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Abstract: Dynamic capabilities describe a firm’s ability to build, integrate and reconfigure internal and external competencies to address
rapidly changing environments and improve firm competitiveness. The aim of the study was to investigate the effect of four dimensions
of dynamic capabilities (sensing, learning, integrating, and coordinating) on the performance of hospitality firms. In addition, the study
examined the mediating role of product innovation in the relationship between dynamic capabilities and performance. The study
adopted the quantitative research design and the cross-sectional survey method was used for data collection. The Partial Least Square
Structural Equation Modelling was used for data analysis. Based on a dataset of 135 respondents, the results indicated that sensing,
learning and coordinating significantly affect the performance of hospitality firms. Innovation mediates the relationship between
sensing and learning capabilities and performance. Theoretical and managerial implications are discussed. The provision of seminars
and training on dynamic capabilities and innovation to top management and employees is important.
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INTRODUCTION

The socio-economic development of many countries and regions around the world is dependent on tourism. Tourism is one of
the strategies adopted by local authorities in South Africa to stimulate socio-economic development (Ntshangase and Ezeuduiji,
2020; Gorochnaya et al., 2021). The tourism industry including the hospitality sector is one of the most important pillars of the
South African economy. Tourism directly contributed 2.8% and indirectly accounted for 8.2% of South Africa’s gross domestic
product in 2018. In addition, the tourism industry directly accounted for 4.2% and indirectly contributed 9.2% of total
employment in 2018 (World Travel and Tourism Council, 2019). Skokic et al. (2016) and Richard (2017) point out that the future
of the hospitality sector especially hotels will be shaped by technological advancement, changing customer expectations, fierce
competition in the market and uncertainties in the business environment. Hospitality firms in South Africa operate in a dynamic
environment that is characterised by high levels of competition and innovative capabilities are one of the major sources of
competitive advantage and survival (Chipunza, 2020; Senbeto and Hon, 2020). The South African economy is characterised by a
low level economic growth and a high level of unemployment and these factors have negatively affected consumer confidence
and the consumption of goods and services (Pasara and Garidzirai, 2020).

The building of capabilities becomes vital under these circumstances. Firms need to renew their resources in order to adjust to
changing environmental conditions (Nieves et al., 2016). Dynamic capabilities (DC) describe a firm’s ability to build, integrate
and reconfigure internal and external competencies to address rapidly changing environments and improve firm competitiveness.
DC enable a firm to sense and seize new opportunities and renew its existing market base and can be used to explain the
association between the quality of management decisions, strategic change and firm performance (Teece et al., 2007; Barreto,
2010; Zhou et al., 2017). Pavlou and El Sawy (2011) point out that DC has four dimensions namely sensing, learning, integrating
and coordinating. The effect of DC on firm competitive advantage and performance has been a major issue of debate by
researchers (Peteraf et al., 2014; Zhou et al., 2017). Barreto (2010) contends that early studies assumed a direct relationship
between DC and firm performance and used the construct to explain firm level competitive advantage, success and failure.

Teece et al. (1997) and Teece (2017) propose that DC have a positive effect on firm performance and the construct can be used
to understand the fundamentals of firm-level competitive advantage. Makadok (2001) argues that DC are a causal mechanism that
can be used by firms to create economic profit. Zollo and Winter (2002) contend that in changing environmental conditions, there
is a direct and positive relationship between DC and superior performance and survival of firms. Nedzinskas et al. (2013) find that
the direct effect of DC on financial performance is insignificant but the direct effect on non-financial performance is positive and
significant. In contrast, another stream of research assumes an indirect relationship between DC and firm performance. Eisenhardt
and Martin (2000) and Zott (2003) argue that DC do not automatically improve firm performance. Competitive advantage and
improved firm performance do not necessarily rely on DC but on resource configurations that they create. Zahra et al. (2006)
contend that the relationship between DC and performance is indirect and is obtained by the way that DC change the quality of
substantive capabilities. In addition, DC can actually damage firm performance if used when not needed. Winter (2003) finds that
the cost and long-term commitment of resources may make DC unnecessary and costly for a firm to develop and use. Zhou et al.

