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Abstract — Base on the dynamic capability theory by Teece , dynamic capabilities are divided into adaptive capacity, innovation 
capacity and the capacity of organization flexibility, the effect mechanism of which are analyzed on organization performance. The 
indicators of the capacities show the effects on the organization performance as following: capital density， marketing strength 
and asset diversity of the adaptive capacity have significant negative impact; The research and development strength of the 
innovation capacity show significant positive, and the management intensity and maintenance of the organization’s reputation 
show also the negative impact on the organization performance. Enterprise can boost the growth of organization performance 
through spending on research and development, improve management efficiency and return on the capital. 
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I. INTRODUCTION 

 
At present, the world economy is still in a deep 

adjustment period after the 2008 financial crisis; Chinese 
economy is in a critical period of power switching, phase 
change, release of risk and structural transformation, If China 
want to maintain an economic growth rate around 7%, it 
need to maintain the original growth mode and leading 
industry recession, at the same time, we need to cultivate 
new potential, wide influenced leading industries, then 
transfer the potential supply demand power into real 
economic growth. In this context, strategic objectives matters 
of enterprise are to promote the transformation and 
upgrading of enterprises, to overcome the problems of 
enterprise development and to respond effectively to 
environmental change and achieve sustainable development. 
Former strategic management research shows that 
enterprises must have the dynamic ability to continuously 
update the competitive advantage of enterprises in the face of 
dynamic change environment. Enterprises that can efficiently 
reconstruct and integrate resources are competitive 
enterprises. Teece believes that the so-called dynamic 
capacity is enterprise’s ability to establish, integrate and 
reconstruct both internal and external resources of 
enterprises to adapt to the rapidly changing external 
environment. Dynamic capability reflects the process that 
organization gaining competitive advantage under the 
established path and market conditions which is composed of 
two parts: dynamic and capability. 

At present, there are two views on the definition of 
enterprise dynamic capabilities. Some researchers, led by 
Teece, defined dynamic capabilities from the perspective of 
integrating, modifying, and resource reconstructing 

capabilities. This view has been recognized by scholars such 
as Winter, he pointed out that the dynamic capabilities are 
high - order capability to modify, expand, create the 
conventional ability (low- order capability). Dynamic 
capabilities can create and protect unique resources, and it 
can determine the rate of change in conventional capabilities 
which can help company’s routine ability evolve better. 
Zahra defines dynamic capabilities as a convention in which 
top management of the enterprise appropriately reorganizes 
the resources of the enterprise according to the expected 
requirements. Helfat defines dynamic capability as the ability 
of an organization to create and expand basic resources.  
These scholars define dynamic capabilities from the 
perspective of capabilities. Some scholars regard dynamic 
capability as a process of development. For example, 
Eisenhard and Martin thought that it is too abstract and 
repetitive to define dynamic capability as a kind of capability. 
In view of this, they view dynamic capabilities as a practical, 
identifiable strategy or organizational process, such as 
product development, strategic alliances, strategic decisions, 
acquisitions, etc. Specifically, dynamic capability is the 
organizational strategy practical process used by 
organization to integrate resources, through this process, 
organizations can match or even create market changes, and 
have access to new market opportunities. 

It can be seen from the existing research that there are 
some disputes about the definition of dynamic capability. 
The main difference lies in whether the dynamic ability 
refers to the ability of partial static or partial dynamic 
process. This paper argues that these two views are not 
contradictory. Dynamic capabilities are high-order abilities 
which embedded in the enterprise process or practice, in the 
course of business operation, it play a role by changing the 
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underlying resources and conventional configurations within 
the enterprise. 

Since Teece put forward the theory of dynamic 
capabilities, this research topic has attracted the attention and 
interest of management scholars and practitioners all over the 
world. Mainly because of its involvement in many 
mainstream theoretical issues such as organizational 
behavior, strategic updates and knowledge management 
theory, it also has broad research value on the relevant 
practice. On the other hand, dynamic capability theory still 
has a lot of problems to be studied and solved. Empirical 
research on localization of Chinese enterprises is relatively 
lacking. This study attempts to explore the mechanism of 
Chinese small board listed companies’ dynamic capability on 
organization performance to make up for the lack of research 
in this field. 

