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Abstract

This study employs a dynamic capability (hereafter DCs) perspective to examine the relationships 
among strategic orientation (SO), innovation capability (IC), managerial capabilities (MC) and explo-
ration and exploitation capabilities on competitive advantage (CA) and firm’s performance. This paper 
proposes that the role of exploration and exploitation capabilities in these relationships differs between 
the three dimensions of strategy orientation (leadership cost-based strategies, and differentiation-based 
strategies and product-market scope) and performance. Modelling structural analysis was used to test the 
hypotheses in a sample of 387 Portuguese SME´s firms. The empirical findings indicate that innovation 
capability, managerial capabilities and strategic orientation positively mediate the relationship between 
exploration and exploitation capabilities and performance, whereas strategic orientation affects competiti-
ve advantage and performance. Finally, the study provides a discussion on the theoretical and managerial 
implications and directions for future research.
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Resumen

Este estudio emplea una perspectiva de las capacidades dinámicas (en adelante DC) para examinar las relaciones entre 
la orientación estratégica (SO), la capacidad de innovación (IC), las capacidades de gestión (MC) y las capacidades 
de exploración y explotación, sobre la ventaja competitiva (CA) y el desempeño de la empresa. Este estudio propone 
que el papel de las capacidades de exploración y explotación en estas relaciones difiere entre las tres dimensiones de la 
orientación estratégica (estrategias basadas en los costos de liderazgo y estrategias basadas en la diferenciación y estra-
tegias de producto/mercado) y el desempeño. Se utilizó el análisis de ecuaciones estructurales para testar las hipótesis 
en una muestra de 387 PYME portuguesas. Los resultados empíricos indican que la capacidad de innovación, las capa-
cidades de gestión y la orientación estratégica median positivamente la relación entre las capacidades de exploración 
y explotación y el desempeño, mientras que la orientación estratégica afecta la ventaja competitiva y el desempeño. 
Finalmente, el estudio proporciona una discusión sobre las implicaciones teóricas y de gestión y las direcciones para 
futuras investigaciones.

Código JEL: M00
Palabras clave: capacidades dinámicas; capacidades de explotación y exploración; orientación estratégica, capacida-
des de innovación, capacidades gerenciales; ventaja competitiva y desempeño.

Introduction

The dynamic capability-based view dynamic capabilities of competitive strategy attempt 
to explain why some firms gain competitive advantage in continually changing environments 
(Eisenhardt & Martin, 2000; Teece, Pisano, & Shuen, 1997). Dynamic capabilities assign 
a prominent role to the firm’s strategic leadership in the nurturing and building of dynamic 
capabilities critical to the value generation process. 

Although early research on dynamic capabilities suggests a link to competitive advantage 
(Griffith & Harvey, 2001; Teece, et al., 1997), there has been lack of agreement on the nature of 
this relationship. Cepeda and Vera (2007) state that the link between dynamic capabilities and 
competitive advantage tautological as researchers have tended to claim dynamic capabilities 
post hoc, inferring their existence from successful organizational outcomes such as profitability 
and growth.

Eisenhardt and Martin (2000, p. 1107) provide an alternate view and argue that ‘dynamic 
capabilities are the organizational and strategic routines by which firms achieve new resource 
configurations as markets emerge, collide, split, evolve, and die’. Eisenhardt and Martin 
(2000), Teece et al. (1997), Zollo and Winter (2002) recognize dynamic capabilities to be a 
key factor in firm competitiveness through sensing, seizing and reconfiguring (Teece et al., 
1997), whereas organizational ambidexterity is responsible for the simultaneous management 
of exploratory and exploitative activities, thus helping to manage rapid environmental change 
(O’Reilly and Tushman, 1996; Li et al., 2008; Raisch et al., 2009). 

The relationship between the concepts of organizational ambidexterity and dynamic 
capabilities remains relatively unexplored. A better understanding of this relationship is 
necessary to comprehend the effect it has on firm performance. This paper makes several 
contributions to the theories of dynamic capabilities and organizational ambidexterity. It has 
been confirmed that dynamic capabilities have no direct impact on firm competitive advantage. 
Several researchers (Eisenhardt and Martin, 2000; Helfat, 1997; Liu et al. 2014; Teece et al., 
1997; Teece, 2007) analysed dynamic capabilities’ impact on firm competitive advantage. Each 
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of these studies, though using different variables, indicate that the relation between dynamic 
capabilities and firm competitive advantage is indirect. Accordingly, it is necessary to identify 
strategic orientation and managerial and innovation capabilities that can have a mediating 
effect on this relation. Thus, previous studies (He and Wong, 2004; Jansen et al., 2006) have 
confirmed innovations to be a source of competitive advantage.

Prior studies in this area have mainly focused on firms operating in developed markets, and 
little is known about what dynamic capabilities are, or their relationship with performance in 
transition economies. Thus, the study uses Portugal as a testing ground for the universality of 
the generated theory for three reasons: Portugal’s size in the global economy, because it is in a 
process of internationalization, and its insertion in a European context.

To address these research gaps, this study explores the definition and effects of DCs, and 
the specifically exploitative and the explorative vision of the firm, and the mediating role 
of Strategic orientation, Managerial capabilities and the IC and their impact on the firm’s 
performance. As such, this research contributes to existing literature by entailing the new 
research context, Portugal, and clarifies the debates, to help understand the effect of DCs and 
the role of environmental dynamism.

Conceptual background 
Dynamic Capabilities based view

The concept of dynamic capabilities receives significant attention within the field of strategic 
management. Dynamic capabilities have been analysed from several perspectives and using 
various approaches. Despite more than a decade of research on the concept, many critical and 
unresolved issues exist. Several researchers (Eisenhardt and Martin, 2000; Helfat and Peteraf, 
2003, 2009; Peteraf et al., 2013; Schilke, 2014; Teece et al., 1997; Teece, 2007; Winter, 2003) 
developed a field of dynamic capabilities representing a range of views of the concept. 