* Corresponding author
http://gtg.webhost.uoradea.ro/


http://gtg.webhost.uoradea.ro/
https://doi.org/10.30892/gtg.362spl08-690

Dynamic Capabilities and Performance of Hospitality Firms in South Africa: The Mediating Effect of Innovation

(2017) note that the debate about the effect of DC on performance arose because the mechanisms through which DC affect
firm performance is unclear. In addition, DC studies have been mainly theoretical and empirical studies have been lagging.
Studies on mediating mechanisms have been scarce. Because DC can have a direct or an indirect effect on firm performance, it
is important to identify the variables that can have mediating effects in the relationship between the two constructs. One
variable whose mediating effect can be examined is innovation. This is because innovation is vital to a firm’s competitive
advantage and superior performance (He and Wong, 2004; Jensen et al., 2007; Ferreira et al., 2020). Kogabayev and
Maziliauskas (2017) describe firm level innovation as the generation of new ideas and the creation of new products, processes
and services that lead to increase in performance. Innovation can help a firm to adapt and shape the business environment and
are vital to patronage and loyalty in the hospitality industry. The types of innovation used in the hospitality industry include
product/service, process, organisational and marketing. This study focuses on product/service innovation. Product and service-
centric innovations are vital for maintaining and attracting customers and the sustainability of hospitality firms (Martin-Rios
and Ciobanu, 2018; Onojaefe and Nhepera, 2019). However, theoretical frameworks and empirical studies on how innovation
mediates the relationship between DC and firm performance are scarce (Zhou et al., 2017).

Therefore, this study has two objectives: First, the study will examine the effect of DC on the performance of hospitality
firms. Second, the study will investigate the mediating effect of innovation in the relationship between DC and performance.
The study will contribute to knowledge in the following ways. First, although DC is an important framework for understanding
firm competitive advantage, empirical research focusing on the hospitality industry is scarce (Nieves et al., 2017)) and studies
focusing on mediating mechanisms are more scarce (Zhou et al., 2017). Second, recent studies have tended to adopt the
multidimensional measure of DC (Teece, 2007; Nieves et al., 2017). However, empirical findings on the effects of the various
dimensions of DC on performance are inconclusive. This study will contribute to the literature on the use of strategic
management by hospitality firms and particularly on the direct or indirect relationship between DC and performance. This can
assist hospitality firms to design strategic management policies that can help to improve their competitive advantage and
performance. The study is structured as follows. Section two will review the literature and develop hypotheses. Sections three,
four, five and six will focus on the research methodology, results, discussion and conclusion respectively.

LITERATURE REVIEW AND DEVELOPMENT OF HYPOTHESES

1. Theoretical foundation of DC

The theoretical foundation of DC can be linked to the Resource-Based View (RBV). According to Teece et al., 1997), the
foundation of RBV goes back to the 1960s and can be associated with the work of Penrose (1959) and Andrews (1971).
However, Barney (1991) clarified the link between resources and sustainable competitive advantage. The RBV focuses on how
a firm uses resources and capabilities to reach a position of sustained competitive advantage and a higher level of performance.
According to the RBV, a firm is a collection of distinctive resources and capabilities that must be optimally employed by
management. The RBV argues that firms are heterogeneous in terms of capabilities, competencies and resources and their
long-term success depends on how they efficiently and effectively utilise these capabilities in the dynamic marketplace. In
addition, for a resource to contribute to sustainable competitive advantage, it must be rare, valuable, inimitable, and
nonsubstitutable. According to Amit and Schoemaker (1993), it is not just resources but also capabilities described as the
ability of a firm to deploy resources and bundles of skills and knowledge that are the real causes of competitive advantages. In
addition, capabilities can be operational or dynamic. Operational capabilities can be described as routines that allow a firm to
accomplish tasks on an on-going basis by using the same techniques over time in the production of goods and services with
solid demand in the market. Dynamic capabilities (DC) describe a firm’s ability to make adjustments as it operates in a
changing business environment (Helfat and Winter, 2011; BoZi¢ and Cvelbar, 2016; Seo et al., 2021).