II. DYNAMIC CAPABILITY DIMENSION DIVISION AND 

HYPOTHESIS 

Does the organization can survive when face the change? 
This issue has long been the focus of attention in economics, 
psychology, management, and organizational sociology. The 
theory of resource advantage based on static has been 
gradually replaced by the theory of dynamic capability 
which focuses on the dynamic analysis of companies’ 
reconstruct and resources integrate process to adapt to 
environmental change requirements. Teece regards dynamic 
capabilities as the expansion of resource-based view. Among 
them, the resource refers to the enterprise’ production factors; 
capacity refers to the enterprise’ ability to reconstruct and 
configure resources. Later, Eisen-Hardt and Martin further 
expanded the scope of the application of dynamic 
capabilities, pointing out that dynamic capability is the 
process by which enterprises integrate, reconstruct and 
acquire and release basic resources to match or create market 
opportunities, including resource restructuring, integrated 
processes and acquisition and transfer of basic resources. 

In 1997, Teece pointed out that dynamic capabilities 
include three dimensions of integration, construction and 
reconstruction ability when he put forward the dynamic 
capability definition. On this basis, Teece extended the 
concept of dynamic capabilities in 2007, this time he divided 
dynamic capacity to three more specific dimensions: one is 
the ability to perceive and identify opportunities or threats; 
The second is the ability to seize the opportunity; The third is 
the ability to reinforce, protect, and, where necessary, 
reshape corporate resources, including intangible and 
tangible assets, to maintain their competitive advantage. 
Wang and Ahme (2007) also pointed out that dynamic 
capability consists of three dimensions, namely, knowledge 
management, adaptation and innovation. Knowledge 
management capability refers to the ability of enterprises to 
accept external knowledge and integrate with internal 
knowledge; Adaptability refers to the ability of the internal 
elements of an enterprise to match the external environment; 
Innovation capability refers to companies’ ability to gain 
market competitive advantage based on internal innovation 
when executives face the complex and volatile market 
environment. These three capabilities require resource 

renewal, reconstruction and re-creation. On this basis, Wang, 
Senaratne and Rafoq divided the dynamic capabilities into 
absorptive capacity and transformation capacity. Protogerou, 
Caloghitou and Lioukas argue that dynamic capabilities 
include three dimensions: learning, coordination, and 
strategic competitive response. 

Combined with the research results of Chinese and 
Western scholars, the following three common dynamic state 
representations are obtained: Adaptive Capacity; Innovation 
Capacity and The Capacity of Organization Flexibility; the 
dynamic capability of enterprises emphasizes the integration 
and reconstruction of resources to adapt to the changing 
market environment. Therefore, the adaptive Capacity 
becomes an important part of dynamic capabilities. 
Innovation Capacity refers to the ability of enterprises to 
identify and exploit the opportunities emerging in the market; 
it can be expressed through the flexibility of resource 
allocation, and that is, the enterprises use diversity of 
resource allocation and the change of resource allocation to 
satisfy the diversity of market. Most enterprises’ Maximum 
resource allocation expenditures related to production are 
capital expenditures and sales expense expenditures. In this 
study, the change of capital density (capital expenditure / 
main business income), marketing intensity (sales expenses / 
main business income) in the research cycle is taken as an 
index to measure the change of resource allocation. The 
variance coefficient of capital density (standard deviation of 
capital density / average) is used to measure the diversity of 
resource allocation of listed companies. It can be seen from 
the formula that higher variation coefficient means low 
resource allocation diversity. The following propositions are 
proposed: 

Proposition 1: Capital density in the adaptive capacity 
indicator has significant effect on organizational 
performance; 

Proposition 2: The marketing intensity in the adaptive 
capacity index has a significant effect on organizational 
performance; 

Proposition 3: The diversification of resource allocation 
in the adaptive capacity index has a significant effect on 
organizational performance. 