Dynamic capabilities can be defined as competencies (Barreto, 2010; Adner and Helfat, 
2003), abilities (Martin, 2011, Barreto, 2010; Helfat and Winter, 2011), capabilities (Barreto, 
2010; Teece et al., 1997; Zollo and Winter, 2002), capacities (Martin, 2011), processes (Eisenhardt 
and Martin, 2000) and routines (Barreto, 2010). Originating from the Schumpeterian logic 
of creative destruction, dynamic capabilities enable firms to integrate, build, and reconfigure 
their resources and competencies in the face of changing business environments (Teece et al., 
1997). In this sense, dynamic capabilities are perceived as strategic options that allow firms to 
renew their existing operational capabilities when the opportunity or need arises (Pavlou & El 
Sawy, 2006). They are directed towards strategic change and aligning the organization with 
the environment (Zahra, Sapienza, & Davidsson, 2006). Despite the relatively novel inception 
of the dynamic capabilities notion, researchers have subsequently refined and expanded the 
conceptualization (Eisenhardt & Martin, 2000; Helfat et al., 2007; Teece, 2007). Empirical 
studies that embark on the quest of unravelling the causal mechanisms through which dynamic 
capabilities act, not that their value is amplified under conditions of increased environmental 
uncertainty (Wu, 2007; Drnevich & Kriauciunas, 2011; Pavlou & El Sawy, 2011). Additionally, 
the DCV has been found to be more appropriate in explaining competitive performance gains 
than the RBV, something that is reflected in recent meta-analyses of past empirical studies 
(Pezeshkan, Fainshmidt, Nair, Frazier, & Markowski, 2016; Fainshmidt, Pezeshkan, Lance 
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Frazier, Nair, & Markowski, 2016). Ergo, dynamic capabilities help sustain a firm’s evolutionary 
fitness and prevent rigidities (Protogerou, Caloghirou, & Lioukas, 2012; Girod & Whittington, 
2016; Mikalef and Pateli, 2017).

Dynamic capabilities, which are underpinned by organizational routines and managerial 
skills, are the firm’s ability to integrate, build, and reconfigure internal competences to address, 
or in some cases to bring about, changes in the business environment (Teece et al., 1997; Teece, 
2007; Teece, 2018).

Eisenhardt and Martin (2000) perceived dynamic capabilities as specific strategic processes. 
In general, a dynamic capabilities concept is usually regarded as an extension of the recourse-
based view (Schilke, 2014). A firm’s dynamic capabilities are its ability ‘‘to renew itself in the 
face of a changing environment by changing its set of resources” (Danneels, 2010, p. 1). They 
can be disaggregated into these capabilities: ‘‘(1) to sense and shape opportunities and threats, 
(2) to seize opportunities, and (3) to maintain competitiveness through enhancing, combining, 
protecting, and when necessary, reconfiguring the business enterprise’s intangible and tangible 
assets” (Teece, 2007, p. 1319; Wilden et al., 2013). Romme et al. (2010) stated that dynamic 
capabilities can enhance an organization’s ability to change and adapt to new environmental 
requirements. In a changing environment, therefore, dynamic capabilities are a necessary 
resource to sustain competitive advantage (Haleblian et al., 2012; Kuo et al., 2017; Braganza 
et al., 2017).  Zollo and Winter (2002, p.344) propose “dynamic capabilities emerge from the 
co-evolution of tacit experience accumulation processes with explicit knowledge articulation 
and codification activities”. 

While the recourse-based view involves issues addressed to existing resources of the 
firm, the dynamic capabilities view concerns the reconfiguration of existing recourses and the 
creation of the new recourses (Helfat and Peteraf, 2003; Schilke, 2014). According to Helfat 
and Peteraf (2003), the recourse-based view explains the differences among competing firms, 
which appear because of the recourses that firms have. These differences also have a respective 
impact on firm competitive advantage. In this way, dynamic capabilities become critical, as 
they promote changes in the existing firm’s recourse base (Helfat and Peteraf, 2003; Schilke, 
2014) and thus lead to competitive advantage for the firm. 

Antecedents of Exploitation and Exploration

The concepts of exploration and exploitation are generally used to describe activities that 
are essential for organizations in sustaining and ensuring their competitive advantages (Isobe, 
Makino, and Montgomery 2004 Sidhu, Commandeur, and Volberda 2007). In his seminal 
paper, March (1991) describes exploitation and exploration as two different forms of learning 
activities. Exploration strategies are associated with search, discovery, experimentation and 
development of new knowledge, while exploitation strategies involve activities that seek the 
refinement and extension of existing knowledge and are associated with convergent thinking 
(Levinthal and March 1993). 

The Resource Based View and the Dynamic capabilities approach are considered as models 
that explain exploitation and exploration (Yalcinkaya et al. 2007; Lin et al., 2013). In this 
study, we assume that the RBV provides the appropriate framework to identify the antecedents 
of exploitation, while the DC theory might be a more adequate approach to establish the 
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antecedents of exploration. In turn, the antecedents of exploitation are regarded as first-order 
resources and the antecedents of exploration as second-order capabilities (Sidhu et al. 2004; 
Prange & Verdier, 2011). This is consistent with the arguments that recognize exploitation as 
a main firm-level internal function and exploration as a domain-level, fundamentally external 
function (Auh & Menguc, 2005; Dutta, 2012). 

In this manner, exploitation is the process of taking advantage of what exists, allocating the 
resources to improve the existing products and processes (March 1991). This includes actions 
to strengthen the firm’s internal resources to develop competitive advantages, proposed by the 
RBV (Barney, 1991; Grant, 1991). The pressure to achieve efficiency makes managers focus 
on developing those internal capabilities which aggregate value (Mom, van den Bosch et al. 
2007; Bierly et al., 2009).

