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Abstract: In extremely dynamic sectors, whose structure is not so evident, both the approach
based on the Structure-Conduct-Performance paradigm and the approach based on firm
resources are limited to explain the sources of competitive advantages and the performance
achieved by firms from their strategic choices. In this context, by focusing on the firm's adjustment
to changes in highly dynamic environments, as well on the firm’s facing challenges posed by
volatile sectors, through integration, reconfiguration, renovation and allocation of its resources,
skills and capabilities, the perspective of dynamic capabilities comes out as a promising approach
to strategy studies not only to understand the sources of firm’s sustainable advantages, but also
to comprehend how such advantages are developed and implemented. The article consists of a
theoretical essay that analyzes the concept of dynamic capabilities from the main definitions
collected in the literature, by carrying out a conclusive synthesis and arguing about consulted
theoretical contributions. The authors propose a theoretical model for the relationship among
dynamic capabilities dimensions in order to explain how firms achieve and sustain competitive
advantage, and also present the sense-making as a fundamental capacity for improving the
effectiveness of other dynamic capabilities, serving as unifying element among them and favoring
the alignment of the firm’s strategic choices.

Keywords: Strategy; Competitive advantage; Dynamic capabilities; Organizational capabilities;
Resource-based strategy.

Resumo: Em setores extremamente dindmicos, cuja estrutura ndo se revela tao evidente, tanto
a abordagem fundamentada no paradigma Estrutura-Conduta-Desempenho, quanto a
abordagem baseada nos recursos se mostram limitadas para explicar as fontes das vantagens
competitivas das firmas e o desempenho alcangado a partir de suas escolhas estratégicas.
Nesse contexto, ao enfatizar o ajuste da firma as transformagdes de ambientes extremamente
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dindmicos e o enfrentamento dos desafios impostos por setores volateis, por meio da integragao,
reconfiguragao e renovagao de seus recursos, competéncias e capacidades, a perspectiva das
capacidades dindmicas se apresenta como abordagem promissora nao s6 para o entendimento
das fontes de vantagens sustentaveis das firmas, mas de como tais vantagens sao
desenvolvidas e implementadas. O artigo consiste em um ensaio tedrico que analisa o conceito
de capacidades dinamicas a partir das principais definigdes coletadas na literatura, fazendo uma
sintese conclusiva e discutindo acerca das contribuigbes tedricas consultadas. Os autores
propdem um modelo tedrico das relagdes entre dimensdes de capacidades dinamicas para
explicar a construgdo e a sustentagdo da vantagem competitiva, tendo a construgdo de sentido
(sense-making) como capacidade fundamental, determinante para a melhoria da eficacia das
demais capacidades dinamicas, constituindo elemento unificador entre elas e possibilitando o
direcionamento das decisdes e escolhas estratégicas da firma.

Palavras-chave: Estratégia; Vantagem competitiva; Capacidades dinamicas; Capacidades
organizacionais; Estratégia baseada em recursos.

1 Introduction

The exponential speed of the social, political, technological and economic changes
that have taken place since the second half of the 20th century and, vertiginously, from
the years 1970 to 2000, and still in progress, has become almost a common justification
for practically any study of organizational phenomena. In the fields of marketing and
strategy, the use of this argument is even more present, gaining status as a premise,
that assumes that the firm needs to be attentive to events that occur beyond its
boundaries and that, based on its interpretations of those events, it coordinates its
resources, processes and decisions, in order to adapt to the consequences of those
external events, thus reaching and sustaining competitive advantage.

The best perspective to the strategy studies that matches this orientation is the
dynamic capabilities approach, which emerged in the mid-1990s as an alternative to
existing approaches — the one that strongly emphasizes the operational environment
of the organization, attributing to the industry structure the determinants of strategic
choices for firms, and the one that brings the focus of analysis to the internal resources
of the firm. With an eye looking at the environmental dynamic and its rapid
transformations, and the other at the configuration and combination of resources, skills,
processes, routines and capabilities of the firm, the dynamic capabilities approach
seeks to overcome previous approaches, without necessarily denying them, but
assuming a broader perspective of strategic analysis by including both the
environmental dynamics, and the firm’s resources, skills and capabilities.