In the current complex and volatile economic situation, 
opportunities that enterprises encounter strategic turning 
point and strategic contradictions are greatly increased, only 
by constantly changing and innovating can enterprises obtain 
lasting development.  Innovation capacity values the ability 
that can integrate and change the enterprise, so the dynamic 
capabilities of enterprises must continue to be updated, 
through the enterprise staff’s continuously innovation in 
production and business activities, the production efficiency 
of enterprises can be improved. This study takes R & D 
intensity (R & D costs / main business income), production 
efficiency (main business income / employee number) as the 
measure indicator of enterprise change and update capability. 
Following propositions are proposed: 

Proposition 4: R & D intensity in the index of innovation 
capacity has significant effect on organizational performance; 

Proposition 4: Productivity in the index of innovation 
capacity has significant effect on organizational performance; 
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In order to cope with the challenges of complex dynamic 
environments, executive team must transform the individual 
capabilities of team members into organizational capabilities 
through a process of integration, thus to create a new 
organizational capability mix to grasp the enterprises’ 
fleeting opportunities. And organizational flexibility is the 
sum of a series of actions and measures taken by enterprise 
managers to achieve organizational goals, safeguard 
organizational interests, and enhance organizational 
performance. In this study, management intensity 
(management cost / revenue) and corporate reputation 
maintenance are taken as an indicator of organizational 
flexibility. Following propositions are proposed: 

Proposition 6: The management intensity in 
organizational flexibility ability index has significant 
influence on organizational performance. 

Proposition 7: Corporate reputation maintenance in 
organizational flexibility ability index has a significant 
impact on organizational performance. 

III. RESEARCH DESIGN 

In this study, we selected 202 enterprises listed in 2004-
2005 on Chinese small and medium-sized board as samples. 
Since be launched in June 2, 2004, more than 700 stocks had 
been listed on the SME board. Compared with the 
motherboard market, most of the private enterprises listed in 
the small and medium-sized board, and the average float is 
below 100 million shares. Therefore, small and medium-
sized listed companies market a higher degree of greater 
operational risk. In order to objectively reflect the evolution 
mechanism of dynamic capability of listed companies, this 
research needs nearly nine years’ relevant data of small and 
medium-sized listed companies for research, so we select the 
first listed 200 companies in small plates for the study 
sample. The data used in this study are derived from the 
Wande database information system and the listed company 
website. Due to the larger time span of the research data, 
samples with incomplete data were removed in order to 
reduce the influence of the research error on the original data 
selection. And 143 listed companies’ data from 2007 to 2015 
were collected, and 49 state-owned enterprises and 94 non-
state-owned enterprises were included. 

1) Dependent variable: comprehensive organizational 
performance index Y 

The credibility is lower when we use single index to 
reflect a company’s operating performance in a certain 
period, so, this study constructs a comprehensive index of 
organizational performance.  

Organizational performance is usually expressed in three 
aspects: profitability, shareholder profitability and 
operational stability. In this study, we selected 13 financial 
indicators, indicators represent the profitability are: Rate of 
Return on Common Stockholders’ Equity(ROE), Return On 
Assets(ROA), sales gross margin, net profit margin; 
indicators represent the shareholder profitability are: Asset 
Turnover, Earnings per share (EPS), Net assets per share, 
Return on Invested Capital(ROIC); indicators represent the 
shareholder profitability are: Sales per share(SPS), asset 

turnover, Earnings Before Interest and Tax(EBIT), Operating 
cash flow per share(OCFPS), Price earnings ratio(P/E), Ratio 
of price to sell(P/S). The principal component analysis is 
used to extract the common factors from the above 13 
financial indicators, the variance contribution rate of each 
indicator is weighted; the comprehensive organization 
performance indicators can be obtained after the weighted 
average.  

The analysis process is as follows: First, the KMO test 
and spherical test were used to verify whether the data 
comply with the requirements of factor analysis: KMO = 
0.810, indicating that the data are suitable for factor analysis; 
The Bartlett's Spherical Test statistic is 15426.316 and the 
associated probability is 0. 0000, so the null hypothesis of 
the spherical test is rejected. The result of KMO test and 
spherical test shows that there is correlation between the 
indicators of performance measurement, which is suitable for 
factor analysis. 