2. Dynamic capabilities (DC)

Barreto (2010) points out that although researchers have provided a huge array of different conceptualisations of DC, Teece
et al. (1997) offer what can be regarded as the most important study on this topic and the first widely acknowledged definition.
Teece et al. (1997) propose that the DC approach as an extension of the RBV of the firm. Teece et al. (1997: 516) define DC as
“the firm’s ability to integrate, build, and reconfigure internal and external competences to address rapidly changing
environments”. Helfat et al. (2007: 4) define DC as “the capacity of an organisation to purposefully create, extend, or modify
its resource base’. Similar to Teece et al. (1997), Eisenhardt and Martin (2000:1107) define DC as “the firm’s processes that
use resources—specifically the processes to integrate, reconfigure, gain, and release resources—to match and even create
market change”. Drawing on previous definitions, Bareto (2010: 271) defines DC as “the firm’s potential to systematically
solve problems, formed by its propensity to sense opportunities and threats, to make timely and market-oriented decisions, and
to change its resource base”. DC have been classified into various dimensions by researchers. Teece et al. (1997) classify DC
into three main dimensions, which are sensing, seizing and transforming. Teece’s classification of DC is one of the most
widely used approaches by researchers (Zhou et al., 2017). Pavlou and El Sawy (2011) argue that the framework of DC by
Teece et al. (1997) has been produced at an abstract level and has failed to offer an appropriate measurement procedure. Based
on these limitations, Pavlou and El Sawy (2011) propose an operationalisation of DC through four processes: sensing, learning,
integrating and coordinating. This conceptualisation has been used by recent researchers on DC (Nieves et al., 2017;
Rashidirad and Salimian 2020) and will be adopted by this study.

2.1. DC and performance

2.2.1. Sensing capability and performance

In a dynamic business environment, customer needs, competitor action and technology are regularly in a situation of flux.
Sensing involves the scanning, creation and interpretive activities of new opportunities. Sensing entails investment in research
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activity, probing of technological possibilities and customer needs, understanding latent demand, the evolution of industries
and markets and the responses of competitors and suppliers (Teece, 2007; Nieves et al., 2017). Rashidirad and Salimian (2020)
point out that sensing capability focuses on the search for opportunities and threats in order to shape and interpret opportunities
in the market. Sensing capability has both an internal (firm-level) and an external aspect as it helps to create both inter-
organisation and external information to monitor changes in the environment. In addition, sensing capability regularly explores
and analyses information and knowledge to provide management with information to make effective decisions. Rashidirad and
Salimian (2020) find that sensing capability is positively related to value creation defined as the non-financial aspects of
performance measurement from the viewpoint of the stakeholders.

2.2.2. Learning capability and performance

Duchek (2020) remarks that because of growing complexity and uncertainty in the world, it is important to encourage the
capability of individuals and firms to learn regularly in order to continuously adapt to changing environments. The ability to
learn faster than competitors is one of the ways for a firm to create sustainable competitive advantage. Matysiak et al. (2018)
describe learning capability as the ability of a firm to use the opportunities identified through sensing capability to develop and
introduce new products and services. Learning can be internal or external. Internal learning can be acquired through the
training of employees by a firm while external learning can be gained through interaction with customers and suppliers.
Learning helps firms to create value in a dynamic business environment and is an asset that enables a firm to transform and use
its resources appropriately (Zott, 2003; Nieves et al., 2017; Rashidirad and Salimian, 2020).

2.2.3. Integrating capability and performance

Teece et al. (1997) and Teece (2007) point out that integrating capability focuses on the transfer of information or
technology amongst various units of a firm. Integration enables learning, sharing of knowledge and expertise and technology
transfer within a firm. Integration capability enables a firm to appraise the value of existing resources and integrate them. This
enables the firm to cultivate a new resource base and capabilities, which improves the ability of the firm to meet environmental
challenges (Oliva et al., 2019). Integrating capability includes integrating the resource base in the firm as a whole, integrating
existing and new knowledge obtained from external partners and integrating customer knowledge obtained from different units
of a firm in order to gain new customers. Integrating capability helps a firm to combine the knowledge of different individuals
and units into new operational capabilities (Nieves and Haller, 2014; Rashidirad and Salimian, 2020).