In extremely dynamic industries, whose structure is not so evident, both, the
approach based on the Structure-Conduct-Performance paradigm (Porter, 1992) and
the resource-based view of the firm (Barney et al., 2001; Collis & Montgomery, 1995;
Peteraf, 1993; Wernerfelt, 1984) are limited in explaining the sources of firms'
competitive advantages and the performance achieved from its strategic choices
(Wang & Ahmed, 2007; Eisenhardt & Martin, 2000). In this context, by emphasizing the
firm's adjustment to the transformations of extremely dynamic environments and facing
the challenges imposed by volatile sectors, through the integration, reconfiguration and
renewal of its resources, competences and capabilities, the perspective of dynamic
capabilities comes out as a promising approach to strategy studies not only to
understand the sources of firm’s sustainable advantages, but also to comprehend how
such advantages are developed and implemented (Li & Liu, 2014; Teece et al., 1997).
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However, despite having achieved an important status in the field of strategy, the
dynamic capabilities approach has received many criticisms that denounce the fragility
of the concept itself and the consequent difficulty of its empirical testing, delaying the
process of theorization and its acceptance as a referential model among strategists
and chief executives officers (Li & Liu, 2014; Meirelles & Camargo, 2014; Barreto, 2010;
Di Stefano et al., 2010; Danneels, 2008; Newbert, 2007; Zahra et al., 2006; Winter,
2003; Kraatz & Zajac, 2001; Williamson, 1999).

The present paper consists of a theoretical essay that reviews the main definitions
of dynamic capabilities, aiming to propose a theoretical model that explains the building
of a firm's competitive advantage from the relations among the dimensions of dynamic
capabilities suggested in the literature. The article is structured in four sections: in
addition to this introduction, a second section presents a review of the dynamic
capabilities concept and the main theoretical contributions; a third section discusses
these contributions, synthesizes them and proposes a theoretical model of the firm’'s
dynamic capabilities that explains how firms reach the competitive advantage; the
concluding section summarizes the whole discussion and points out the gaps not
covered by the study, showing directions and possibilities for future investigations to
the refinement of the presented model and suggesting its empirical testing.

2 Theoretical framework

After a first attempt to introduce the concept of dynamic capabilities (Teece &
Pisano, 1994), without achieving great attention in the academic community,
Teece et al. (1997) published in the Strategic Management Journal the article entitled,
Dynamic capabilities and strategic management, marking the definitive introduction of
the subject in the literature on strategic management. The publication caught the
attention of renowned researchers in the area and provoked intense debate about the
concept, which, in turn, triggered a vigorous and growing flow of research that extended
beyond the boundaries of the original field, covering practically all sub-areas of the
Management field (Barreto, 2010) and specific organizational processes — research
and development, product and process development, technology transfer, intellectual
property, production, human resource management, organizational learning,
knowledge management, innovation, alliance formation, decision making, etc. (Zollo &
Winter 2002; Appleyard et al., 2001; Eisenhardt & Martin, 2000; Teece et al., 1997).

Arising from the foundations of the Schumpeterian and Neoschumpeterian
(evolutionary) approach to competition (Schumpeter, 1997; Nelson & Winter, 1982), as
well as from the perspective on strategy that emphasizes organizational resources
[RBV] (Penrose, 2009; Rumelt, 2003; Peteraf, 1993; Barney, 1991; Wernerfelt, 1984),
and also from the behavioral treatment of the theory of the firm (Selznick, 2003;
Pierce et al., 2002; Simon, 1979), the dynamic capabilities approach highlights the
exploration of the company's internal and external competences to face an environment
of intense change, in a “...] Schumpeterian world of innovation-based competition,
price/performance rivalry, increasing returns, and the ‘creative destruction’ of existing
competences” (Teece et al., 1997, p. 509).