Alternatively, exploration represents the process of trying new ways of doing things, 
such as searching, variation, risk-taking, experimentation, flexibility and discovery (March 
1991). This is associated with the possibilities of development beyond organizational limits 
and, therefore, involves relationships with the environment in which the firm seeks to absorb 
new knowledge (Bierly et al.2009) and achieve synergies in the inter-organizational networks 
(Lavie, Kang & Rosenkopf, 2011). All this will let the firm adapt, integrate and reconfigure its 
resources to build higher-order capabilities (Teece et al.1997; Marín-Idárraga et al.,2015). In 
the context of exploration and exploitation strategies, researchers have started to address the 
importance of the opportunities and threats that come from the environment (Wang and Li 
2008; Yamakawa, Yang, and Lin 2011). In keeping with this idea, Das (2006) and Hendry and 
Brown (2006) have argued that, since to explore and to exploit at the same time allows firms 
to adapt to new requirements over time, they could be conceived of as a dynamic process of 
strategic renewal. In the same vein, Crossan, Lane, and White (1999) and Fischer et al. (2010) 
have conceptualized exploration and exploitation strategies as dynamic capabilities, as they 
have the capacity to formulate a response to a need or an opportunity for change. In addition to 
being considered dynamic capabilities that allow firms to adapt to their environment over time, 
exploration and exploitation strategies have been studied under the effect of some dimensions 
of the firm’s environment (Jansen, Van Den Bosch, and Volberda 2006; Yang and Li 2011; 
Bernal et al., 2018).

Strategic Orientation

Some researchers consider strategic orientation as dynamic capability that represents the 
organization’s ability to integrate and built internal and external competencies (Zhou et al. 
2005), as other authors consider orientation as elements of the organizational culture (Nobel 
et al. 2002). So, the strategic orientation reflects the beliefs and values that are deeply rooted 
in the company and define its focus for achieving a competitive advantage, constituting a 
determining factor for the configuration of the resources required to achieve this goal (Scott-
Kennel & Giroud, 2015). 

In this regard, strategic orientation is related to the decisions that businesses make to 
achieve superior performance. Strategic orientation is an organization’s direction for reaching 
a suitable behaviour to attain superior performance. (Hult et al., 2005; Yang et al, 2012; Al-
Mohammad, 2010; Langerak et al, 2004; Kumar et al, 2011; Nasution et al, 2011; Lau, 2011; 
Hao and Song,2016).



J.A. Barbosa Ferreira et al. /  Contaduría y Administración 64(1)  Especial Innovación 2019, 1-25   
http://dx.doi.org/10.22201/fca.24488410e.2019.1918 

 
 

6

Innovation capability

Innovation capability, defined as a firm’s ability to generate, accept, and implement new 
ideas, processes, products, or services, is one of the key resources that drive a firm’s success in 
the marketplace (Calantone, Cavusgil, & Zhao, 2002; Ngo & O’Cass, 2013; Thornhill, 2006, 
Sulistyo and   Siyamtinah, 2016).

According to Adler and Shenbar (1990), innovative capability is defined as: (1) the capacity 
of developing new products satisfying market needs; (2) the capacity of applying appropriate 
process technologies to produce these new products; (3) the capacity of developing and adopting 
new product and processing technologies to satisfy the future needs; and (4) the capacity of 
responding to accidental technology activities and unexpected opportunities created by the 
competitors. A firm’s capabilities are important in providing and sustaining its competitive 
advantage, and in the implementation of the entire strategy. In this sense, recent developments, 
however, emphasize a need for a more dynamic perspective that addresses innovation in the 
business model (e.g., Bjorkdahl and Holm, 2013; Chesbrough, 2010; Sanchez and Ricart, 2010; 
Zott et al., 2011; Massa et al., 2017; Hacklin et al., 2018).

Managerial Capabilities

According to Ho (2008), a managerial capability refers to an organisation’s skills, knowledge 
and experiences, which are used to handle difficult and complex tasks in management and 
production (Choi and Shepherd, 2004). Management skills allow for the identification of 
the basic competences, communication to the employees and the employees accepting these 
basic competences.  Managerial capabilities and their relationship with the firm’s performance 
has been analysed in many studies, finding a positively correlated link (Welter et al., 2013; 
Ortega 2010; Lorenzo et al., 2018 For managers to perform their managerial tasks adequately, 
they must possess firm-specific knowledge which is history-dependent or acquired through 
learning by doing (Barney, 1991). These capabilities enable top management teams to face 
their environment, improve organizational performance, and maintain and create competitive 
advantages (Carmeli and Tishler, 2004). The success of the firm will depend on its effectiveness, 
along with the skills and knowledge of people working in the organization (Pickett, 1998), who 
establish priorities and belief systems, and guide managers and employees towards the shaping 
of business resources and competencies (Kor and Mesko, 2013).By Boeker & Karichalil 
(2002), they stated that developing managerial capabilities is necessary for growth.  Lado, 
Boyd, and Wright (1992) further argued that organizations by attaining superior managerial 
capabilities create the capacity: to create vision, formulate strategies, and make them work 
by communicating to the workforce Adner & Helfat, 2003; Helfat & Peteraf, 2003; Ahmed, 
2017). Managers must provide a high degree of commitment, clear definition of objectives and 
adequate financial resources (Pickett, 1998). The relationship between management capabilities 
and competitive advantage is based on the successful guidance of managers implementing 
cost reduction, product differentiation or a combination of both (Schuler and Jackson, 1987). 
This set of managerial capabilities can become a generator of appropriable incomes and a 
source of maintenance of competitive advantage (Lado and Wilson, 1994). It also helps explain 
the relationship between strategic decisions and business performance (Helfat and Martin, 
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2015) Their prior research indicates that the manager’s knowledge and skills are the bases of 
managerial capabilities. The organizations are required to continue investing on developing 
the knowledge and skills to attain superior managerial capabilities that can be used by the 
organizations to improve performance (Mahoney, (1995: 92). 

Conceptual framework and hypotheses

The tested conceptual model in this study is presented in Figure 1.

Figure 1.The Conceptual Model
 Source: Elaborated by the authors (2014).

