for the 
development of the firm’s services and that to some extent is involved in the 
acquisition of technological know-how. One person is responsible for the 
development in the group and for creating yearly plans for the future development. 

”We have a feedback structure … which subsequently is 
communicated to the employees” 

The interviewee could exemplify with an explicit example of how knowledge had 
been deliberately and systematically acquired from firms in other industries. 

Knowledge about how the work with creating better relationships with customers is 
progressing and what needs to be improved is communicated with the employees 
during monthly meetings. 

6.3 Adaptive Capability 
The interviewee perceives that the management is open-minded in relation to new 
ideas. As for the organization, a large restructuring was accomplished recently, but 
the process was time-consuming and required a lot of work to make new processes 
run smoothly. 

In the last five years, there was a large consolidation of different business units 
related to the firm. This also proved to be a less than straightforward activity, among 
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other things in terms of making the new processes associated with the delivery to 
customers work in a satisfactory way. 

6.4 Innovative Capability 
There are areas relating to behaviour in which the firm aims to improve and the 
interviewee perceive that they are working with these areas daily. 

Process development occurs on a regular basis, especially since the restructuring of 
the organization four years ago. They are using something they have termed 
deviation reports, meaning that whenever protocol is not followed, this should be 
reported, along with, if possible some kind of explanation for the event. 

In Xeron Consulting, there seems to be a significant amount of innovation owing to 
the constant improvement and refinement of the service in terms of the relations and 
interactions with the customers, apart from the obvious technological improvements. 

The main market innovation is that the firm’s customers are significantly larger than 
since the last couple of years. 

7. Discussion – Analytical Value of the Factors 

7.1 The Absorptive Capability Factor 
First, technology was the major source of competitive advantage in two of the firms. 
In the case of Zebulon Consulting that knowledge was acquired from outside the 
firm. In Magna Technology technological knowledge was extracted from outside the 
firm, but there was also an extensive development of technology within the firm. 
Hence, it seems as though knowledge management processes like the ones used in 
this thesis are a straightforward way to capture relevant improvements of 
technological abilities. 

All of the firms, and especially Xeron Consulting, relied heavily on the ability to 
create relationships with customers. As far as this is related to the firms’ ability to 
acquire information about customers’ preferences, this is also highly related to 
knowledge management processes. 

The latter processes of the absorptive capability, assimilation, transformation and 
exploitation proved to be valuable in that it contributed to the revealing of how 
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acquired knowledge is or is not put to use within the firms. This seems to be a major 
benefit of the dimensions. In the case of Xeron Consulting and Magna Technology 
the questions identified systematic, well-structured and seemingly very efficient 
methods of managing knowledge. In the case of Zebulon Consulting, they also had 
channels for picking up on and implementing information, but in a very informal, 
less systematic and probably less reliable way. 

It would seem as though both of these broad areas of sources of competitive 
advantage can be efficiently analysed by means of inquiring about the presence of 
knowledge management processes in respect to these areas. 

The data seemed to exemplify the value of attending to the knowledge management 
process as a whole in that the two firms with the most amount of development and 
innovation – Xeron Consulting and Magna Technology – was also the firms that had 
very elaborate structures for utilising knowledge. The firms seem to exemplify the 
value of such processes since their respective core capabilities seem to rely heavily on 
those systems. 

The questions about the acquisition process, drawing from Flatten et al. (2011), may 
be a bit narrow in that it only enquires about the extent of acquisition of knowledge 
from the specific industry and “beyond” the specific industry. However, once the 
core capabilities have been identified, enquiries into those specific areas can also be 
made. This would seem to comprise a balanced mix of attending to core capabilities, 
while also keeping an eye on changes that may reveal opportunities and disruptors 
from within and “beyond” the specific industry. 

If technological advancements are especially susceptible to being analysed by means 
of knowledge management processes, as it seems given the data from the interviews, 
the case for absorptive capability being part of a dynamic capability framework is 
strengthened, since technology has been shown to be the by far most potent 
disruptor of competitive advantage (MacInerney-May, 2012). 

The answers in the interviews related often to processes of experiential learning. A 
possible drawback of this study is that the operationalization only to some extent 
addresses this kind of learning. It was probably captured to some extent, by asking 
about the knowledge management process in general and by the behavioural 
innovation dimension, but it was maybe not sufficiently dealt with in the interviews. 
Since experiential knowledge is potentially an important source of new knowledge, it 
should somehow be included in the framework. The most straightforward way to do 
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so would probably be to simply include it in the acquisition part of the absorptive 
capability. 

7.2 The Adaptive Capability Factor 
Changes that could have been daunting to the individuals of an organization were 
carried out in the organizations. This observation, coupled with the interviewees’ 
answer to the explicit question about flexibility showed simply that rigidities in the 
organization did not seem to be a major problem. 

Two out of the three representatives indicated that the main issue with 
organizational changes is that they are time-consuming. One interviewee also 
highlighted the possibility of employees leaving them in case of a major paradigm 
shift. This exemplifies that the presence of rigidities in organizations could pose a 
significant restriction to them, especially when changes must be imposed quickly. 
Consequently, the adaptivity of organizations would seem to be an important factor 
to attend to in this context. 