Because it is a proposal of analysis and understanding about the organizational
strategy still in an early stage of development, the dynamic capabilities approach has
received several criticisms, which point out tautology and little robustness of its
concepts, not properly operationalized, which provides weak support for empirical
testing (Di Stefano et al., 2010; Danneels, 2008; Newbert, 2007; Zahra et al., 2006;
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Winter, 2003; Kraatz & Zajac, 2001; Williamson, 1999). Furthermore, the different
definitions provided by several streams of research have led to confusion about the
meaning and usefulness of the concept, further hindering its theorizing process
(Li & Liu, 2014; Meirelles & Camargo, 2014; Barreto, 2010).

Despite the difficulties that such a comprehensive concept entails in its process of
maturation and acceptance by academicians in the field of strategic management,
propositions of conceptual formulation and reformulation, besides empirical research
have accumulated, which has led to some evolution towards theorization of the concept
throughout almost 20 years. Originally, dynamic capabilities were defined as “[...] the
firm’s ability to integrate, build, and reconfigure internal and external competences to
adress rapidly changing environments” (Teece et al., 1997, p. 516).

Implicit in this definition is the relationship of dynamic capabilities to organizational
and managerial processes and practices, “the patterns of current practice and learning”
or “the way things are done” (Teece et al., 1997, p. 518). For the authors, the origin of
the firm's distinctive competences and dynamic capabilities is due to three categories
of factors: (1) processes (organizational and managerial), (2) positions, and (3) paths
(trajectories). Organizational processes are the essence of dynamic capabilities, while
position refers to current specific allocations of technology, intellectual property,
complementary assets, customer base, and external relations with suppliers and
completors. In turn, trajectories are the strategic alternatives available to the company,
as well as the presence or absence of increasing returns and the path dependencies.

Thus, for Teece et al. (1997), the essence of organizational skills and capabilities is
embedded in organizational processes. However, the content of these processes and
the opportunities they generate for the development of competitive advantage are
shaped by the assets that a company possesses (internal and market) and the paths
that it has followed. Therefore, according to Teece etal. (1997), organizational
processes shaped by the positions of the company's assets and its trajectories can
explain a firm's dynamic capabilities and competitive advantage reached by it.

In order to avoid tautology (by defining capability as “capacity”’) and assuming that
dynamic capabilities are specific and identifiable sets of organizational routines and
processes (such as product development, strategic decision making, alliances),
Eisenhardt & Martin (2000, p. 1107) define them 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) reinforce the original idea of dynamic capabilities as
processes, but they extend the definition by including the creation of market change as
well the response to exogenous changes. The authors also noted that dynamic
capabilities can operate in environmental contexts where changes are not as fast and
dynamic as those mentioned in previous definitions.

In order to explain the source of dynamic capabilities, by attributing their origin to
organizational routines, and expanding their application to contexts of little
environmental change, Zollo & Winter (2002, p. 340) define dynamic capabilities as
“[...] a learned and stable pattern of collective activity through which the organization
systematically generates and modifies its operating routines in pursuit of improved
effectiveness”. With this definition, Zollo & Winter (2002) put the origin of dynamic
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capabilities on organizational learning, and, in a implicit way, they make a distinction
between dynamic capabilities and operational capabilities (Helfat et al., 2007).

By attributing to the dynamic capabilities the sources of entrepreneurial behavior
and the causes of highest performance of companies that continuously create, define,
discover and exploit business opportunities, Zahra et al. (2006, p. 918) define them as
“[...] the abilities to reconfigure a firm’'s resources and routines in the manner
envisioned and deemed appropriate by its principal decision-maker(s)’. These
researchers argue that, in fact, it is up to the entrepreneur or the entrepreneurial team
or top management, to create and subsequently use the dynamic capabilities, from
their perception about the opportunities to change, in a productive way, the
configurations of the existing routines or resources and their willingness to make and
implement such changes.

In contrast to definitions suggested by Eisenhardt & Martin (2000) and Zollo &
Winter (2002), which directly relate dynamic capabilities to routines and organizational
and operational processes, Helfat et al. (2007, p. 4) adopt a broader perspective, by
defining dynamic capabilities as “[...] the capacity of an organization to purposefully
create, extend, or modify its resource base”.

