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THROUGH VALUE CREATION AND DYNAMIC CAPABILITIES:
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Abstract: Traditionally, value creation is about producing new products and new
production processes that add value to the firm reflecting an increase in shareholders’
wealth and customers’ value. However, besides this economic focus, a new paradigm of
value creation emphasizes on financial, social and environmental sustainability,
accountability, and survival of the business to ensure long term value creation. The purpose
of this paper is to investigate the influence of dynamic capabilities on value creation in
public interest companies in Malaysia called Government Linked Companies (GLCs). This
study adopted the quantitative approach through a cross-sectional survey test to address the
research objective. The questionnaire survey was distributed by mail to 455 state and
federal level GLCs in Malaysia and collected 215 responses. The findings reveal that
dynamic capabilities play a significant role in developing value creation. This study is
expected to provide evidence on how to significantly enrich value creation through
dynamic capabilities that improve competitiveness in the industry, accountability and
sustainability, as well as to secure long-term performance.
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Introduction

In recent years, value creation has garnered international attention in response to a
progressive stream of issues, such as stock market pressure, product
discontinuation due to operation failures, and brand damage (Lau and Tong, 2008;
Prahalad and Ramaswamy, 2004; Wonyra, 2018). Consequently, value creation has
become a debatable element in ensuring business sustainability (Kraaijenbrink and
Spender, 2011). The success of value creation is marked through share prices
increases, as well as sales growth, reputation, profitability, customer satisfaction,
and product variation (Fernandez, 2015). The new paradigm of value creation
known as a comprehensive value creation, stresses on financial, social and
environmental sustainability and survival of the business to ensure long term value
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creation (Perrini and Tencati, 2006). Thus, value creation is an important element
for every organisation including Malaysian GLCs to secure their long-term
performance, sustainability and accountability.

GLCs are public interest companies or government privatised business entities that
are controlled by the government with an objective to achieve the commercial aim
of the government such as providing infrastructure and facilities for the public as
well as maximising its shareholders’ wealth (OECD, 2013; Wonyra, 2018). The
issue of lack of value creation in GLCs has gained a lot of attention (Ting and
Lean, 2012). The failure factors such as weak strategic planning, lack of
capabilities, and huge gaps in talent and execution skills are issues or challenges
faced by GLCs in achieving a competitive advantage (MINDA, 2009). Meanwhile,
the Auditor-General pointed out in the report’s preface that GLCs must operate
with accountability and integrity (The Star, 2017). Thus, accountability and
sustainability in GLCs could be achieved by having value creation.

This study aims to explore the highest level of firm’s capabilities, namely strategy
formation capability, heterogeneity of human capital, information technology
capability, new product development capability, and alliance management
capability based on the perspective of the dynamic capabilities theory as a factor
that influences value creation in GLCs. This paper is structured as follows: the
theoretical background includes the hypotheses development; the data and methods
are presented in the methodological section; the following section contains the
results of the analyses and their comparison with previously published papers; and
the final section focuses on drawing conclusions and implications, and presenting
limitations and future research.

Theoretical Background

Dynamic capabilities and value creation

Dynamic capabilities are defined as the capacity of the organisation to persistently
develop, increase, or transform the bases for resource and capability to address
changes in its environment. The theory is created to understand the foundations of
firm-level competitive advantage and organisational value. This theory assumes
business environments are strong innovation-driven global competition with strong
dynamic capabilities and good strategy anchored by difficult-to-imitate resources
that are the basis for sustained competitive advantage displayed by a handful of
firms that have endured for decades, even if they shift the focus of their activities
(Zhang et al., 2018).

Recent studies have provided some evidence relating to dynamic capabilities and
value creation. For instance, the study by Chirico and Nordqvist (2010) posits that
product innovation through knowledge of dynamic capabilities facilitates trans-
generational value creation. Meanwhile, Toms (2010) asserts that employment of
human resource will generate value creation. The value of a dynamic capability
depends on whether its function creates value, which means, it is always context
dependent. According to Martins, Kato, Martins, and da Silva (2014), dynamic
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capabilities perform a function that generates competitive advantages; however, in
certain cases, there is a possibility that it does not create a competitive advantage
where the value or benefit generated is not greater than its competitors. Thus,
innovative ideas by itself are of no meaning unless it has capable of adding value to
the organisation (Sulphey and Alkahtani, 2017). According to Faizan, Haque,
Cockrill and Aston (2019), the overall competitiveness and performance of the
organisation have a strong influence by the innovation.