2.2.4. Coordinating capability and performance

Rehman and Saeed (2015) remark that coordination capability enables a firm to integrate all the tacit knowledge as well as
codified knowledge in order to produce and deliver products and obtain data about the needs and demands of the customers.
Coordinating capability helps to manage dependencies between firm activities and administers resources, task and activities in
order to deploy the reconfigured operational capabilities (Aminu and Mahmood, 2015; Rengkung, 2018). Coordinating
capability helps to assign resources to a task, appoint a right person to a right job, identify complementarities and synergies
among tasks and resources and orchestrate collective activities. This enables a firm to manage a rapidly changing business
environment, sustain competitiveness, maintain customers and improve performance through a dynamic redirecting and
realigning the resource base (Pavlou and El-Sawy, 2011).

It is hypothesised that:

H 1-4: DC as measured by (a) sensing (b) learning, (3) integrating (d) coordination are positively related to
performance.

3. DC, innovation and performance

Innovation can be described as a new idea, product, device or novelty. It is a multi-stage process that a firm uses to
transform ideas into new products, services or processes to compete and differentiate itself in the market place (Baregheh et al.
(2009). Product innovation also involves the introduction of new products and services through technological novelty with the
aim of providing a hospitality firm with a competitive advantage by decreasing costs and opening the pathway to new markets.
The introduction of new products by the hospitality firms can be internally or externally generated based on the degree of
complexity with new technologically-oriented products being for the most part externally generated (Martin-Rios and Ciobanu,
2018). Jiang et al. (2019) point out that a firm can use product innovation to redefine its current product markets and develop
new products to capture new market opportunities. Thus, product innovation is a key driver of sustainable competitive
advantage and survival and especially in situations characterised by intense market competition, changing market preferences
and technological discontinuities. Mabrouk and Mamoghli (2010) find that product innovation in the hospitality industry is a
major driver of customer satisfaction, customer retention and profitability. The implementation of innovation enables a firm to
become more flexible in its operations and drives the firm to improve the quality of its products, expansions of network and
technology competitiveness According to Likoum et al. (2018), sensing describes the ability of a firm to respond to customer
tastes and demand, changes in technological advancement and the market environment. Innovation occurs because of a firm’s
ability to sense the market and anticipate changes in the business environment (Alshanty and Emeagwali, 2019) find that
market-sensing capability has a positive effect on knowledge creation and firm innovation and the knowledge creation process
positively affects firm innovation. According to Migdadi (2019), learning enables a firm to appreciate and assimilate new ideas
and is an antecedent of innovation. Learning involves acquisition, transmission and use of knowledge and is closely linked to
innovation performance. Jiménez-Jiménez and Sanz-Valle (2011) examine the association between learning, innovation and
performance and found significant positive relationships. Learning capability is a significant factor in firm innovation and
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growth. Mesa et al. (2013) find that learning capability improves product innovation through the mediation of design
management capability. Learning capability is an asset that enables a firm to transform and use its resources properly and a
high level of innovation requires a high and effective level of learning capability. Integration capability can positively affect
innovation by helping the firm to integrate new technology with existing one in order to create new products and improve firm
process. Effective integration of internal and external knowledge leads to the development of new products that can positively
affect firm performance (Zhou et al. 2017). Innovation activities of different individuals and units in an organisation need
cohesiveness and coordinating capability in order to be effective and improve firm performance Rajapathirana and Hui, 2018).