The authors explain their divergence related to the previous argument that dynamic
capabilities consist of organizational routines by the presence or absence of
intentionality, which, according to them, would be absent in the organizational routines
(Dosi et al., 2001), but present in the dynamic capabilities. In order to indicate the
reflected intentionality in the dynamic capabilities, Helfat et al. (2007) use the adverb
purposefully in their definition. However, Barreto (2010) questions this purposeful role
attributed to dynamic capabilities due to the possibility of bringing even more
controversy to the field of study, especially concerning difficulties of empirically testing
the concept (ex-ante or ex-post).

Based on a deep review of the literature, by identifying convergences and conflicts
among scholars, the theoretical gaps to be filled, and also considering the most recent
conceptualization contributions, Barreto (2010) defines dynamic capability as “[...] the
firm’s potential to systematically solve problems, formed by its propensity to sense
opportunities and threats, to make timely and market-oriented decisions, and to change
its resource base” (Barreto, 2010, p. 271).

In choosing the adverb systematically in his definition for dynamic capabilities,
Barreto (2010) emphasizes the importance of perceiving dynamic capability as
something that is persistent and structured, such as the conceptualizations of Zollo &
Winter (2002). Furthermore, in defining capacity as a “potential”, the researcher cleverly
avoids the problem of tautology, which has been severely criticized by scholars who
preceded him, besides highlighting the fact that, in order to achieve desired effects,
dynamic capabilities must be exercised at all levels at any time (Winter, 2003).

The definition proposed by Barreto (2010) indicates that the dynamic capabilities
are comprised of four distinct but related dimensions: (1) propensity to sense opportunities
and threats; (2) timely decision-making; (3) market-driven decision-making; and
(4) changing the resource base. This conception establishes a multidimensional
(Edwards, 2001) and formative character for the dynamic capability concept. In this
sense, the concept of dynamic capability is conceived as a multidimensional-aggregate
construct (Law et al., 1998), that is, instead of being manifested through its dimensions
(latent construct), the construct is actually formed by them. Thus, although the
dimensions may be related to each other, there is no requirement for them to be highly
correlated. In fact, the dimensions could even have no significant correlations among
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them (Law et al., 1998). With this contribution, the author seems to overcome some
problems raised by earlier critics concerning the construct measurement.

Barreto (2010) further argues that the four dimensions that compose the dynamic
capability construct were based on consistent previous research. In this sense, firstly,
the propensity to change the resource base (creating, expanding, and reconfiguring the
resource base) is aligned with the contributions of Helfat et al. (2007), Eisenhardt &
Martin (2000) and Teece et al. (1997). Secondly, the propensity to detect opportunities
and threats is consistent with Teece’s (2007, 1998) subsequent suggestions and with
the argument that dynamic capability must incorporate a monitoring capability function
that continuously assesses both the current available capacities and the changes in
external environment (Schreydgg & Kliesch-Eberl, 2007), besides the
acknowledgement that managing opportunities and threats is a key element of dynamic
capabilities (Gilbert, 2006). In addition, the propensity for timely decision making is
supported by several studies, such as those of Moliterno & Wiersema (2007),
Pablo et al. (2007), Slater et al. (2006), Salvato (2003) and Rosenbloom (2000).

However, Barreto (2010) highlights two essential propensities related to decision
making: (1) modification of the resource base, and (2) market orientation. The former
concerns how quickly decisions are made to reconfigure and transform the resource
base ahead of competition (Barneyetal., 2001; Eisenhardt & Martin, 2000;
Teece et al., 1997), while the latter refers to how much the company systematically
pays attention to ways that can deliver superior value to its customers (Priem, 2007).

In order to make the concept applicable to economies in transition (specifically the
chinese economy), Li & Liu (2014) undertake a modification in the definition of dynamic
capabilities proposed by Barreto (2010), by disregarding the market-driven decision
making dimension and emphasizing the implementation of strategic choices that guide
a course of action, as suggested by Helfat et al. (2007).