In summary, literatures discussing the role of dynamic capabilities in value creation
have been established (Dahan et al., 2010; Martins et al., 2014; Toms, 2010).
However, these authors provide no empirical support for their proposition. These
empirical studies (Chirico and Nordqvist, 2010; Rohrbeck and Schwarz, 2013;
Yamaguchi, 2018) tend to examine dynamic capabilities of value creation in the
context of firms in developed countries leaving gaps to examine value creation in
the context of developing countries.

Strategy formation capability and value creation

Strategy formation has been at the centre of strategic management for more than
three decades (Mintzberg, 1973) and is related to effectiveness of the strategy
formed by the firms (Slater, Olson and Hult, 2006). Barney (1991) stated that a
strategy that increases effectiveness or efficiency, and is valuable, rare, and
difficult to imitate will create a competitive advantage for a firm compared to other
firms.

Most studies are agreeable on the influence of strategy formation in describing how
an organisation creates value for its stakeholders such as shareholders, customers,
and communities (Husted et al., 2012; Kaplan and Norton, 2004; Rohrbeck and
Schwarz, 2013). In this light, firms with effective strategy formation capability
could generate better business profits compared to their competitors, which leads to
gaining competitive advantages that generate value creation for the firm through
better strategies and clear choices about its portfolio and allocation of its resources
(McKinsey, 2010). Formation of well-planned strategies also would increase the
benefits and use of products through improved quality, function, or imaging, and
lower costs through production, efficiency, and other means (Kasali, 2010). In
addition, Slater et al. (2006) found that strategy formation would lead to
competitive advantage.

In this regard, prior researches have provided strong evidences that strategy
formation capability could generate firm value creation. With this capability, GLCs
are expected to design and execute a strategy that would increase effectiveness or
efficiency, while being valuable, rare, and difficult to imitate in order to achieve a
competitive advantage and firms can create value for their customers by improving
their market positioning, segmentation, and targeting. Therefore, the proposed
hypothesis is as follows:

H1:  Strategy formation capability has a significant and positive effect on value
creation.
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Information technology capability and value creation

Grover and Malhotra (1999) defined information technology (IT) capabilities as a
mechanism that is used in acquiring, processing, and transmitting information to
improve organisational performance. Studies conducted on IT literature have
suggested that the existence of efficient IT capabilities would allow greater
transmission and processing of the information necessary for decision-making
(Sanders and Premus, 2005; Zhu et al., 2018).

Some studies have found the significant influence of IT capability and value
creation in obtaining competitive advantages (Danesh and Yu, 2014). Porter (1980)
posited that IT can be used extensively to create a competitive advantage and
sustain firm performance. IT capability has also been shown to create a competitive
advantage when it forms rare, valuable, and difficult to replicate orchestrations
(Danesh and Yu, 2014). Moreover, Jurisch et al. (2014) and Trkman (2010)
postulated that IT capability could provide business value through its processes,
which are indeed crucial for performance.

Hence, based on the findings of past studies and the literature on the dynamic
capabilities, it is obvious that information technology capability as one of the
factors could generate value creation in GLCs through infrastructure, expertise, and
its capabilities in processing and producing information. Hence, the related
hypothesis appears below:

H2:  Information technology capability has a significant and positive effect on
value creation.

Heterogeneity of human capital and value creation

The heterogeneity of human capital under dynamic capability refers to the ability to
coordinate human resources that comprises the processes from recruiting, training
and deploying talent, in a timely and efficient manner, to ventures and projects
with the highest economic value. Heterogeneity in human capital also stands for
human features that diverge individuals from one another (Gomez-Mejia, Balkin,
and Cardy, 2001).

A number of studies has posited that the greater heterogeneity of human capital
could develop value creation through enhanced competitive advantages against its
rivals (Barney, 1991; Kasimoglu et al., 2011). Massingham and Tam (2015) found
that human capital creates organisational value through the satisfaction of the
employees, which will affect the turnover and strategic alignment of value creation
in the organisation. Human capital that is heterogeneously distributed throughout
the organisation and properties of its natural path dependence, embeddedness, and
the ambiguity of cause and effect, makes it a foundation for competitiveness
(Barney, 1991). Thus, competitiveness is about ability of the organisation to
compete, grow, and be productive in a market economy (Cajka et al., 2018).

