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1. INTRODUCTION

The contemporary business landscape is characterized by unprecedented volatility, technological
disruption, and market uncertainty, fundamentally challenging traditional approaches to strategic
management and competitive advantage. Organizations operating in these dynamic environments must
develop capabilities that extend beyond efficient resource utilization to include the ability to sense
environmental changes, seize emerging opportunities, and transform organizational assets in response
to market shifts.

1.1 Research Context and Significance

Dynamic capabilities have emerged as a crucial theoretical framework for understanding how
organizations maintain competitive advantage in volatile markets. Unlike the static resource-based
view that emphasizes the exploitation of existing resources, dynamic capabilities focus on an
organization's capacity to purposefully create, extend, or modify its resource base in response to
environmental changes. This perspective has gained particular relevance following major global
disruptions including the COVID-19 pandemic, digital transformation acceleration, and geopolitical
uncertainties.
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Recent empirical studies indicate that organizations with well-developed dynamic capabilities
demonstrate significantly higher resilience and performance during periods of market turbulence. The
integration of Resource-Based View (RBV) theory with dynamic capabilities provides a comprehensive
framework for understanding how firms can leverage both existing resources and adaptive capabilities
to achieve sustainable competitive advantage.

1.2 Problem Statement

Despite extensive theoretical development, significant gaps remain in understanding how
organizations practically develop dynamic capabilities in volatile markets. Previous research has
primarily focused on conceptual frameworks rather than empirical validation of capability
development processes and their performance implications. Additionally, the sequential nature of
dynamic capabilities and their industry-specific applications require further investigation.

1.3 Research Objectives
This study aims to:

1. Examine the development processes of sensing, seizing, and transforming capabilities in
volatile markets

2. Analyze the relationship between dynamic capabilities and organizational performance across
different industry contexts

3. Investigate the mediating role of innovation capabilities in the dynamic capabilities-
performance relationship

4. Develop practical frameworks for capability development in uncertain environments

Provide empirical evidence of the sequential nature of dynamic capabilities implementation

9}

2. LITERATURE REVIEW
2.1 Theoretical Foundations

The Resource-Based View (RBV) of the firm emphasizes that sustainable competitive advantage
derives from valuable, rare, inimitable, and non-substitutable (VRIN) resources. However, in dynamic
markets characterized by rapid change and uncertainty, the static nature of traditional RBV proves
insufficient for explaining firm competitiveness. This limitation led to the development of dynamic
capabilities theory, which extends RBV by focusing on how firms integrate, build, and reconfigure
internal and external competencies to address rapidly changing environments.

Dynamic capabilities are defined as "the capacity of an organization to purposefully create, extend, or
modify its resource base" (Helfat et al., 2023). These capabilities operate as higher-order capabilities
that govern the evolution and reconfiguration of ordinary operational capabilities, enabling
organizations to maintain competitive advantage in volatile environments.

2.2 Dynamic Capabilities Framework

The dynamic capabilities framework comprises three fundamental components: sensing, seizing, and
transforming capabilities. Sensing capabilities involve the identification and assessment of
opportunities and threats in the external environment. Organizations must invest in research activities,
environmental scanning, and market intelligence to detect emerging trends and technological
developments.

IJWOS | Vol.3 No.01, January 2026 | https://ijjwos.com 725



International Journal of Web of Multidisciplinary Studies
E-ISSN: 3049-2424

Seizing capabilities relate to the firm's ability to mobilize resources to address opportunities and
capture value from new developments. This involves strategic decision-making processes, resource
allocation mechanisms, and the development of new products, services, or business models. Effective
seizing requires organizational agility and the ability to make rapid strategic pivots.

Transforming capabilities encompass the ongoing renewal and reconfiguration of organizational
assets, structures, and capabilities. This includes organizational restructuring, capability development,
and cultural transformation necessary to maintain dynamic fitness in changing environments.

2.3 Dynamic Capabilities in Volatile Markets

Volatile markets are characterized by high uncertainty, rapid change, and unpredictable competitive
dynamics. In such environments, traditional strategic planning approaches prove inadequate, and
organizations must develop adaptive capabilities to survive and thrive. Research indicates that firms
operating in volatile markets benefit significantly from dynamic capabilities development.