This way, Li & Liu (2014, 2794) define dynamic capabilities as “[...] the firms'
potential to systematically solve problems, formed by its propensity to sense
opportunities and threats, to make timely decisions, and to implement strategic
decisions and changes efficiently to ensure the right direction”. With this definition, the
authors decompound the concept of dynamic capacities into three dimensions:
(1) strategic capacity of sense-making, (2) timely decision-making, and (3) ability to
implement change.

Li & Liu (2014) explain that the strategic capacity of sense-making is the process of
developing cognitive maps, perceiving and interpreting stimuli, or changing frames of
reference to efficiently search for information from internal and external environments
(Wohlgemuth & Wenzel, 2016; Brown et al., 2015; Pandza & Thorpe, 2009; Neill et al.,
2007).

Timely decision-making capability refers to the process of formulating, evaluating,
and choosing the strategic directions needed to adjust the firm to environmental change
in a timely manner (Sharfman & Dean, 1997).

The capacity to implement change consists of the ability to execute and coordinate
strategic decisions and organizational change, by involving a variety of managerial and
organizational processes, depending on the nature of the goal and the specific tasks
required (Harreld et al., 2007; Helfat et al., 2007).

From the analysis of definitions of dynamic capabilities presented, some
conclusions can be made. First, the problem of the lack of consensus among
researchers concerning the term dynamic capability seems to lie in the difficulty of
defining capability without committing a tautology, a recurrent criticism in the literature.

6/15 Gestéo & Produgéo, 27(1), e3680, 2020



Relationships among dynamic...

Second, with respect to what dynamic capabilities are, scholars suggest that they
involve processes (managerial and organizational), practices, routines and/or learned
patterns of collective activities, skills and, finally, “potentials” or propensities (to solve
problems related to external opportunities and threats, to make timely and market-oriented
decisions, to modify the resource base, and to effectively implement strategic decisions
and changes).

In relation to the sources of the dynamic capabilities, a common idea among
different definitions is that the dynamic capabilities are embodied in the routines,
processes and organizational practices, that form “patterns of current practice and
learning”, or “the way things are done” (Teece et al., 1997, p. 518), as well as the
organization's own trajectory and choices made in this process. This way of conceiving
dynamic capabilities points to the organizational learning processes as the seed of their
development, the “[...] learned and stable pattern of collective activity [...]" (Zollo &
Winter, 2002, p. 340).

A consensus among scholars concerns the purpose of dynamic capabilities, that is,
why they exist. In this sense, they serve to enhance organizational effectiveness, to
build competitive advantage, and to make the organization resilient within the changing
environment.

Another consensus among scholars is related to how dynamic capabilities act to
fulfill their purpose, or how they “work”. As Helfat et al. (2007) explain, this happens
through both complex processes of decision-making and modification (integration,
construction and reconfiguration) of the resource base itself, including the modification
of other dynamic capabilities.

An inherent element to dynamic capabilities conceptualization is the external
environment. There is almost unanimity among definitions concerning the idea that the
organization is in an ongoing process of adaptation to the external changing
environment. However, there are authors who argue that the organization itself can
induce transformations in the environment, like Eisenhardt & Martin (2000).

With regard to the degree of dynamism, the great majority of researchers associate
the value of the use of dynamic capabilities to highly dynamic environments, with
increasing value as changes in the dynamic environment demand greater use and
specificity of the organizational capacities. Some authors, however, advocate the
importance of dynamic capabilities in less hostile and variable environments (Zollo &
Winter, 2002; Eisenhardt & Martin, 2000). In such cases, other forms of capabilities
would be required.

The synthesis carried out by Barreto (2010) and the Li & Liu's (2014) proposal to
define categories for dynamic capabilities suggest and provide dimensions that compound
the concept. In this sense, dynamic capability is a formative-multidimensional construct.