It is hypothesised that:

H5-H8: DC as measured by (a) sensing (b) learning, (3) integrating (d) coordination are positively related to product
innovation

H9: Product innovation is positively related to performance

H10-H13: Product innovation mediates the relationship between DC (sensing, learning, integrating and
coordinating) and performance

RESEARCH METHODOLOGY

The study utilised the quantitative research design. Data was collected from the respondents through the cross-sectional
survey method. The sample population was all hotels, lodges and guesthouses in South Africa. Before the actual survey, a
pilot study was conducted with the owner/manager of twenty hotels, guesthouses and lodges in Polokwane. Two academics
in the area of Strategic Management also examined the questionnaire. Based on the results of the pilot study, minor
adjustments were made to the final version of the questionnaire. The survey was conducted between September 2019 and
February 2020. The questionnaire was divided into four sections demographic variables, dimensions of DC, innovation and
performance. The study focused on small and medium-sized guesthouses, lodges and hotels in Pretoria and Johannesburg in
the Gauteng Province and Polokwane, Makopane and Bela Bela in the Limpopo Province. The Gauteng Province is the
economic hub of South Africa and many hotels, guesthouses and lodges are located in the Province. The three towns in
Limpopo province have a sizeable number of hotels. The participating guesthouses, lodges and hotels were developed by
the researcher from the websites of the Tourism Grading Council of South Africa and Trivago. The Tourism Grading
Council of South Africa is an independent assessment agency that has established standards by which guests can compare
facilities in different guesthouses, lodges and hotels in South Africa. Trivago is a transnational technology company that
specialises in internet-related products and services in the lodging, hotel and metasearch fields. The number of employees
was used to classify the hotels. According to the National Small Business Act of South Africa (2019), a micro enterprise in
the accommodation industry will have between 0-10 employees, a small enterprise between 11-50 employees and a
medium-sized 51-250 employees. Accommodation firms that have more than 250 employees are considered as large.

Table 1. Questionnaire (author’s adaptation)

Construct Items A]gr%%ed Fégfggge
Dynamic
capabilities
1. Frequently scan the en Table ironment to identify new business opportunities. Pavlouand |1=strongly
Sensing | 2. Periodically review the likely effect of changes in our business environment on customers. ElSawy, disagree,
capability |3. Regularly review our service development efforts to ensure they are in line with what customers want. | 2011; Nieves | 5 strongly
4. Spend a great deal of time implementing ideas for new services and improving our existing services. etal, 2016 |agree
1. Have effective routines to identify, value and import new information and knowledge. Pavlou and 1= |
Learning 2. Have appropriate routines to assimilate new information and knowledge. ElSawy, di_ssatg;?gg y
capability 3. Effective in transforming existing information into new knowledge. 2011; 5 strongiy
4. Effective in utilizing knowledge in new services. Nieves agree
5. Effective in developing new knowledge that has the potential to influence service development. |et al., 2016 9
1. Employee’s individual contributions are channelled through their work group. Pavlou and 1= |
Integrating 2. Members of the firm have a global understanding of each other’s tasks and responsibilities. ElSawy, di_s?':g?g eg y
capability 3. Fully aware of who in the firm has specialized skills and knowledge relevant to our work. 2011; 5 strongiy
4. Carefully interrelate actions between members of the firm to meet changing conditions. Nieves agree
5. Members of the firm manage to successfully interconnect their activities. etal., 2016 |9
1. Ensure that the output of each employee’s work is synchronized with that of the rest of the group. |Pavlou and 1=stronal
Coordinating 2. Ensure appropriate allocation of resources (e.g. information, time, reports. ) ElSawy, disagreg y
capability 3. Employees are assigned to tasks commensurate with their relevant knowledge and skills. 2011; 5 strongiy
4. Ensure that employees’ expertise is compatible with the work processes they are assigned to. Nieves agree
5. Our employees are well coordinated. etal., 2016 9
1. Introduced many new services onto the market. ] 1=stronal
Product 2. Introduced many modifications to existing services. Nieves disagreg y
innovation 3. Constantly seeks out new services. ) etal., 2016 5 stron I’
4. Introduced more new services than our competitors. agree gly
5. New services introduced have caused significant changes in the industry . 9
1. Profit growth
2. Sales growth Spillan T1=strongly
3. Market share and Parnell |disagree
Performance | 4. Quality of products relative to competitors 2006 5 st?on 0
5. Customer retention relative to competitors agree qly
6. Customer satisfaction relative to competitors Y
7. Customer retention relative to competitors
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Micro lodges, guesthouses and hotels were excluded from the survey. Nieves et al. (2017) remark that higher category
hotels are more formalised and professionalised are more likely to be involved in DC and innovative activities. The simple
sampling method was used to select the participating establishments in the study areas. Managers/owners of accommodation
establishments were formally contacted through telephone calls and e-mails to solicit their participation. A combination of
email and self-administered questionnaire methods was used to collect data from the respondents. Confidentiality and
anonymity were assured and the names of the hotels and or owner/manager were not requested and not included in the
questionnaire. The participants in the survey were reminded weekly to complete the questionnaire through follow up phone
calls and emails. If no response is received after two months, it was treated as a nonresponse. The questionnaire was adapted
from previous studies with acceptable psychometric properties. The cover page of the questionnaire contained information
about the objectives of the study and that participation is voluntary. The study used the Partial Least Square Structural
Equation Modelling (PLS SEM) for data analysis. Table 1 depicts the questionnaire used by the study.