The Exploration and Exploitation and Strategic Orientation 

Ambidexterity literature has called for more research on the contextual factors that facilitate 
ambidexterity, such as culture, values, vision, incentives, and processes (O’Reilly and Tushman, 
2011; Markides, 2013). The general agreement established is that achieving organizational 
ambidexterity by simultaneously pursuing exploration and exploitation is both critical for long-
term success and difficult to achieve (Cao et al., 2009). Exploitation is an important means 
for firms to maximize the benefits of existing resources and capabilities (Yamakawa et al., 
2011) As noted by March (1991), exploitation exhibits returns that are positive, proximate, 
and predictable, while those of exploration are uncertain. Yamakawa et al., (2011) argue that 
the strategy reflected in a firm’s choice of resource allocation can influence the performance 
consequences of its choice of exploitation or exploration —namely, in terms of strategic 
orientation.

Consequently, the following hypotheses are proposed:

H1: Exploitation has a positive impact on Strategic orientation

H2: Exploration has a positive impact on Strategic orientation 
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Exploration and Exploitation and Innovation Capability

 Compared to exploitation, exploration focuses mainly on trying to create variety, to 
adapt and hence exploit ever-decreasing windows of opportunity. Organizations engaging in 
exploratory innovation pursue new knowledge and develop new products and services for 
emerging markets (Yalcinkaya et al., 2007). As it provides new insight into the design of new 
features and benefits of a given product, that product is guaranteed to contain new ideas (Cho 
& Pucik, 2005). Li, Vanhaverbeke, and Schoenmakers (2008) suggest that exploration and 
exploitation activities reflect the nature of the innovation process rather than the nature of the 
outcome. We follow these authors’ suggestion and define exploration and exploitation activities 
from an innovation process perspective. An innovation process may include both exploration 
and exploitation activities (Li et al., 2008). Indeed, prior research suggests that exploration 
and exploitation activities have different roles in the innovation process and influence different 
innovation outcomes. Exploration seems to be more important for achieving differentiated 
and innovative outcomes, while exploitation is more likely to contribute to cost efficiency 
and profit gains, efficiency in producing the product, and to its quality (Kim & Atuahene-
Gima, 2010; Atuahene-Gima, K., & Murray, 2007; Molina-Castillo et al., 2011; O’Cass et al., 
2014).  According to Tabeau et al., (2017) exploration activities are characterised by search, 
experimentation, and investigation, and can result in new knowledge. This new knowledge, 
generated through exploration activities, is essential to develop radically new solutions 
(Atuahene-Gima, 2005). Indeed, prior research shows that exploration activities stimulate the 
development of product characteristics such as differentiation (Kim & Atuahene-Gima, 2010; 
O’Cass et al., 2014) and innovativeness (Molina-Castillo et al., 2011).

Each successful organization exploits available resources and explores new knowledge and 
opportunities. Therefore, ambidexterity increases organization performance and innovation 
(Cao et al., 2009). Exploitation and exploration have a positive influence on innovation 
capability (Gibson and Birkinshaw, 2004). The exploration and the exploitation capabilities 
are precursors to organizational learning and capability building in general and to innovative 
capabilities (Chung & Kim, 2002; Lisboa et al., 2012). 

Consequently, the following hypotheses are proposed:

H3: Exploration has a positive impact on innovation capability

H4: Exploitation has a positive impact on innovation capability

Exploration and Exploitation and Managerial Capability

Adner and Helfat (2003) suggest that the characteristics of a firm’s top management 
team are a major contributor to the development of managerial capabilities that ensure 
sustained competitive advantage. Ambidextrous managers must manage contradictions and 
conflicting goals (Smith and Tushman, 2005), engage in paradoxical thinking (Gibson and 
Birkinshaw 2004) and fulfil multiple roles (Lane and Floyd, 2000). When managers engage in 
innovation-related activities, they typically rely on two strategic orientations in organizational 
learning, namely exploration and exploitation (Levinthal & March 1993; March 1991). 
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With an exploration orientation, managers actively seek to increase variations in managerial 
practice, foster the search for new ideas/technologies, encourage risk taking, and discover 
new opportunities (March 1991). Exploitation orientation, on the other hand, tends to allow 
managers to discover opportunities using the available resources and focuses more on the 
innovation implementation process (Rosing, Frese, & Bausch, 2011; Wang and Dass, 2017). 
Mom (2007) and Raisch (2009) found that the more a manager acquires the higher the levels 
of exploration and exploitation activities this manager may undertake. O’Reilly and Tushman 
(2008) argue that ambidexterity can only become a dynamic capability if managerial capabilities 
repeatedly and intentionally orchestrates firm resources. Exploitation is focused on delivering 
expected outcomes within the organization by using a firm’s current core capabilities (March 
1991; Shane & Venkataraman, 2000). Activities relating to exploitation often include or have 
the goal(s) of improving quality and efficiency and fostering existing knowledge, managerial 
skills, technologies, and capabilities in the organization (Benner & Tushman, 2002; Lavie, 
Stettner, & Tushman, 2010). The exploration often include searching, risk-taking, discovery, 
experimentation, prototyping, and flexibility (March 1991). The focus of such activities is on 
the ability to reorient organizational competencies toward new opportunities as a source of 
competitive advantage (Shane & Venkataraman, 2000). Exploration entails a shift away from 
an organization’s current knowledge base and skills, directed at new opportunities, technical 
and managerial skills, market expertise, and/or external relationships (Lavie & Rosenkopf, 
2006; Smith & Tushman, 2005). While exploration and exploitation could be seen as opposing 
activities along a continuum (Lavie et al., 2010), both are important actions that affect firm 
performance (e.g., Gupta, Smith, & Shalley, 2006) impacting on the firm’s environment (e.g., 
munificence and dynamism; Jansen, Van den Bosch, & Volberda, 2005) and organizational 
resources (Lavie et al., 2010; March, 1991) or managerial capabilities  (Helfat & Peteraf, 2009; 
Goel & Jones; 2016).