Hence, heterogeneity of human capital could produce and sustain a firm’s growth
to ensure that it is specific to the originating firm and adjustment costs in new
environments, immediately preventing it from being taken over by competitors,
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which generates value creation by achieving competitive advantages. As such, past
studies have provided findings that value creation could be influenced by
possessing a greater heterogeneity of human capital. Based on the discussion, the
hypothesis is as follows:

Ha3: Heterogeneity of human capital has a significant and positive effect on
value creation.

New product development capability and value creation

A new product development capability can be shown through organisational
routines that shape the processes of innovation, which are aimed to reconfigure a
firm’s product portfolio (Danneels, 2008; Lawson and Samson, 2001). In this light,
product development is aimed at creating a concrete physical asset from an idea
and this relates to the innovation that is the mechanism by which firms produce
new products, processes, and systems essential for adapting to market changes,
technologies, and types of competition (Davila, 2000; Lawson and Samson, 2001).

Many studies have agreed that value creation can be developed through new
products and services development. Prior studies found a significant influence
between new product development and value creation (Miller and Floricel, 2004)
and competitive advantages (Lawson and Samson, 2001; Schilke, 2014; Song et
al., 2005). Hence, when a firm is able to sustain its profits beyond the average
within the similar industry, the firm is said to possess a competitive advantage over
its competitors that enables the firm to have superior value creation and to sustain
superior performance (Porter, 1980).

Thus, this competitive advantage results in value creation in a firm by generating a
strong brand product or service against its rivals and it is able to improve its
products to accommodate the product’s lifecycle. As such, it is proposed that new
product development capability could be one of the factors that influences GLCs to
generate its value creation. Consequently, the related hypothesis is presented:

H4:  New product development capability has a significant and positive effect
on value creation.

Alliance management capability and value creation

Schreiner, Kale, and Corsten (2009) conceptualised alliance management
capability as consisting of coordination, communication, and bonding skills. This
study attempts to focus on the type of experience that can actually foster the
development of the above skills within the firm, as well as the role played by intra-
firm governance mechanisms in the similar process. In this regard, Schreiner et al.
(2009) identified alliance management capability as a multidimensional construct,
which consists of coordination, communication, and bonding skills.

Organisations with a strong alliance management capability have routines to
support different alliance-related tasks. These tasks include partner identification
and inter-organisational learning which facilitates an effective execution of inter-
firm relationships (Schilke and Goerzen, 2010; Schreiner et al., 2009). Hence, a
greater alliance management capability is more likely to be positively related to
competitive advantage and value creation (Dahan et al., 2010; Helfat et al., 2007;
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Schilke, 2014). Firms that enter into alliances not just to create value, but also to
receive an acceptable portion of any value created through the alliance.

Hence, alliance management capability provides access to complementary
capabilities, substantial flow of knowledge between the partners, and effective
mechanisms that limit transaction costs between the firms. As such, as observed in
past research, it is clearly stated that alliance management capability has a positive
impact on value creation, a distinctive combination of resources and capabilities as
well as knowledge transfers. Therefore, the related hypothesis is as follows:

H5:  Alliance management capability has a significant and positive effect on
value creation.

Methodology

Sample and data collection

This study adopted the quantitative approach through a cross-sectional survey test
to address the objectives. In order to conduct this exploratory analysis, this study
employed the measurement in terms of a questionnaire survey. The questionnaire
survey was distributed by mail to 455 state and federal level GLCs in Malaysia.
This study used the total population as a sample distribution to increase the
response rate (Kadir et al., 2014).

The respondents for this research were chosen through purposive sampling which
is based on the characteristics of the respondents and the position that they hold.
These respondents include the Chief Executive Officer (CEO), Chief Finance
Officer (CFO) and Financial Controller (Spraakman et al., 2018). Those holding
these positions are normally those who oversee the organisations’ strategies and
their decision has a direct impact on all senior managers (Spraakman et al., 2018);
furthermore, the unit analysis of this study is the organisation. The response rate
for the study was 47%, as there were 215 valid and completed questionnaires
received from the GLCs (see Table 1). The rates for responses are within the range
of recent mail surveys in the same academic research field (Chenhall et al., 2011).
Measurement of variables

The questionnaire was adapted and designed from previous studies related to the
variables to be tested in this study and was amended to suit the objective of this
study. The respondents were asked to indicate the intensity of their agreement to
the sensitively constructed activities or operations ranging from very negative to
very positive (Zikmund, 2003), using a 10-point Likert scale. This scale was
chosen in measuring the variables as it is simple to administer, reduces forced
choice among the targeted respondents, and avoids data bias (Awang, 2014; Freyd,
1923; Leung, 2011). The measurement for each variable is shown in the following
table.