RESULTS

1. Response rate and biographical detail

Three hundred questionnaires were distributed and one hundred and thirty-five returned. The majority of the
accommodation firms that participated in the survey have operated for more than ten years (82%) and can be regarded as small
establishment (64%) with less than fifty employees. The characteristics of the respondents showed that the majority are males
(62%), with a diploma/degree (85%) and in the 41-50-year bracket (56%).

Table 2. The measurement model (author’s data analysis) Table 3. Discriminant validity (author’s data analysis)
Measurement | Mean | Item |Cronbach’s | Composite Construct PER SEN LEA INT COO PROD
Construct items | andSD |loading| alpha | reliability| AVE PER 0752
SENSING 4.45 SEN 0.604 0.811
(SEN) SEN1 106 | 0788 | 0802 | 0885 10658 LEA 0438 0549 0801
SEN2 0.764 INT 0.303 0.248 0.226 0.341 0.775
SEN3 0.821 COO 0.539 0.602 0.594 0.528 0.644 0.760
SEN4 0.869 PROD 0.617 0.598 0.447 0.537 0.501 0.752
LEARNING 3.96 -
(LEA) LEAL 099 | 0-866 | 0.781 0.899 |0.642 Table 4. Path coefficient and
LEA2 0.849 T-statistics (author’s data analysis) P<0.01; ** <0.05
LEA3 0.788 Hypothesised path | Beta | T-statistics | Decision
LEA4 0.769 H1 SEN—PER |0.161| 4.200* | Accepted
LEAS 0.726 H2 LEA—PER [0.149| 3.117** | Accepted
INTEGRATING | g 3.06 10801 | 0725 | 0858 |0.60L H3 INT-PER [0.069| 1.008 | Rejected
(INT) T 1.02 - H4 COOPER |0.152| 3.005* | Accepted
INT3 0.726 H5 SEN—PROD [0.172| 1.922** | Accepted
INT5 deleted 0388 H7 INT>PROD [0.048] 1.114 | Rejected
COORDINATING 3.48 H8 COO—PROD |0.103 1.408* ACCGptEd
(PBC) COO1 | 7104 [0771| 0808 | 0872 |0577]  ["HoPRODPER [0.149] 3.001* | Accepted
gggg 8;(232 Table 5 Mediation results (author’s data analysis)
COO04 0.735 - . Total Confidence
CO05 0.801 Mediation | Indirect effectand | interval bias | Decision | VAF
path effect -
PRODUCT 05 T-statistics | (corrected)
INNOVATION |PROD1 1'01 0.726 0.764 0.839 |0.566 LL UL
(PROD) : H10 -
PRODZ 0.808 SEN—PR | 0088** %32351) o A(;gft‘l’;f)d 520
PROD3 0.742 OD—PER ) )
PRODA 0.731 H1L —
PROD? deleted 0.382 LEADPR |o116++ | 0291 0068 | Accepted | 3986
(3.005) 0.314 (partial) | %
PERFORMANCE 4.08 OD—PER
PER1 0.728 | 0.815 0.898 |0.556 -
(PER) 1.04 H12 1355 0071 Rejected 6.64
PER2 0.801 INT—PR | 0.099 1.006 0'301 (no 0/
PER3 0.741 OD—PER (1.006) : mediation) | 7°
PER4 0.728 H13 Rejected
PERS5 0.759 COO—PR | 0.092 iggé 8222 (no 9(')90
PER6 0.733 OD—PER (1125) ) mediation) | 7
PER7 0.727 *P<0.01; ** <0.05 Source