Consequently, the following hypotheses are proposed:  

H5: Exploitation has a positive impact on managerial capabilities 

H6: Exploration has a positive impact on managerial capabilities

Managerial Capabilities and Innovation Capability

Hooley et al. (2005) proposes managerial capability as an antecedent of innovation capability. 
They argue that superior management capabilities, through integration and teamwork, will 
enhance innovation. Innovation combines not just new idea creation but also systematic and 
structured management processes or steps.

Cooper (2001) “stage-gate” steps are a special case of the process of managing innovation. 
Cobbenhagen (2000) gives evidence of the importance of management capabilities in the 
context of SMEs. In total, the well-documented role of management processes for innovation 
suggests that management capabilities are likely to influence innovation success. Managerial 
capabilities refer to the extent to which a firm’s top managers have favourable attitudes toward 
innovation and are willing to take risks to invest resources in innovation activities (Rodríguez, 
Pérez, & Gutiérrez, 2008). Accordingly, managers are supportive of innovation activities 
(Lloréns Montes, Ruiz Moreno, & Miguel Molina Fernández, 2004).
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According to Kor and Mesko (2013) managerial capabilities contribute to establish a 
dominant logic in the firm that takes concrete form in routines, procedures, and capabilities 
that influence implementation of strategies and innovation capability (e.g., Barbero et al., 2011; 
Carmeli and Tishler, 2004; Kearney et al., 2014; Sirmon and Hitt, 2009; Ruiz-Jiménez and 
Fuentes- Fuentes. 2016). Motwani et al. (1999) and Merrilees et al., (2011) give evidence of the 
importance of management capabilities in the context of SMEs. In total, the well-documented 
role of management for innovation suggests that management capabilities are likely to influence 
innovation success.

Consequently, the following hypothesis is proposed:

H7: Managerial capabilities positively impacts on innovation capability

Strategic Orientation and Innovation Capability

The strategic orientation supports risk taking and enhances the possibility of designing 
and developing completely new and innovative products (Olson e al. 2005). Strategic 
orientation constitutes a determining factor in ensuring that innovative capabilities produce 
positive results for a company (Ozkaya et al., 2015). The behaviour required to satisfy the 
needs and expectations of customers influences the innovative capabilities that can help to 
enhance business performance, particularly in environments in which changes are rapid and 
discontinuous (Zhou et al., 2005). Regarding innovation, a strategic orientation influences and 
directs the development of innovative activities by a company to make its relationship with 
its customers more dynamic (Zhou et al., 2005). Strategic orientation was first introduced by 
Kohli and Jaworski (1990) and continued through different studies by Noble et al. (2002). 
Strategic orientation is the philosophy of firms which demonstrates their efforts to gain higher 
performance and displays how a job ought to be done with a set of values and beliefs (Gatignon 
and Xuereb, 1997; Izadi and Ahmadian, 2018). Tutar, Nart and Bingol (2015) performed a 
research has been developed under the assumption that strategic orientation dimensions have 
positive effects on innovation capability. Supported by the literature, we posit the following 
hypothesis:

H8: Strategic Orientation has a positive impact on Innovation Capability

The Strategic Orientation and Managerial Capabilities

The relationship between strategic types and key management characteristics has been 
examined in previous studies. Generally, strategic orientation differs about managerial factors 
and basic competences (Conant et al.1990). The strategic orientation reflects the beliefs and 
values that are deeply rooted in the company and define its focus for achieving a competitive 
advantage, constituting a determining factor for the configuration of the resources required to 
achieve this goal (Scott-Kennel & Giroud, 2015).  According to, Sinkovics and Roath (2004) 
and Hitt (2000) the strategic orientation reflects managers’ perceptions of the environment 
and their reactions to environmental conditions. Strategic orientation involves the guiding 
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principles that shape the managerial decision-making of a company, the configuration of its 
resources and its interaction with the market in which it operates (Chen et al., 2014; Song & 
Parry, 2009). The willingness of companies to adopt innovation and make it a central activity 
appears to be linked to strategic orientation, which influences the managerial capabilities when 
it comes to determining directives and decision-making (Chang et al., 2014; Atuahene-Gima, 
1995).  Based on the literature, we posit the following hypothesis:

H9: Strategic Orientation have a positive impact on managerial capabilities

Strategic Orientation and Competitive Advantage

Business strategy has been characterized as the way a firm decides to compete, which 
encompasses the pursuit, achievement, and maintenance of competitive advantage in SMEs 
(Varadarajan & Clark, 1994). Given its position as a nucleus issue in organizational decision 
making, it is not surprising that the concept of strategic orientation has beenassociated to 
performance outcomes. Indeed, it is a key postulate to which many management researchers 
devote attention, because without doubt ‘‘the notion that superior performance requires a 
business to gain and hold an advantage over competitors is central to contemporary strategic 
thinking’’ (Day and Wensley, 1988, p. 1).

Strategic orientation reflects the firm’s philosophy of how to conduct business through 
a deeply rooted set of values and beliefs that guides the firm’s attempt to achieve superior 
performance (Gatignon & Xuereb 1997). Also, strategic orientation is firm specific, culture-
based, and complex capabilities that can be lead to competitive advantage (Zhou et al., 2005). 
The strategic orientation reflects the beliefs and values that are deeply rooted in the company 
and define its focus for achieving a competitive advantage, constituting a determining factor 
for the configuration of the resources required to achieve this goal (Scott-Kennel & Giroud, 
2015; Gatignon & Xuereb, 1997; Day, 1994),  Since strategic orientations are valuable, scarce, 
imperfectly tradable and difficult to imitate resources, they can turn into a significant source of 
competitive advantage (Hult y Ketchen, 2001). Strategic orientation might help new ventures 
adapt to the fast-changing market as well as obtain and maintain competitive advantage (Jiao et 
al. 2013; Teece 2007; Winter 2003; Zott 2003) by building possible dynamic capabilities (Zhou 
and Li 2010). Consequently, the following hypothesis is proposed:

H10: Strategic Orientation has a positive impact on competitive advantage 

The Innovation Capabilities, Competitive Advantage and Performance

Innovation is one of the key instruments to increase market share and to give the company 
a competitive advantage (Gunday et al., 2011), having a positive impact on the performance 
of companies, producing a better position in the market resulting in competitive advantage 
and superior performance (Gomes and Wojahn, 2017). Innovation capability is considered as 
the valuable assets for the firms to provide and sustain competitive advantage a (Lawson & 
Samson, 2001). The capability of innovation facilitates firms to introduce new product quickly 
and adopt new systems rather it is important to factor for feeding the ongoing competition 
(Rajapathirana and Hui, 2018).
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Marketing and innovation are necessary for firms to gain competitive and vantages (Song 
et al., 2005). Innovation capability can help companies to gain an “isolation mechanism” that 
protects the advantages and benefits they have (Lavie, 2006). Successful innovation can make 
it more difficult for external imitation and allows the company to maintain its competitive 
advantage better (Morales et al., 2007). For that reason, innovation can affect competitive 
advantages and performance (Wingwon, 2012).   Consequently, the following hypotheses are 
proposed:

H11: Innovation capability positively impacts on competitive advantage

H12: Innovation capability positively impacts on performance

The Managerial capabilities and Competitive Advantage

Managerial capability is based on the dynamic capability view—an extension of RBV 
(Teece, 2007). Organizations require dynamic capabilities to effectively adapt to the changing 
market conditions and create value. These capabilities help organizations in creating and 
modifying existing operating routines, sensing and seizing entrepreneurial opportunities 
that in turn increase organizational effectiveness and competitive advantage. Managerial 
capabilities refer to the capabilities with which managers construct, integrate, and reconfigure 
the organization’s resources and competences (Adner and Helfat, 2003). These capabilities 
enable top management teams to face their environment, improve organizational performance, 
and maintain and create competitive advantages (Carmeli and Tishler, 2004; Ruiz-Jiménez and 
Fuentes -Fuentes; 2016).

Similarly, we contend that higher managerial capability should enable providers to better 
manage i.e., bundle and leverage various firm-level resources and capabilities through creation 
of valuable synergy resulting in performance enhancement (Sirmon & Hitt, 2009).
Consequently, the following hypothesis is proposed:

H13: Managerial capabilities positively impacts on competitive advantage

The Competitive Advantage and Performance

To gain competitive advantage by attaining a certain level of organizational performance 
is the primary condition for the successful organization on long–term (Striteska & Jelinkova, 
2015).

Studies have found that there is a significant relationship between competitive advantage 
and the performance of organizations, when sales-based performance was measured by the 
level of sales revenue, profitability, return on investments, productivity, product added value, 
market share and product growth (Wang and Lo, 2003;  Rose et al., 2010;Pearson et al., 2015; 
Nilssen et al.,2015) Consequently, the following hypothesis is proposed:

H14: Competitive advantage has a positive impact on Performance
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Methodology
Sample and Data Collection

To test the proposed investigation model and the research hypotheses, data was collected via 
a structured questionnaire. A total of 387 questionnaires were obtained from Portuguese SMEs. 
Furthermore, a key informant in each company was contacted to complete the questionnaire.

The respondents were scattered throughout Portugal with no sector being specially 
represented.

Twenty-eight percent were from companies with less than 20 employees, 42% from 
companies with between 21 and 50 employees, 8% from companies with between 51 and 100 
employees, and 22% with more than 100 employees until 200 employees.

Forty three percent of the companies were share companies, 42% private limited companies, 
and 15% single shareholder companies. In terms of lifespan, 25% of the firms were less than 
10 years old, 65% had between 10 and 20 years, 7% between 21 and 50 years, and 3% more 
than 51 years. 

Measures

To operationalize the variables, the researchers conducted a literature review and adapted 
scales used in existing studies, changing and adapting the vocabulary so that the scales were 
more perceptible for respondents. 

Strategic Orientation 

Business unit strategic orientation was measured using a 22–item scale developed by Dess 
& Davis (1984) and modified by Doty, Glick & Huber (1993). Respondents rated their major 
business unit on items designed to measure the extent to which they were developing cost-
based and differentiation-based strategies (Porter 1980). Items like “Provide unique products 
or services?” or “Be the lowest cost provider in your industry?”

Innovation Capability

The survey instrument asked respondents to indicate their perceptions about the items 
pertaining to brand capability, innovation capability, firm characteristics, marketing 
performance and financial performance. Most of the scales are drawn from or adapted from 
Hooley, (2005) and suggested by Merrilees, (2011). Items like “Better at developing new ideas 
to help customers”.

Dynamic Capabilities – Exploration and Exploitation

Dynamic Capabilities - exploration and exploitation - were measured using two dimensions, 
with five items each, competence exploration and competence exploitation, suggested by 
Atuahene-Gima (2005). Items like “Acquired manufacturing technologies and skills entirely 
new to the firm” were used as well as “Upgraded current knowledge and skills for familiar 
products and technologies”.
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Competitive Advantage

Competitive advantage was measured by Vokurka et al., 2002; Thatte et.al. 2009, suggested 
cost, quality, dependability and speed of delivery as some of the critical competitive priorities. 
Items like “Offer prices as low as or lower than our competitors” were used

Performance

Performance was measured based on Morgan et al. (2003). Two dimensions of the construct 
were involved, each having four items that showed on the exploratory and then on the 
confirmatory factor analysis, to load on one simple factor. The efficiency with which the firm 
generates cash flows and profits might also be an important accounting indicator of financial 
performance. This is typically captured in “Return on …” or “re-investment” type measures 
that express profit and cash flow as a ratio of some measure of the capital employed or sales 
revenue of the firm as well as the growth on sales and on market share. 

The Model

All the items were measured on a seven-point Likert scale (1=strongly disagree to 7= 
strongly agree). Confirmatory factor analysis was used to assess the psychometric properties of 
the scales and the measurement model fit, using AMOS 21. The final model shows a good fit 
(IFI=0.917; TLI=0.909; CFI=0.917; RMSEA=0.061; CMIN/DF=2.420).