TABLE I.  EXPLAIN OF THE TOTAL VARIANCE 

Compone
nt 

Initial eigenvalue Extract the square and load it 

Total 
Variance 

/%
Accumul
ation /% 

Total 
Variance 

/%
Accumul
ation /%

ROE 
(%)

6.220 47.842 47.842 6.220 47.842 47.842 

ROA 
(%)

2.499 19.220 67.062 2.499 19.220 67.062 

Asset 
turnover 
(Times)

1.119 8.605 75.668 1.119 8.605 75.668 

Gross 
profit 

margin 
(%)

.994 7.647 83.314    

ROIC 
(%)

.652 5.015 88.329    

Sales net 
profit 

margin 
(%)

.635 4.882 93.211    

EBIT 
Margin

.303 2.328 95.539    

EPS 
(Basic)

.229 1.763 97.303    

BPS .161 1.236 98.539    

SPS .089 .685 99.224    

OCFPS .062 .478 99.702    
P/E 

(TTM)
.023 .177 99.879    

P/S 
(TTM)

.016 .121 100.000    

 
For the above 13 financial data in nearly eight years, this 

study uses factor analysis in SPSS19.0 statistical analysis 
software to reduce the dimension with maximum variance 
method and extract 3 main components: ROE、ROA  and 
asset turnover. The results are shown in Table I. 

According to the above analysis results, this study takes 
the variance proportion of three principal components as the 
weight to calculate the comprehensive performance index Y 
of listed companies: 
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Y=47.842 × ROE+19.220 × ROA+8.605 × Asset 
turnover. 

2) Independent variable 
As mentioned earlier, the dynamic capacity of enterprises 

are composed of adaptive capacity; innovation capacity; the 
capacity of organization flexibility. As the results of the 
performance of enterprises generally lag behind the behavior 
of managers and strategic decision-making, so for the 
indicator of R & D intensity, the study data collections lag 
one year, which means the study period of organization is 
2007-2015, yet the study circle of R&D is 2006-2014.  

 
TABLE II.  ACCORDANCE OF INDEX ASSIGN TO CORPORATE 

REPUTATION MAINTENANCE 
0 1 2 3 

Listed 
companies 

without 
violation of 

law 

Illegal trading of shares, 
Inaccurate performance 
forecast, Use a person 
with a bad  history or 

been publicly criticized 
by the China Securities 
Regulatory Commission 

Violations  been 
punished, 

pollution to the 
environment or 
twice violations 

More than 
twice 

violations, 
illegal behave 

or serious fraud 
in company 

The descriptive statistics of independent variables are 
shown in Table III. 

TABLE III.  DESCRIPTIVE STATISTICS OF INDEPENDENT VARIABLES 

 N 
Calculation 

formula 
Minimum 

value 
maximu

m 
Mean 

Capital 
density 

1001 

Fixed and 
intangible 

assets 
expenditure / 
main business 

income 

.0000158 1.3758 .13914

Resource 
diversity 

1001 

Capital density 
standard 

deviation / 
average 

-1.000 5.4411 .00036

Marketing 
intensity 

1001 
Sales expense / 
main business 

income 
.0017843 .463074 .06491

Management 
intensity 

1001 

Management 
expense / main 

business 
income 

.0065297 2.21089 .10135

Productivity 1001 

Main business 
income / 

number of 
employees 

.0009352 1635.016 98.920

R & D 
intensity 

1001 

R & D 
expenses / main 

business 
revenue 

.0000820 .251782 .04028

Corporate 
reputation 

1001 1, 0, 2, 3 0 3 .47 

 
This study choose the law violation of company 

executive in 9 years to measure the index of corporate 
reputation maintenance, assign 0 to the index if there is none 
violation, according the degree of violation, assign 1 to mild 

violation, assign 2 to moderate violation and assign 3 to 
serious violation. The accordance of index assign to 
corporate reputation maintenance is shown in Table II. 