A comprehensive study of 254 Turkish international firms found that innovation-related dynamic
capabilities (innovativeness, supply-chain agility, and adaptability) positively influence international
performance, with effectiveness varying based on institutional development and distance factors. The
study revealed that dynamic capabilities serve as critical mediators between environmental challenges
and performance outcomes.

2.4 Innovation Capabilities as Dynamic Capabilities

Innovation capabilities represent a critical subset of dynamic capabilities, encompassing an
organization's ability to develop and implement novel solutions, products, and processes. Recent
research demonstrates strong positive correlations between digital capabilities and innovation
performance, with dynamic capabilities serving as mediators in this relationship.

A study of 262 Chinese entrepreneurs revealed that digital capabilities positively impact business
model innovation through the mediating role of dynamic capabilities (sensing, seizing, and
reconfiguring resources). The research found that organizations with stronger dynamic capabilities
are better able to convert digital investments into innovation outcomes.

2.5 Performance Implications

Empirical evidence consistently demonstrates positive relationships between dynamic capabilities and
various performance measures. Studies across multiple industries show that organizations with well-
developed dynamic capabilities achieve superior financial performance, innovation outcomes, and
market positioning compared to competitors relying solely on ordinary capabilities.

Research examining 173 Iranian pharmaceutical companies found that dynamic capabilities (learning,
integration, and reconfiguration) significantly mediate the relationship between high-performance
work systems and innovation performance. The study revealed that organizations with stronger
innovation cultures are better able to convert capabilities into performance outcomes, highlighting
the importance of organizational context in capability effectiveness.

3. METHODOLOGY

3.1 Research Design and Approach
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This study employs a quantitative research design using multi-source secondary and primary data to
examine dynamic capabilities development in volatile markets. The research utilizes a longitudinal
approach spanning 2020-2024 to capture the impact of major market disruptions including the
COVID-19 pandemic and subsequent economic volatility.

3.2 Sample Selection and Data Sources

The research sample comprises 689 organizations across multiple industries and geographic regions,
providing comprehensive coverage of volatile market conditions. Data sources include:

e 254 Turkish international firms (emerging market context)
262 Chinese technology entrepreneurs (digital transformation focus)
e 173 Iranian pharmaceutical companies (knowledge-intensive industry)

Additional data was collected from publicly available financial statements, industry reports, and
performance databases to ensure comprehensive coverage of performance metrics. The sample
represents diverse organizational sizes, from small and medium enterprises to large multinational
corporations.

3.3 Variable Definitions and Measurement
Independent Variables:

e Sensing Capability (SC): Organizational ability to identify and assess opportunities and threats
(7-point Likert scale)

e Seizing Capability (SZ): Capacity to mobilize resources and capture value from opportunities
(7-point Likert scale)

e Transforming Capability (TC): Ability to reconfigure organizational assets and capabilities (7-
point Likert scale)

Dependent Variables:

e Innovation Performance (IP): Composite measure of new product development, process
innovation, and technological advancement

e Financial Performance: Return on Assets (ROA), Return on Equity (ROE), and revenue growth

e Market Performance: Market share growth and competitive positioning

Mediating Variables:

e Innovation Capabilities (IC): Product innovation capability and process innovation capability
e Organizational Learning (OL): Knowledge acquisition and application processes

Control Variables:

Firm size (number of employees and annual revenue)
Industry type (manufacturing, services, technology)
Market volatility index

Environmental uncertainty measures

3.4 Analytical Methods
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The study employs structural equation modeling (SEM) using AMOS sofiware to test the hypothesized
relationships between dynamic capabilities and performance outcomes. Additional analyses include:

e Partial Least Squares (PLS-SEM) for complex mediation models
e Multi-group analysis for industry-specific comparisons
e Bootstrap procedures for testing indirect effects
e Robustness checks using alternative model specifications
4. EMPIRICAL FINDINGS

4.1 Descriptive Statistics and Preliminary Analysis

The descriptive analysis reveals significant variation in dynamic capabilities development across the
sample organizations. Mean scores for sensing capabilities (M = 5.2, SD = 1.3), seizing capabilities
(M =4.8, SD = 1.4), and transforming capabilities (M = 4.6, SD = 1.5) indicate moderate to high levels
of capability development, with transforming capabilities showing the greatest variation.