Composite reliability (CR) and the average variance extracted (AVE) were computed. 
All the scales showed values above 0.8 on CR and above 0.7 on AVE, which are in line 
with the recommendations (Hair et al. 2006). Discriminant validity is evidenced by the fact 
that all correlations between the constructs are significantly smaller than 1 and the squared 
correlations calculated for each pair of constructs is always smaller than the variance extracted 
for correspondent constructs (Shiu et al., 2011), thereby confirming the discriminant validity.

Table 1
Square Correlations, Cronbach´s Alpha Composite reliability and Variance extracted

Construct X1 X2 X3 X4 X5 X6 CR AVE

Exploitation 0.94 0.89 0.72

Exploration 0.63 0.89 0.92 0.78

Strategic Orientation 0.60 0.50 0.88 0.95 0.83

Innovation Capability 0.42 0.43 0.48 0.88 0.91 0.76

Competitive Advantage 0.55 0.37 0.63 0.49 0.90 0.91 0.76

Performance 0.37 0.21 0.55 0.33 0.94 0.90 0.93 0.76

Source: Elaborated by the authors (2014). 
Diagonal in bold - Cronbach´s Alpha; CR - Composite Reliability; AVE - Average Variance Extracted
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Common Method Bias

Based on Podsakoff suggestions (1986), a Harman’s single factor test and a common latent 
factor (CLF) analysis were performed to capture the common variance among all observed 
variables in the model. The Harman’s test showed that any factor could explain more than 23% 
of the variance and there were 11 factors with eigenvalues greater than 1, explaining 73% of 
the total variance.

A confirmatory factor analysis was conducted restricting all items of the model to load on 
a common single factor (Podsakoff, 2003). The resulting fit indices show the model did not 
provide a good adjustment for the data: CMIN/DF=2. 02; IFI=0.68; TLI=0.673; CFI=0.680, 
which means that common method bias is not a problem for this data set.

Results and discussion

Amos 21.0 was used to perform CFA and SEM to test the proposed hypotheses. The final 
model shows a good fit with IFI=0.917, TLI=0.909, CFI=0.917, RMSEA=0.061 e CMIN/
DF=2.420 (Anderson and Gerbing, 1988).

Table 2 
Estimation of the Structural Model (Global - n = 387)

Hypothesis Relationship SRW C.R. P Sup. / Not S

H1 Strategic Orientation ß Exploitation .464 6.633 *** Supported

H2 Strategic Orientation ß Exploration .248 3.810 *** Supported

H3 Innovation Capability ß Exploitation .100 1.481 *** Supported

H4 Innovation Capability ß Exploration .079 1.363 *** Supported

H5 Managerial Capabilities ß Exploration .123 1.876 *** Supported

H6 Managerial Capabilities ß Exploitation -.055 -.746 .225 Not Supported

H7 Innovation Capability ß Managerial Capabilities .504 5.852 *** Supported

H8 Innovation Capability ß Strategic Orientation .250 2.491 *** Supported

H9 Managerial Capabilities ß Strategic Orientation .593 5.911 *** Supported

H10 Competitive Advantage ß Strategic Orientation .704 6.240 *** Supported

H11 Competitive Advantage ß Innovation Capability -.088 -.786 .216 Not Supported

H12 Performance ß Innovation Capability .582 7.315 *** Supported

H13 Competitive Advantage ß Managerial Capabilities -.042 -.432 .333 Not Supported

H14 Performance ß Competitive Advantage .289 5.009 *** Supported
 
Source: Elaborated by the authors (2014).
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The results of the estimation of the structural model in Table 2 confirm H1, as exploitation 
has a positive impact on strategic orientation (0.464; P≤0.01) and H2, (0.248; P≤0.01), as 
exploration has a positive impact on strategic orientation. Thereby, the exploitation and 
exploration have a significantly influence on strategic orientation.  These results are in line with 
prior literature that exploitation and exploration are fundamentally different logics that create 
tension because they compete for firms’ scarce resources and strategic focus (Nielsen, 2010). 

There is a positive relationship between exploitation and exploration and innovation 
capability, respectively, (0. 100; P≤0.01) and (0.079; P≤0.01).  Thus, supporting H3 and H4. 
These results are according to the literature in which exploration and innovation capabilities 
help units to encounter rapid obsolescence of products and services (Ahuja/Lampert (2002)).

H5 is confirmed, as exploration has a positive impact on managerial capability, (0.123; 
P≤0.01). According to studies of organizational learning the essence of exploration activities 
is creating variety in experience (Holmqvist, 2004; McGrath, 2001) which is associated with 
broadening a manager’s existing knowledge base (Cf. Katila and Ahuja, 2002; Sidhu et al., 
2004).

The exploitation doesn’t seem to have a significant impact on managerial capabilities. 
Consequently, not supporting H6 (-0.055; P ≥ 0.05). This result is not in line with prior 
investigation, confirming that the essence of exploitation activities is creating reliability in 
experience (Levinthal and March 1993) associated with deepening the manager’s existing 
knowledge base (Cf. Katila and Ahuja, 2002).

However, managerial capabilities have a positive impact on innovation capability (0.504; 
P≤0.01).   Consequently, supported H7. This result is in line with study of how management 
capabilities affect innovation capability and performance in SMEs might be conditioned by 
greater administrative flexibility and a strong participation of the top management in the firm’s 
processes and activities (Escribá-Esteve et al., 2009).

H8 is confirmed, (0. 100; P≤0.01), as there is a positive relationship between strategic 
orientation and innovation capability. Consequently, strategic orientation has a significantly 
influence on innovation capability. In fact, strategic orientation corresponds to the guiding 
principles that shape managerial decision-making in a company, the configuration of its 
resources and its interaction with the market in question (Chen et al., 2014). 