Regression analysis

Regression analysis is used in a situation to determine the correlation between the
variables where one independent variable is hypothesised to affect one dependent
variable (Sekaran and Bougie, 2013). The following regression model is
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formulated in accordance with the hypotheses used to test whether there is a
relationship between the variables in the context of this study. The parameters and
regression models are as follows:

VC =B, + B1SFC + B2ITC + + B3HHC + B4NPDC + B5AMC + ¢ Q)
Data analysis
The collected data was analysed using SPSS and Structural Equation Modelling
(SEM) analysis techniques to test the relationship among the constructs of interest
in this study and to conduct confirmatory factor analysis (CFA). In order to use the
SEM technique, this study employed the AMOS graphic software to analyse the
model in SEM. AMOS, an acronym for Analysis of Moments Structure, is the
software developed for analysing the SEM. Using AMOS, the empirical model was
tested against the hypothesized model for goodness of fit by assessing validity and
reliability (Awang, 2014).

Analysis and Findings

Validity and Reliability

Test of normality gives the results of the Kolmogorov-Smirnov statistics using the
SPSS software. This assesses the normality of the distribution of scores for each
variable in this study. The findings shows that all variables have a non-significant
result (significant value of more than .05 indicates normality) (Pallant, 2010).
Confirmatory factor analysis (CFA) was used to access the validity and reliability
of the data. Thus, the data needs to achieve the Fitness Indexes, the factor loading
for every item, and the correlation between constructs (Awang, 2014). All
constructs have a factor loading of above the minimum threshold value of 0.6
(Henseler et al., 2009; Awang, 2014), which indicates the importance of the
respective item in measuring its construct.

The value of Average Variance Extracted (AVE) of each construct are ranging
from 0.653 to 0.741, while value for Composite Reliability (CR) ranging from
0.851 to 0.950, and Cronbach Alpha are above the minimum threshold value which
concludes that the convergent validity and composite reliability for all constructs in
the pooled CFA have been achieved. The minimum threshold value for AVE is 0.5,
while the minimum threshold value for CR and Cronbach Alpha is 0.6 (Henseler et
al., 2009; Awang, 2014). The discriminant validity among the constructs indicates
the diagonal values are higher than any other values, which indicates that validity is
achieved.

Hypotheses testing

The objective of this study is to examine the effect of dynamic capabilities on value
creation. This study conducted the Pearson correlation matrix which is a procedural
remedy to reduce the likelihood of a common method bias (Podsakoff et al., 2003).
In order to address the no common method bias, this study performed the Pearson
product-moment correlation coefficient to investigate the direct relationship
between strategy formation capability, information technology capability,
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heterogeneity of human capital, new product development capability, alliance
management capability, and value creation.
Table 2. The results for relationship between independent variables and dependent

variable
v Path DV Beta SE P - value t-value Result
SFC —> VC 211 .061 .001 3.446 Significant
ITC —> VvC 141 .043 .001 3.249 Significant
HHC -—-> VC 117 .049 .018 2.388 Significant
NPDC | ---> VC 198 .067 .004 2.935 Significant
AMC | ---> VC 167 .054 .002 3.114 Significant

Tables 2 and 3 present the multiple regression result for the relationship between
the independent and dependent variables by providing R-Square of 0.67 and p-
value of less than 0.01 on the influence of strategy formation capability (SFC),
information technology capability (ITC), heterogeneity of human capital (HHC),
new product development capability (NPDC), and alliance management capability
(AMC) on the value creation (VC).
Table 3. Model Summary
Model R R Square | Adjusted R Square | Std. Error of the Estimate

1 .816 .665 .657 .50693
Note: *Predictors: (Constant), AMC, HHC, ITC, SFC, NPDC

The framework of this study suggests a number of dynamic capabilities as factors
that are hypothesized to have an influence on value creation in GLCs. The findings
of this study support all hypotheses (H1-H5) proposed in this study. Thus, dynamic
capabilities could generate value creation by creating and sustaining its competitive
advantages through its internal and external competencies which is the higher level
of its capabilities. Besides achieving competitive advantages, dynamic capabilities
also have a significant influence on firm’s sustainability and survival in dynamic
environments.