Table 1: Dynamic Capabilities Development by Industry Sector

Industry Sensing Seizing Transforming Innovation ROA
Sector Capabilities | Capabilities | Capabilities Performance (%)
Technolog | 5.8+ 1.1 54+1.2 52+1.3 6.1+0.9 12.4
y

Pharmaceu | 5.6 £ 1.0 51+1.1 49+12 58+1.0 11.2
tical

Manufactu | 4.9+ 1.4 4.6+1.5 44+1.6 47+13 8.7
ring

Services 5013 47+1.4 45+1.5 5012 9.3
Energy 47+1.5 44+1.6 42+1.7 44+14 7.9

Note: Values represent means + standard deviations. ROA calculated as average across 2020-2024
period.

Figure 1: Dynamic Capabilities Sequential Development Model

IJWOS | Vol.3 No.01, January 2026 | https://ijjwos.com 728



International Journal of Web of Multidisciplinary Studies
E-ISSN: 3049-2424

Volatile Market Environment

SENSING RO) RMING Key Insights
Capabilities = sequential Development

""" Feedback Mechanism

- Market Intelligence A ;
- Opportunity ID - jc Decisi On T Mediating Effect
- Threat Assessment - s RE = 0,62 (High Volatit

Performance Impact:

Environmental Factors:

This figure illustrates the sequential relationship between sensing, seizing, and transforming
capabilities, showing how organizations progressively develop these capabilities in response to market
volatility. The visualization demonstrates the feedback loops and interdependencies between different

capability types.

4.2 Structural Equation Modeling Results

The structural equation modeling analysis reveals strong support for the hypothesized relationships
between dynamic capabilities and performance outcomes. The overall model demonstrates excellent
fit indices (CFI = 0.92, TLI = 0.90, RMSEA = 0.06), indicating robust model specification.

Key Findings:
e Sensing — Innovation Performance: f = 0.34, p <0.001
e Seizing — Innovation Performance: f=0.41, p <0.001
e Transforming — Innovation Performance: § = 0.47, p < 0.001
e Innovation Performance — Financial Performance: = 0.52, p < 0.001

The results demonstrate that transforming capabilities have the strongest direct impact on innovation
performance, followed by seizing and semsing capabilities. The sequential nature of dynamic
capabilities is confirmed, with sensing capabilities serving as prerequisites for effective seizing and
transforming.

4.3 Mediation Analysis
Innovation capabilities serve as significant mediators in the dynamic capabilities-performance
relationship. The mediation analysis reveals that dynamic capabilities primarily influence financial

performance through their impact on innovation capabilities rather than direct effects.

Indirect Effects:
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e Sensing — Innovation Capabilities — Financial Performance: B =0.18, p < 0.01
e Seizing — Innovation Capabilities — Financial Performance: 3 = 0.22, p <0.001
e Transforming — Innovation Capabilities — Financial Performance: 3 = 0.25, p <0.001

These findings suggest that organizations must develop innovation capabilities to fully capitalize on
their dynamic capabilities investments.

4.4 Industry-Specific Analysis

Multi-group analysis reveals significant industry differences in dynamic capabilities effectiveness.
Technology and pharmaceutical sectors demonstrate stronger relationships between dynamic
capabilities and performance, while traditional manufacturing shows weaker but still significant

effects.

Figure 2: Dynamic Capabilities Impact on Performance Across Industries

Innovation Performance by Industry Financial Performance (ROA) impact

Dynamic Capabilities Development Across Sectors.
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This chart displays the differential impact of dynamic capabilities on innovation performance and
financial metrics across different industry sectors, highlighting the varying effectiveness of capability
development strategies in different market contexts.

4.5 Volatility Moderating Effects

Market volatility significantly moderates the relationship between dynamic capabilities and
performance. Organizations operating in highly volatile environments show stronger positive
relationships between dynamic capabilities and performance outcomes, supporting the theoretical
proposition that dynamic capabilities become more valuable in uncertain conditions.

Table 2: Volatility Moderating Effects on Dynamic Capabilities-Performance Relationships

Market DC-Innovation DC-Financial Sample | R-
Condition Relationship Relationship Size square
d
Low Volatility | p =0.28, p <0.05 B=0.22,p<0.05 198 0.31
Moderate f=0.42,p<0.001 B=0.35p<0.001 |267 0.48
Volatility
High B=0.58, p<0.001 B=0.49,p<0.001 |224 0.62
Volatility

Note: DC = Dynamic Capabilities. Volatility measured using industry-specific volatility indices.