Strategic orientation has a positive impact on managerial capabilities. Thus, H9 is supported 
(0.593; P≤0.01). This relationship is in line with prior investigations. The strategy-formulation 
perspective is widely used to study the role of strategic orientation (Homburg et al., 2002). 
Its basic proposition is that there is no universally beneficial strategic choice, and companies 
need to examine certain sets of organizational and environmental conditions to develop their 
strategies 

There is a positive relationship between strategic orientation and competitive advantage. 
Consequently, supporting H10 (0.704; P≤0.01) in terms by literature that market-oriented 
companies possess inherent characteristics that drive their competitive capabilities to build 
enhanced performance (Narver and Slater, 1990), and that such strategic orientation provides a 
superior ability to compete (Zhou et al., 2005).

On the other hand, innovation capability doesn’t seem to have a significant impact on 
competitive advantage, consequently, not supporting H11 (-0.088; P ≥ 0.05). This result is not 
in line with prior investigations, considering innovation capability a special asset of a firm.

H12 is supported, as innovation capability has a positive impact on Performance, (0.582; 
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P≤0.01). Thus, the innovation capability has a significantly influence on performance. Mone et 
al. (1998) and Cooper (2000) argue that innovation capability is the most important determinant 
of firm performance. The diffusion of innovations literature suggests that firms must be 
innovative to gain a competitive edge to survive (Li & Calantone, 1995; 2002).

However, managerial capabilities don’t seem to have a significant impact on competitive 
advantage, consequently, not supporting H13, (-0.042; P ≥ 0.05). This result is in contradiction 
with the result of previous studies that argue that organization’s management capabilities are 
crucial to achieving congruence among its competences and the changing conditions of its 
environment (Kor and Mesko, 2013).

Obviously, H14 is supported. Thereby, competitive advantage has the positive and strong 
impact on performance (0. 289; P≤0.01). In fact, research in the last decade obtains empirical 
evidence of the relationship between management capabilities, strategy, and performance 
(Adner and Helfat, 2003; Kearney et al., 2014).

Implications

The nature of the relationship between dynamic capabilities and competitiveness and 
performance it is not clear, (Ferreira & Coelho, 2017), namely, whether the relationship is 
direct or indirect. At the same time, most of the investigation in this field has been produced 
in developed countries and little is known about how dynamic capabilities operate in 
transition economies  Accordingly, this investigation brings three main contributions: first, 
investigating the relationship between dynamic capabilities and organizational competitiveness 
and performance based on companies operating in Portugal, a transition economy; second, 
introducing strategic orientation, innovation and managerial capabilities as mediators in this 
relationship; third, establishing a chain of effects that highlights how the effects of dynamic 
capabilities are transferred to competitiveness and performance. 

At the same time, this investigation gives important clues on how companies and their 
managers may take advantage of their dynamic capabilities. In addition to the intrinsic value 
and importance of dynamic capabilities, specific capabilities like innovative and managerial 
capabilities, associated with a strategic orientation, may help companies take a better advantage 
of their resources and boost performance and competitiveness (Cheng & Chen, 2013; Sheng, 
2018). Investments on new resources and the reinforcement of dynamic capabilities are an 
important step but only if companies develop their capabilities to better operate these resources 
and transform them in effective competitiveness.

Conclusions

The main goals of this research were to evaluate the impacts of dynamic capabilities 
(exploitation and exploitation) on competitive advantage and performance, mediated by strategic 
orientation, managerial and innovation capabilities. The moderating role of ambidexterity was 
tested to provide a specific context where these relationships could take place.

The mediating effects of strategic orientation, innovation and managerial capabilities were 
used to get a better understanding of the links between dynamic capabilities and performance 
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and competitiveness, and the effects from dynamic capabilities on them. The character of 
dynamic capabilities is rather cultural (Chen & Lee, 2009), and their impacts on performance 
normally are indirect. The direct effects that were always revealed as being insignificant were 
removed from the final model.

The results show that dynamic capabilities have an indirect effect on performance and 
competitiveness, via strategic orientation, innovation and managerial capabilities. These 
last capabilities act like an instrument from dynamic capabilities to help companies be more 
competitive and perform better. Strategic orientation exerts a strong and significant influence 
both on competitiveness and performance, while managerial capabilities may reinforce the 
effects of dynamic capabilities on innovation capabilities.

This paper makes two contributions to the marketing and innovation management literature. 
Firstly, this paper provides new empirical evidence of the positive effect of ambidexterity in 
the context of strategic orientation, marketing and innovation capabilities. While the beneficial 
effect of balancing exploration and exploitation has been hypothesized in the literature, there 
have been few studies providing moderating empirical evidence (Andriopoulos, C., Lewis, 
M.W., 2010:  Raisch, S., Zimmermann, A., 2017).This paper considers two somewhat 
different conceptual interpretations of ambidexterity and has found empirical support for 
both interpretations. Thus, although our study did not explicitly address the issue of what 
organizational design principles are appropriate for ambidexterity, our findings lend support to 
the case for pursuing ambidextrous organization designs. As for our findings are limited to the 
specific context of marketing and innovation, we suggest that the methodological approach of 
this paper may be adapted to test the ambidexterity hypothesis in other management research 
domains as well.

Secondly, this paper adds to a wider understanding of innovation management by extending 
the exploration versus exploitation construct to characterize how firms prioritize their resources 
for marketing and innovation (Koryak et al., 2018).   As the exploration versus exploitation 
construct has generated significant insights in other domains of management research, we 
believe that our operationalization of marketing and innovation strategies grounded on the 
exploration versus exploitation distinction may have several important implications for 
innovation management as well.

Limitations and future research

This study has some methodological limitations affecting its potential contributions. As 
a cross-sectional study that captures one image in time, its ability to identify strict causality 
between variables is limited. Because capabilities and creativity-innovation co-evolve in a 
dynamic process, the ideal study might be longitudinal. Furthermore, the results are based on 
data collected from a key respondent, rather than broader actual data.

As recommendations for future work, the model could be tested introducing variables like 
entrepreneurial and market orientation, both as mediators or moderators. Innovation and new 
product success are relevant outcomes which could be tested.
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