7.3 The Innovative Capability Factor 
A conspicuous observation was that innovations occur mostly in the areas of their core 
capabilities. Drawing from this observation, it would seem as though the framework 
provides a categorization of innovations, and hence a useful overview of the 
innovation and development which might facilitate further analysis of the firm. 

The most interesting observation was that investigating the presence of this factor 
over time provided information as to whether innovations occurred frequently. This 
should be indispensable information in the analysis of the ability to sustain 
competitive advantage. That is, since a firm operating in a highly dynamic 
environment would typically need to change frequently in response to the more 
common external disruptions (Wang & Ahmed, 2007). If there had not been any 
changes at all, it would have been worthwhile for the firms to investigate whether 
this is really sound with respect to their long-term competitive advantage. 

The amount of innovation in different areas further facilitated a straightforward 
comparison of the amount of innovation between the firms in the study. Any 
conclusion as to the ability to sustain competitive advantage must rely to some extent 
on a comparison with other firms in the same market. 
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The amount of innovation in Zebulon Consulting was sparse, which would seem to 
justify further investigations. On the other hand, the amount of environmental 
change also seemed to be less pronounced than in Xeron Consulting and Magna 
Technology, so the need for innovation might also be less important to them. 

7.4 The Three Capabilities in Unison 
The framework put forward by Wang and Ahmed (2007) can be assessed on two 
levels: the conceptual level and an operationalized level. Their article is prescriptive 
on the conceptual level, but it gives only “directional” suggestions as to which 
operationalization may be preferable Wang & Ahmed (2007).  

How then does the framework contribute to an understanding of a firm’s ability to 
sustain competitive advantage? The main answer is that this thesis supports Wang 
and Ahmed (2007) in their contention that the three factors can be used collectively to 
efficiently analyse the concept of dynamic capability, as the factors are all highly 
related to the concept of dynamic capability, and still complementary. 

Although all of the factors seem to be valuable in analysing the ability of a firm to 
sustain competitive advantage, the analysis proved to relate mostly to the absorptive 
capability of the firms, whereas only a small part of the analysis related to the 
adaptive capability. This could be due to the rather narrow operationalization of the 
adaptive capability. 

As suggested by Helfat et al. (2007, in MacInerney-May, 2012), a dynamic capability 
relies on being able to identify the need for change, forming a response, and carrying 
out a course of action. The difficulty is to find factors, processes, routines, dimensions 
and outcomes that are able to capture this ultimate process. The framework of factors 
suggested by Wang and Ahmed (2007) and its dimensions seem to be highly 
conducive to explaining this ultimate process of dynamic capability.  

It seems like the identification of the need for change is largely captured by the first 
three dimensions of absorptive capability and the innovative capability captures 
somewhat the ability to carry out a course of action. The forming of a response is 
somewhat captured by the absorptive capability, by means of the understanding, 
synthesis and integration of knowledge, which would presumably also be exploited 
in terms of innovation. This forming of a response part is perhaps not sufficiently 
captured by the framework. 
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As for the operationalization of these factors, this thesis suggests that the 
operationalization of the factors need to be refined. Research relating to knowledge 
management could provide meaningful refinement to the absorptive capability, and 
the adaptive capability should benefit from the development of scales that don’t 
overlap with the other factors and dimensions in the framework.  

8. Conclusions 

Wang and Ahmed (2007) suggest that the framework of absorptive, adaptive and 
innovative capability is a useful tool for firms to use as they grapple with 
environmental change. The purpose of this study was to explore how the framework 
can be used to analyse a firm’s ability to sustain competitive advantage over time. In 
this endeavour, the study relies on a foundation of sound theory and a coherent 
analytical approach which make for a valid contribution to theory and practice. 
Overall, the factors and the operationalization have proved to be highly useful. 

It has been interesting to see the framework and the associated theory about dynamic 
capabilities transform from theory to empirical real world observations. This might 
very well be the most significant contribution of the study, laying the groundwork for 
future refined qualitative and in time quantitative studies. More than anything else, 
the most important message of this study is to convey the richness and potential of 
the dynamic capabilities approach and especially the value of developing a 
framework of factors. 

The validity of the results in this study remains to be seen in future studies. 
Regardless, the conclusions would seem to be valid in similar contexts, especially to 
small to medium-sized firms in the IT industry. Although the studied firms and the 
industry are in a state of flux, it still remains to be seen how these factors play out in 
a situation where rapid changes are even more pronounced. This would be highly 
interesting to investigate in future studies. 

For future studies, it would also be interesting to be able to draw on a thorough and 
extensive review of the three factors in the framework. This would allow for a more 
insightful operationalization of the factors. There is a large amount of research on the 
three factors, mostly separate from the dynamic capabilities context. 
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Appendix 

Interview Structure 
 

1. Core capabilities and development 
1.1. Identification of core capabilities and strategy 
1.2. Development of core capabilities over time 

 
2. A framework conducive to dynamic capability 

2.1. Nature of the absorptive capability 
2.1.1. Acquisition 
2.1.2. Assimilation 
2.1.3. Transformation 
2.1.4. Utilisation 

2.2. Nature of the adaptive capability 
2.2.1. Organization 
2.2.2. Management 

2.3. Nature of the innovative capability 
2.3.1. Behavioural innovativeness 
2.3.2. Process innovativeness 
2.3.3. Product innovativeness 
2.3.4. Market innovativeness 
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