 

IV. CONCLUSIONS AND IMPLICATIONS 

 
Since the data selected in this study contain 

characteristics of time-series data (financial information for 
each company from 2007 to 2015) and the cross-sectional 
data characteristics (dynamic performance indicators for 
each company), the state statistics software is used for the 
panel Data analysis. This method can simultaneously reflect 
the change rule and characteristics of the research object in 
two dimensions: time and section. Panel data regression 
mainly includes fixed effect and random effect model 
estimation. In order to obtain a model that conforms to the 
characteristics of the data sample, it is necessary to test both 
approaches. In this study, the hausman test of the two models 
showed that the random effect model had stronger 
explanatory power to the data results. The results are shown 
in Table IV: 

TABLE IV.  PANEL DATA RANDOM EFFECTS ANALYSIS RESULTS 

The 
dependent 
variable Y

Coef. Std. Err. z P>|z| 

Capital 
density 

-3.42844*** 1.378635 -2.49 0.013 

Marketing 
intensity 

-13.61768*** 5.029684 -2.71 0.007 

Diversity of 
resource 

allocation
-.3467661*** .1366228. -2.54 0.011 

R & D 
intensity 

5.046469*** 11.43291 2.19 0.018 

Productivity 0.0086445 .0025126 3.44 0.224 

Management 
intensity 

-15.8066*** 4.138227 -3.82 0.000 

Corporate 
reputation 

-1.74878*** .4291439 -4.08 0.000 

_cons 8.87966*** 1.555527 5.71 0.000 

Note:*** p<0.01, ** p<0.05，*p<0.1 
 
In this study, the maximum likelihood estimation method 

is used to carry out the random effect regression analysis. 
The results are as follows: As one of the indicators reflect the 
dynamic capability of enterprises’ ability to adapt, capital 
density has a great influence on organizational performance. 
Proposition 1 is right. And the negative relationship between 
the two shows that the greater proportion of capital 
expenditure, the worse the organizational performance is, 
that is , That is, the increase of capital expenditure of small 
and medium-sized listed companies or the expansion of 
production scale do not bring the same proportion of 
organizational performance, but reduce the organizational 
performance. There is a significant influence between 
marketing intensity in adaptability index and organizational 
performance, Proposition 2 is right. The negative correlation 
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coefficient between the two shows that the more enterprises 
account for the proportion of sales expenses the worse the 
organizational performance. There is a significant negative 
influence between the diversity of resource allocation in 
adaptability indicators and organizational performance, 
proposition 3 is right, which indicates that the more 
diversified the main business of small and medium-sized 
board companies, the worse their organizational performance. 

There is a significant positive effect between R & D 
intensity and organizational performance in the index of 
innovation capacity, Proposition 4 is right. It shows that the 
higher the R & D expenditure is, the better the organizational 
performance is. There is no significant effect between 
productivity in the index of innovation capacity and 
organizational performance, Proposition 5 is wrong 

There is a significant negative influence between 
management intensity in organizational flexibility index and 
organizational performance, proposition 6 is right. The 
negative sign shows that the enterprise whose management 
expenses account for a large proportion is worse in 
organizational performance. There is a significant negative 
influence between corporate reputation maintenance in 
organizational flexibility index and organizational 
performance, proposition 7 is right which indicates that 
enterprise with violation of law has relatively poor 
organizational performance, namely, the poor performed 
company executives are more motivated to violate the laws. 

It can be seen from the above conclusions that small and 
medium-sized board companies cannot make the 
organizational performance increase correspondingly by the 
economic growth pattern of increasing cost of sales expenses, 
increasing capital expenditure and the diversity of resource 
allocation. Only by intensive growth pattern that improving 
management efficiency, maintaining corporate image, 
enhance the level of innovation can promote the growth of 

organizational performance. Small and medium-sized board 
listed companies are business models selected from tens of 
thousands of Chinese enterprises; their business has been in 
the critical period of power switch, structural change and risk 
release. This also confirms the mentioned conclusion that if 
China's economy want to maintain the high-speed growth, 
we must speed up the transformation and upgrading of 
enterprises to cultivate a potential and wide influenced 
leading industries, and transfer potential supply demand to 
real productivity, only by this way , China's economic 
growth goals can be fast realized. 
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