3 Discussion

From the analysis of the literature, some considerations about the dynamic
capabilities dimensions will be presented, and then, based on these considerations, a
theoretical model that explains the building of competitive advantage from the
relationship among those dimensions will be proposed. The model tries to shed light
on the “black box” approach of dynamic capabilities for organizational strategy, bringing
a bit more concreteness to the concept, allowing for its better understanding and
applicability.
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As seen in the previous section, the contributions of several scholars in the field
suggest the existence of dimensions that compose the dynamic capabilities.
The definitions proposed by Barreto (2010) and Li & Liu (2014) suggest that there
are 5 such dimensions: (1) identification of opportunities and threats: process of
monitoring the external environment, by seeking signs of changes with potential to
impact organizational present and future results; (2) market orientation: the ability to
make strategic decisions always taking into account the demands of customers and
continually seeking new ways to provide superior value to them; (3) modification of the
resource base: process of assessing, formulating and deciding on the resource base,
and appropriately defining the strategic guidelines needed to adjust to environmental
changes, at the right time and in a timely manner, ahead of competitors;
(4) implementation of change: ability to execute and coordinate strategic decisions and
organizational change, involving a variety of managerial and organizational
processes, according to the nature of the objective and the specific tasks required;
(5) sense-making: process of developing cognitive maps, perceiving and interpreting
stimuli, or changing frames of reference in order to efficiently analyze information from
internal and external environments.

When analyzing the definitions of these dimensions it is possible to infer the
existence of two directions, that is, two emphases or orientations to where the dynamic
capability is directed: the external and internal environment. In this sense, the two
dimensions — identification of opportunities and threats and market orientation — are
focused on the external environment, that is, these dynamic capabilities have their
resulting action oriented to what happens beyond the organizational boundaries.
Inturn, the other two dimensions — modification of the resource base and
implementation of change — are oriented to the organization’s internal environment.
However, all dimensions together act to make the organization resilient within the
changing environment and/or to develop and implement innovations and changes,
which, in turn, lead the organization to reach and sustain competitive advantage. This
systemic action of the dynamic capabilities takes place through another capacity, the
sense-making capability.

The sense-making has an ambivalent orientation, that is, it is oriented both to the
external and the internal environment. Moreover, sense-making is a fundamental
capability for the effectiveness of all other dimensions of dynamic capabilities.
Interpreting and figuring out meanings in the mass of information that arrives from the
external environment is a necessary condition for opportunities and threats to be
identified. In a similar way, to perceive and to understand changes in consumer
preferences and tastes and try to “intuit” what could meet those new demands — which
could lead to the development (often with the co-participation of customers) of products,
services and innovations at high value for those clients — constitute an extremely
relevant capacity for organizations that operate in highly dynamic and rapid cycle
environments. Thus, the strategic capacity of sense-making is one of the fundamental
organizational capabilities for the company's survival in quickly changing environments
(Zahra & George, 2002).

With respect to the internal environment, the sense-making capability helps
companies to discover the advantages and disadvantages of their current resource
base, contributing to the improvement of asset orchestration (Teece, 2014; Helfat et al.,
2007). By systematically analyzing environmental transformations and assessing the
current resource base, companies can better understand themselves and their
competitors (Li & Liu, 2014). In this way, the sense-making capabity permeates all
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choices and strategic decisions of the organization, and presents itself as a determining
factor of the effectiveness of the other dynamic capabilities, besides being a unifying
element among them, making possible the alignment of decisions and strategic
choices.

Based on those arguments, an observation can be made regarding the list of
dynamic capabilities presented in previous paragraphs: looking closer, it is noted that
the ability to identify opportunities and threats seems to emphasize the outcome of the
environmental monitoring process, which could be perceived as a broader category of
dynamic capability, responsible for observing signs of changes in the environment.
From this point, through sense-making capability, the potential external changes that
could impact the organizational present and future results, could be perceived, that is,
the effective identification of opportunities and threats would be achieved.

From the previous arguments, it is proposed to reformulate the original list of
dynamic capabilities, by including the environmental monitoring capability, placing it as the
antecedent of the identification of opportunities and threats, and having the sense-making
capabiliy the guiding thread between them.