Thus, a firm’s internal competencies in GLCs establish the development of
resources and capabilities through coordination, reconfiguration, and a modifying
process which would be more difficult to imitate. Hence, this will create a
competitive advantage and lead to generating value creation. On the other hand, the
external competencies allow GLCs to develop, access, and exploit the resources
and capabilities from other firms through inimitable collaborative inter-
organisational relationships which will generate value creation with mutual benefit
with the partners.

Conclusion

In line with the dynamic capabilities’ argument on the role of the highest order
capabilities in enhancing value creation, the objective of this study is to examine
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the influence of dynamic capabilities on value creation in GLCs. This study aims to
answer the research question of whether dynamic capabilities influence value
creation of GLCs in Malaysia that reflect on accountability and sustainability of the
business.

Thus, dynamic capabilities create and maintain a competitive advantage over other
firms by responding to and creating a changing environment that in turn creates
value for firms through both internal and external competencies arising from
capabilities, which are high-level collections, learned, patterns, and repeating
behaviours that an organisation can do better than its rival does. These internal and
external competencies have a characteristic such as heterogeneous, rare, inimitable,
capabilities of its resources, and the organisation’s ability to see, sense, and
transform its resources and capabilities to adapt to the environmental changes.

This study offers a constructive assessments and recommendations to corporate
managers, which useful in management decision-making as well as increases their
awareness on the importance and benefit of using the higher order of its own
capabilities. It can be concluded that dynamic capabilities would lead GLCs to
generate value creation by achieving competitive advantages and sustainability
through its capabilities. Thus, these capabilities lead to a high-level accountability
in GLCs. Besides, it also would assist GLCs to meet global challenges in product
markets, and to allow them to focus on the firm’s value creation relative to
competitors in dynamic environments.

Limitation and future research

Despite the significant contribution of this study in the field of knowledge, it has
the following limitations. First, the sample was taken from Malaysian GLCs.
Hence, it is not certain if the findings can be generalised to other sector replications
which would be useful for future studies to replicate in other sectors in order to
address the question of generalisability. Third, this study used self-reports on the
variables, hence the use of top management as a respondent could minimise the
biasness of perceptual measure and further studies might consider other sources of
evidence to overcome this concern with annual reports and archival data.
Regardless of the limitations stated above, the findings of this study provide
valuable knowledge about the influence of dynamic capabilities on value creation.
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POPRAWA ODPOWIEDZIALNOSCI I ZROWNOWAZONEGO ROZWOJU
POPRZEZ TWORZENIE WARTOSCI I DYNAMICZNYCH MOZLIWOSCI:
EMPIRYCZNE STUDIUM W PRZEDSIEBIORSTWACH POZYTKU
PUBLICZNEGO

Streszczenie: Tradycyjnie tworzenie warto$ci polega na wytwarzaniu nowych produktéw i
nowych procesow produkcyjnych, ktore zwiekszaja wartos¢ firmy, odzwierciedlajac wzrost
bogactwa akcjonariuszy i wartosci klientow. Jednak oprocz tego aspektu ekonomicznego,
nowy paradygmat tworzenia wartosci ktadzie nacisk na stabilno$¢ finansowa, spoteczng i
srodowiskowa, odpowiedzialno$§¢ i1 przetrwanie firmy, aby zapewni¢ dlugoterminowe
tworzenie warto$ci. Celem tego artykutu jest zbadanie wptywu dynamicznych mozliwos$ci
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na tworzenie wartosci w przedsigbiorstwach pozytku publicznego w Malezji zwanych
przedsigbiorstwami powiazanymi z rzadem (GLC). W badaniu przyj¢to podejscie ilosciowe
poprzez przekrojowy test ankietowy w celu realizacji celu badawczego. Ankieta zostata
rozestana poczta do 455 panstwowych i federalnych GLC w Malezji i zebrata 215
odpowiedzi. Rezultaty pokazuja, ze dynamiczne mozliwosci odgrywaja znaczaca role w
tworzeniu wartosci. Oczekuje si¢, ze badanie to dostarczy dowodéw na to, jak znaczaco
wzbogaci¢ tworzenie warto$ci poprzez dynamiczne zdolno$ci, ktére poprawiaja
konkurencyjno$§¢ w branzy, rozliczalno$¢ i zrownowazony rozwoéj, a takze zapewniaja
dlugoterminowe wyniki.

Stowa kluczowe: odpowiedzialnos¢, dynamiczne mozliwosci, firmy powigzane z rzadem,
zrownowazony rozwoj, tworzenie wartosci.
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