2. Structural equation modelling

2.1. Measurement model

Hair et al. (2019) point out that the evaluation of the measurement model should include the examination of factor loadings
(>0.708), composite reliability (>0.790), Cronbach’s alpha (> 0.700) and the AVE (>0.500). Table 2 presents the results of the
measurement model. The values of the Cronbach’s alphas are greater than 0.700, the values of composite reliability range from
0.839 to 0.900 and the values of AVE from 0.566 to 0.658. This implies an acceptable level of construct validity. The AVESs
ranged between 0.566 and 0.658 suggesting a good convergent validity of the scales. The discriminant validity was assessed
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through the Fornell and Larcker criteria. The results as depicted by table 3 showed that the square roots of AVEs depicted on the
diagonals are greater than the corresponding correlation coefficients within the constructs. It can be concluded that the measurement
model is satisfactory. Diagonals in bold signify the square root of the AVE while the other figures depict the correlations.

2.2. Structural model

To assess the structural model, the common method bias, the goodness of fit, the Q? and the effect size were evaluated in
line with the requirements of Hair et al. (2019). The summary of the results of the path coefficients and T-statistics are presented
in tables 4 and 5. The results as depicted in table 4 show that three dimensions of dynamic capabilities (sensing, learning and
coordinating) have direct and significantly positive relationships with performance. The effect of integration is positive but
insignificant. Therefore, hypotheses one, two and four are accepted while hypothesis three is rejected. The relationships between
sensing, learning and coordinating and innovation are significant and hypotheses five, six and eight are accepted. The relationship
between product innovation and performance is significant and hypothesis nine is accepted. The two phases of mediation were
examined. (1) the determination of the significance and magnitude of the indirect effects (done through a bootstrap of 5000 sub-
samples and confidence interval to obtain information about the population distribution) and (2) the determination of the type of
effect and or mediation which can be full or partial and competitive or complementary. The existence of full or partial mediation
can be determined by the Variance Accounted For (VAR). If the VAR is less than 20%, mediation is close to zero, for VAR value
between 20% and 80% (partial mediation and above 80% (full mediation) (Nitzl et al., 2016; Hair et al., 2019). Table 5 depicts the
summary results of mediation. The indirect paths between sensing and learning and product innovation and performance are
positive and significant. Thus a complementary partial mediation partial is confirmed. Hypotheses ten and eleven are accepted.
The indirect paths between integrating and performance are insignificant. Hypotheses twelve and thirteen are rejected.