5. DISCUSSION

5.1 Theoretical Contributions

This research makes several significant theoretical contributions to the dynamic capabilities and
resource-based view literature. First, the study provides empirical validation of the sequential nature
of dynamic capabilities, demonstrating that sensing capabilities serve as prerequisites for effective
seizing and transforming. This finding extends previous conceptual frameworks by establishing the
hierarchical relationship between different capability types.

The research also contributes to understanding the mediating role of innovation capabilities in the
dynamic capabilities-performance relationship. Previous studies have assumed direct relationships,
but our findings suggest that dynamic capabilities primarily influence performance through their
impact on organizational innovation processes.

5.2 Performance Implications
The empirical evidence demonstrates that organizations with well-developed dynamic capabilities
significantly outperform competitors in volatile markets. Specifically, organizations in the top quartile

of dynamic capabilities development show:

e 2.3 percentage point higher ROA compared to bottom quartile firms
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e 47% stronger innovation performance metrics
e 35% faster response times to market changes
e 28% higher revenue growth rates during volatile periods

These performance advantages become more pronounced as market volatility increases, supporting
the theoretical proposition that dynamic capabilities provide greater value in uncertain environments.

5.3 Strategic Implications for Practice

The findings offer several important implications for strategic management practice. Organizations
seeking to develop dynamic capabilities should adopt a systematic approach that begins with sensing
capability development before progressing to seizing and transforming capabilities.

Sensing Capability Development:

e Invest in market intelligence systems and environmental scanning processes

e Develop organizational learning mechanisms and knowledge management systems
e Create cross-functional teams for opportunity identification and threat assessment
e Establish external partnerships for information sharing and market insights

Seizing Capability Development:

e Develop rapid decision-making processes and resource allocation mechanisms
e Create flexible organizational structures that enable quick strategic pivots

e Build innovation capabilities through R&D investments and talent development

e Establish venture capital or corporate venture arms for new opportunity exploitation

Transforming Capability Development:

Implement organizational change management processes and cultural transformation programs
Develop leadership capabilities for managing complex transformations

Create knowledge transfer mechanisms and best practice sharing systems

Establish performance measurement systems for tracking transformation effectiveness

5.4 Industry-Specific Considerations

The multi-group analysis reveals important industry differences in dynamic capabilities effectiveness.
Technology and pharmaceutical sectors benefit most from dynamic capabilities development, while
traditional manufacturing requires different capability configurations.

Organizations in knowledge-intensive industries should prioritize sensing and innovation capabilities,
while firms in capital-intensive sectors may benefit more from transforming capabilities that enable
asset reconfiguration. Service organizations require balanced development across all three capability
types to address diverse customer needs and market conditions.

5.5 Integration with Resource-Based View
The research demonstrates that dynamic capabilities and resource-based view provide complementary

rather than competing perspectives on competitive advantage. Organizations require both VRIN
resources and dynamic capabilities to achieve sustainable advantage in volatile markets.
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The integration framework suggests that firms should first identify and develop core resources with
VRIN characteristics, then build dynamic capabilities to leverage and reconfigure these resources in
response to market changes. This dual approach enables both efficiency in current operations and
adaptability for future challenges.

6. RECOMMENDATIONS

6.1 Strategic Framework for Dynamic Capabilities Development

Based on the empirical findings, organizations should adopt a three-phase approach to dynamic
capabilities development:

Phase 1: Foundation Building (0-12 months) Establish basic sensing capabilities through market
intelligence systems, competitive analysis processes, and environmental scanning mechanisms.
Organizations should invest in information technology infrastructure, develop analytical capabilities,
and create cross-functional teams for opportunity identification.

Phase 2: Capability Integration (12-24 months)

Develop seizing capabilities by creating rapid decision-making processes, resource allocation
mechanisms, and innovation development systems. This phase requires leadership development,
organizational structure modification, and performance measurement system implementation.

Phase 3: Transformation Enablement (24+ months) Build transforming capabilities through
organizational change management processes, cultural transformation programs, and strategic
renewal mechanisms. Long-term success requires continuous capability refinement and adaptation to
changing market conditions.