In the same way, another reformulation is suggested here, the addition of one more
capability: resources assessment. Such capacity is nothing more than the
decomposition of the capability of modifying resources. The ability to assess resources
consists of the processes of surveying and disseminating the information about the
position of the company's assets, as pointed out by Teece et al. (1997). In this sense,
the resource assessment capability would be for resource modification capability, just
as the environmental monitoring capability would be for the identification of
opportunities and threats capability, as regards the temporal precedence.

This choice is justified by the explanatory power of placing sense-making as a
fundamental dynamic capability for the effectiveness of all other ones, as already
explained, by allowing the interpretation and dissemination of the network of meanings
about the external and internal environments, thus enabling better decision making
processes and the strategic choices alignment for the organization.

Having presented these arguments, the following conceptual model is proposed
(Figure 1):

N

Identification
of
Environmental opportunities
‘monitoring § and threats

Modification
Sense-making t-+  ofthe resource
base

Assessment of e
the resource oy
base - Asset Market
position orientation

Figure 1. Relationships among Dimensions of Dynamic Capabilities in Building Competitive
Advantage. Source: Authors’ elaboration.

Competitive
s
advantage
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The model departs from some assumptions: (1) first, the model assumes that
dynamic capabilities are the organization's potential for problem solving (Li & Liu, 2014;
Barreto, 2010), and (2) they consist of processes (managerial and organizational),
practices, routines and/or learned patterns of collective activities, and the potential to
perform a task or to solve a problem (Li & Liu, 2014; Barreto, 2010; Helfat et al., 2007;
Winter, 2003; Zollo & Winter, 2002; Zott, 2003; Eisenhardt & Martin, 2000; Teece et al.,
1997). In addition, (3) the model assumes that dynamic capabilities are formed by other
dynamic capabilities, and presented as their dimensions, that is, dynamic capability is
a multidimensional construct (Li & Liu, 2014; Zahra & George, 2002). Moreover,
(4) dynamic capabilities achieve succesfully their purpose by means of complex
decision-making processes and through modifying (integrating, constructing, and
reconfiguring) their resource base (Li & Liu, 2014; Barreto, 2010; Helfat et al., 2007;
Zahra et al., 2006; Winter, 2003; Zollo & Winter, 2002; Eisenhardt & Martin, 2000;
Teece et al., 1997). Finally, (5) the model assumes that dynamic capabilities have the
potential to modify other dynamic capabilities (Helfat et al., 2007).

Thus, the proposed model is consistent with the theoretical formulations about the
dynamic capacities collected in the literature and provides an explanation for the
organizational system that generates the sustainable competitive advantage for the
firm.

The full arrows indicate the path of the outcome produced by the immediately
preceding dynamic capabilities, which trigger other dynamic capabilities and
organizational processes. The dotted arrows show the most effective path for the
effects of dynamic capabilities, through sense-making, which favors the collective
understanding of the information produced by the previous dynamic capabilities, which,
in turn, stimulates organizational learning and strategic alignment, by unifying the joint
of dynamic capabilities.

This does not mean, however, that a dynamic capability necessarily has to pass
through sense-making in order to trigger the next dynamic capabilities, although the
effectiveness of all of them, taken together, can be appreciably improved when the
most effective path is traveled. For example, efficient environmental monitoring can
lead to the identification of opportunities and threats regardless of the interpretation resulting
from sense-making. However, the accuracy of this identification process — hence its
reliability and validity — will be potentially affected. Thus, the model suggests a
moderating role for the sense-making capability, when it can modify the strenght of the
influence of a precedent capability over a consequent one.

The larger rectangle, which contains all dynamic capabilities and the flows of
relations among them, constitutes the whole set of dynamic capabilities of the firm, or
the firm itself, taken as a set of resources and capacities. This abstraction is provided
with the assumptions that dynamic capabilities are formed by other dynamic capabilities
and that they can modify one another.