RZ, the

DISCUSSION

The study investigated the effect of four dimensions of DC on performance of hospitality firms. In addition, the study
examined if product innovation mediates the relationship between DC and performance. This is because innovation is a vital to
a firm’s competitive advantage and superior performance. Although DC is an important framework for understanding firm
competitive advantage, empirical research focusing on the hospitality industry is scarce. The results indicated that sensing,
learning and coordinating capabilities significantly affect the performance of hospitality firms. The effect of integrating
capability is insignificant. According to Nieves et al. (2017) and Rashidirad and Salimian (2020), sensing capability focuses on
the search for opportunities and threats in order to shape and interpret opportunities in the market. The identification of new
opportunities can increase sales and market share with a positive impact on performance. Learning capability is an asset that
enables a firm to transform and use its resources appropriately and the appropriate use of resources can positively affect
performance (Zott, 2003). Coordinating capability helps a firm to manage a rapidly changing business environment maintain
customers and improve performance through a dynamic redirecting and realigning the resource base (Pavlou and El-Sawy,
2011; Rashidirad and Salimian, 2020). The findings of the study are consistent with previous empirical studies on DC and firm
performance. Kimani and Otinga (2019) in a study done on manufacturing firms in Kenya find that DC significantly affect
performance. The findings of the study by Pervan et al. (2017) based on a sample of 118 small manufacturing firms in Croatia
reveal a statistically significant impact of DC on performance. Garrido et al. (2019) in a study that adopted Teece’s conceptual
dimensions (sense, seizing and reconfiguring) find that the three factors affect performance differently. While sensing and
reconfiguration demonstrate a negative relationship with performance, the effect of seizing is positively associated with
performance. Nedzinskas et al. (2013) investigate the effect of DC on the performance of SMEs in Lithuania.

The study based on a sample of 360 SMEs used both financial and non-financial measures to measure performance. The
findings indicate that DC as measured by sensing, seizing and reconfiguration have positive effects on non-financial
performance but their effects on financial performance are insignificant. Empirical studies have also examined the mediating
effects of some variables in the relationship between DC and performance. Pattanasing et al., (2019) find that DC positively
affect the performance of organisations. The findings of the study show that the indirect effect of DC on performance via the
high-performance firm is significant Hernandez-Linares et al. (2018) in a sample of 500 small and medium enterprises in Spain
find that not all the four dimensions of DC are equally important for performance. In addition, the study finds the moderation
effect of market orientation in the relationship between sensing and learning capabilities and performance. Zhou et al. (2017)
in a sample of 204 Chinese firms find direct significant relationships between sensing and reconfiguration capabilities and firm
performance. The direct relationship between integration and performance is not significant. In addition, technological
innovation mediates the relationship between sensing and reconfiguration capabilities and firm performance. Market
innovation also mediates the relationship reconfiguration capability and firm performance. The mediation effects of
technological and market innovation in the relationship between other DC dimensions and performance are not significant.

CONCLUSION

The study investigated the effect of DC on the performance of hospitality firms in South Africa. In addition, the studies
examined the mediating effect of product innovation in the relationship between DC and performance. The results indicated
that three dimensions of DC (sensing, learning and coordinating) have significant positive relationships with performance.
Product innovation mediates the relationship between sensing and learning capabilities and performance. The study has some
theoretical contributions. First, the study conceptualised DC as a multidimensional construct made up of four variables rrather
than treating the construct as unidimensional. Thus, the study was able to determine the effect of each DC variable on
performance. In addition, the study examined the mediating effect of innovation in the relationship between DC and
performance. Theoretically, the study established that the relationship between DC and performance can be direct and indirect
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through the mediating effect of product innovation. In addition, while studies have tended to focus on the effect of DC on
financial performance, the performance indicators used in this study included both financial and non-financial metrics.
Empirically, the study adds to the body of literature on the relationship between DC dimensions, innovation and performance
of hospitality firms. The study has some managerial implications. The findings show that three variables affect performance
and the indirect effect of innovation. Therefore, it is important for top managers of hospitality firms to invest in DC to sustain
competitive advantage. The findings also show that DC will be more useful when hospitality firms invest in product
innovation. Thus, the provision of seminars and training on DC and innovation to top management and employees is important.
Top management must foster an environment that supports the generation of new ideas by employees and the coordination of
such ideas to improve products and services. The study has some limitations and proposes some areas for further study.

The survey was cross-sectional in nature and data was collected at only one point in time. Therefore, other studies can
employ a longitudinal study design to better confirm causality. In addition, the mediating effects of environmental dynamism,
market orientation and entrepreneurial orientation can be examined by other studies. In addition, the study focused on the
indirect effect of product innovation. Other studies can investigate the mediating effect of other types of innovation (process,
organisational and marketing). Furthermore, the moderating effect of age and size of the firm can be examined.
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