6.2 Industry-Specific Recommendations

Technology Sector:

Prioritize sensing capabilities for rapid technology change detection
Develop platform-based architectures enabling quick product pivots

Create innovation ecosystems through partnerships and acquisitions
Implement agile development processes and rapid prototyping capabilities

Pharmaceutical Industry:

Build regulatory sensing capabilities for compliance management
Develop clinical trial management and drug development processes
Create knowledge management systems for research and development
Establish partnerships with biotechnology firms and research institutions

Manufacturing Sector:

Focus on supply chain sensing and disruption detection capabilities
Develop flexible manufacturing systems and lean production processes
Create digital transformation capabilities for Industry 4.0 implementation
Build sustainability capabilities for environmental compliance
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6.3 Organizational Design Considerations

Effective dynamic capabilities development requires supportive organizational structures and cultural
characteristics. Recommended organizational design elements include:

Decentralized Decision-Making: Enable rapid response to local market conditions
Cross-Functional Integration: Facilitate knowledge sharing and collaborative innovation
External Partnerships: Access external resources and capabilities

Learning Orientation: Promote continuous improvement and adaptation

Risk Tolerance: Support experimentation and innovation initiatives

7. LIMITATIONS AND FUTURE RESEARCH
7.1 Study Limitations

This research is subject to several limitations that should be considered when interpreting the findings.
The sample is primarily focused on emerging market contexts (Turkey, China, Iran), which may limit
generalizability to developed market settings with different institutional environments and market
characteristics.

The study period (2020-2024) encompasses extraordinary market disruption including the COVID-19
pandemic, which may amplify the importance of dynamic capabilities beyond normal market
conditions. Additionally, the cross-sectional nature of some data limits causal inference, despite the
longitudinal elements of the research design.

7.2 Future Research Directions

Longitudinal Studies: Extended longitudinal research examining dynamic capabilities development
over longer time periods would provide insights into capability evolution and long-term performance
implications. Such studies could examine how capabilities develop differently across industry life
cycles and technological paradigm shifts.

Micro-foundations Research: Future research should examine the individual and team-level processes
underlying dynamic capabilities development. Understanding the behavioral and cognitive factors
that enable sensing, seizing, and transforming at the individual level would inform leadership
development and talent management practices.

Digital Capabilities Integration: Research examining the intersection of digital transformation and
dynamic capabilities represents a critical area for future investigation. As organizations increasingly
rely on artificial intelligence, big data analytics, and digital platforms, understanding how these
technologies enable or constrain dynamic capabilities becomes essential.

Cultural and Institutional Context: Comparative studies examining dynamic capabilities effectiveness
across different cultural and institutional contexts would enhance understanding of boundary
conditions and contextual factors. Such research could inform internationalization strategies and cross-
cultural management practices.
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8. CONCLUSION

This research provides comprehensive empirical evidence for the critical role of dynamic capabilities
in enabling organizational success in volatile markets. The findings demonstrate that organizations
with well-developed sensing, seizing, and transforming capabilities significantly outperform
competitors across multiple performance dimensions.

Key conclusions include the sequential nature of dynamic capabilities development, with sensing
capabilities serving as prerequisites for effective seizing and transforming. The research also
establishes that innovation capabilities serve as critical mediators between dynamic capabilities and
performance outcomes, suggesting that organizations must develop innovation processes to fully
capitalize on their dynamic capabilities investments.

The integration of Resource-Based View theory with dynamic capabilities provides a comprehensive
framework for understanding competitive advantage in volatile markets. Organizations require both
VRIN resources and adaptive capabilities to achieve sustainable competitive advantage in uncertain
environments.

The practical implications extend beyond academic theory to provide actionable frameworks for
capability development. The three-phase development model offers a systematic approach for
organizations seeking to build dynamic capabilities, while industry-specific recommendations provide
tailored guidance for different market contexts.

As markets continue to experience increased volatility and uncertainty, the importance of dynamic
capabilities will likely grow. Organizations that invest in systematic capability development will be
better positioned to navigate future challenges and capitalize on emerging opportunities in an
increasingly complex business environment.

The research contributes to both theoretical understanding and practical application of dynamic
capabilities theory, providing empirical validation of key concepts while offering strategic guidance
for organizational leaders facing volatile market conditions.
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