The ultimate result of this organizational “dynamics of the dynamic capabilities” is the
building and sustaining of the firm's competitive advantage, indicated by the right-most
ellipse. Even though it is possible to infer that dynamic capabilities can lead directly to
superior organizational performance, there is no consensus among theorists and
researchers about this point, although it is almost unanimous that dynamic capabilities
support the firm’s competitive advantage (Sigalas et al., 2013).
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4 Final considerations

The present theoretical essay has reviewed some of the main definitions of dynamic
capabilities, by extracting from them an essential foundations synthesis. Based on the
preceding discussion, the following conclusions could be summarized:

In order to avoid tautology in definitions, dynamic capabilities must be understood
as the firm's potential to systematically solve problems arising from its propensity to
detect opportunities and threats, make timely and market-oriented decisions, modify its
resource base, and effectively implement strategic decisions and changes in order to
ensure the correct direction (Li & Liu, 2014; Barreto, 2010).

Dynamic capabilities comprise of processes (managerial and organizational),
practices, routines and/or learned patterns of collective activities, skills and other
capabilities and serve to improve organizational effectiveness, build and sustain
competitive advantage and make the organization resilient in the external changing
environment. In addition, dynamic capabilities modify the firm’s resource base as well
other dynamic capabilities. Finally, the definitions analysed lead to the conclusion that
the dynamic capability concept can be understood as a formative-multidimensional
construct.

The article discussed the dimensions of dynamic capabilities and proposed a
theoretical model to explain the relationships among those dimensions in building
competitive advantage. The model embodies sense-making capability as essential to
the effectiveness of the other dynamic capabilities, assuming that it facilitates the
collective understanding and dissemination of the information produced by these other
capabilities, which, in turn, stimulates organizational learning and strategic alignment,
by unifying the joint effect of all dynamic capabilities.

From the theoretical point of view, the article contributes to the understanding of the
firm's competitive advantage formation based on the interrelationships of its dynamic
capabilities, putting the sense-making capability as a connection link between the
outcomes produced by dynamic capabilities directly linked to environmental monitoring
and to resource base assessment, and the ones related to the identification of
opportunities and threats, decision making and market orientation, still serving as a
guiding thread to the network of meanings and interpretations among the dynamic
capabilities.

Under the managerial perspective, the proposed model provides a way to make the
complex and intricate terminology of dynamic capabilities a more understandable and
applicable concept. The model also suggests an explanation for the building of the
firm’s competitive advantage, by opening the “black box model” of the firm's dynamic
capabilities, which allows a better understanding of how this process takes place. With
this, company strategists and chief executives can use the model as a reference for
identifying and diagnosing which firm’s dynamic capabilities must be developed and/or
improved.

However, if on the one hand the proposed model has chosen being as parsimonious
as possible, on the other hand, exactly because of this choice, it has sinned by
omission, by not including possible “implicit” organizational processes or dimensions.
Perhaps the most important of these processes or dimensions is the organizational
learning, which underlies sense-making capability. Path dependence, that is, the
strategic alternatives available to the company throughout its history, as well the
presence or absence of increasing returns (Teece etal.,, 1997), also was not
considered in the proposed model. The model also disregards the impact of dynamic
capabilities on the firm’s performance, opting for competitive advantage as the main
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result and purpose of the interactions among the dynamic capabilities dimensions.
Further studies should seek to refine the proposed model, by incorporating such
dimensions.

The empirical testing of the model is strongly recommended, both regarding the
interrelationships of presented dimensions, and other related constructs, such as, for
example, absorptive capacity (Zahra & George, 2002), organizational learning (Zollo &
Winter, 2002), innovation capacity (Linetal., 2016; Kindstrometal., 2013;
Hogan et al., 2011; Szeto, 2000), entrepreneurial orientation (Rodrigo-Alarcon et al.,
2017; Martin & Javalgi, 2016), as well as in different environmental contexts, which
permits testing the hypothesis of the importance of dynamic capabilities in more
unstable environments as opposed to less dynamic environments. (Mikalef & Pateli,
2017; Martin & Javalgi, 2016).
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