
IMPACT OF DYNAMIC CAPABILITIES ON SMALL AI\D
MEDIUM ENTERPRISES PERFORMANCE IN A VOLATILE

ENVIRONMENT AS MODERATED BY
ORGANIZATIOI{AL II{ERTIA

By
PRASHEENAA JEYARANJAN

REG NO: EU/IS/2013/MS/39
INDEX NO: MS 1569

l.l-ffi illilililiillllill llllt +

A project report submitted to the Faculty of Commeiee and Management, Eastern

University, Sri Lanka, as a partial fulfillment of the requirement for the Degree of

Bachelor of Business Administration (BBA), Specialization-h Human Resource
,'' rj

3,

DEPARTMENT OF MANAGEMENT

FACULTY OF COMMERCE AND MAI{AGEMENT

EASTERN UI{IVERSITY, SRI I,ANKA

Management.

2019



ABSTRACT

ln present times the concept of dynamic capabilities has gained center of debate as it has been

considered one of the ways to deal rvith the changing environmental turbulence and pressrres

for inert organizations which eventually'lead to decline of organizational performance and

competitive advantage.

In Sri Lanka especially in Batticaloa, the studies related to dynamic capabilities, organizational

inertia and organizational perfornance are rare and there is need to fill this empirical gap by

investigating the influence of the dynamic capabilities of small and medium enterprises (SMEs)

on organizalional perfonnance, and the interaction between dynamic capabilities and

organizational inertia in a volatile environment.

The main objectives of the study are to measure the level of dynamic capabilities,

organizational inertia and organizational performance among SMEs of Batticaloa, to examine

the relationship among these three variables and to assess the moderating role of organizational

inertia in relationship between dynamic capabilities and organizational performance on SMEs

in Manmunai North Divisional Secretariat in Batticalo.a. To achieve these objectives, the target

population was considered as SMEs in Manmunai North Oidsionil Secretariat in Batticaloa

District. Questionnaires were issued to a sample of 160 SME owners in Manmunai North

Divisional Secretariat in Batticaloa. Descriptive, Pearson's correlation, simple and moderated

multiple regression analysis were used to analyze the data.

The findings show that the level of dynamic capabilities and organizatilnal performance were

high and the organizational inertia prevails in'lower level aqrong ,St in Manmunai North

DiviCional Secretariat in Batticaloa District. Also, findings indicated that dynamic capabilities

have a positive and significant relationship with organizational performance of SMEs. Also,

the relationships between dynamic capabilities and organizational inertia and between

organizational inertia and organizational performance were negative and significant. Further

findings of this study revealed that organizational inertia negatively moderates the relationship

between dynamic capabilities and organizational performance df SMEs in Manmunai North

Divisional Secretariat in Batticaloa District. 
.a,

By addressing the findings of this study SME owners could try to reduce the inertia in their

business by which the relationship between dynamic capabilities and performance can be

induced and this lead the businesses in achieving competitive advantages.

Keywords: Small and Medium Enterprises, Dynamic Capabilities, Organiqational

P erformance, Org aniqatio nal Inerti a

n



TABLE OF CONTENTS

of Contents

of Tables

of Figures

of Abbreviations

ter-l Introduction

Background ofThe Study

Research Problem

Research Questions

Research Objectives

Significance of the Study

Scope ofthe Study

7 Organization of Chapters

.8 Chapter Summary

ZLiterature Review

2.1 Introduction * 
;t?, lf.

2.2 Dy namic dap ab iliti e s
;l

2.2.lDynamic Capabilities in the context of strategic discipline

2.2.2 Tbe Key dehnitions of Dynamic Capabilities

2.3 Or ganizational Inertia

2.3.LOryanizational Ecology Perspective {

2.3.2 OrganizationalAdaptation Perspective 
3,

2.4 Organizational Performance

2.5 The Relationship between Dynamic capabilities & Organizational Performance

2.6The Relationship between Organizational Inertia & Organrzational Performance

2.7 The Relationship between Dynamic Capabilities & Organizational Inertia

2.8 Small and Medium EnterPrises

1

Page No.

I

II

m

VIII

XI

XII

t-6

I

2

aJ

4

4

4

5

6

7-26

7

7

7

8

11

t2

13

l4

I9

22

23

25

ilI



.8.1 Definition of SMEs in Sri Lankan Context

Chapter Summary '

r-3 Conceptualization and Operationalization

Conceptualization

Definition of Variables

3.3. 1 Dynamic Capabilities

3 .3 .2 O r ganizational P erformanc e

3. 3 . 3 Organizational Inertia

Operationafization

3"4.1 Operationalization of the Study

5 Theories to Underpin Conceptual Model of the Study

3.5.1 Resource Based View Theory

3 .5 .2 Or ganizational ln ertia The ory

.6 Chapter Summary

4 Research Methodology ,'

1 Introduction

4.1.1 Quantitative Research and Qualitative Research

.2 Research Philosophy I

i4.3 R.r.*.h,Afproach

4.4 Research Strategy

4.5 Time Horizons

4.6 Research Design

4.7 Study Population

4.7.1 Sampling

4.7.lSample Size

4.8 Method of Data Collection

4.8.1 Primary Data

4.8.2 Secondary Data

4.9 Research Instrument

.-
;

25

26

27-33

27

27

28

28

28

29

29

30

32

32

33

JJ

34-46

34

34

35

36

36

37

37

38

38

39

39

39

40

40

a.r'
ii

' l.#
.t

t'

IV



4.9. I Questionnaire Design

10 Reliability of Instr0ment

11 Data Analysis and Evaluation

4.1 1. 1 Univariate Analysis

4.1 1.2 Bw anate Analysis

, 4.11.2.1 Correlation Analysis

4.11.2.2 Regression Analysis

4. I 1 . 3 Moderated Multiple Regression Analysis

.12 Method of Data Presentation

i4.13 Chapter Summary

iChanter-s 
Data Presentation and Analysis

I

15.1 Introduction

S.2DataPresentation and Analysis for the Quantitative Study

5.2.1 Analysis of Reliabilify of the Instrument

5.2,2Data Presentation ;

5.2.2,I Personal Information ;

5.2.3The First Objective of the Study

5.2.3.I Level of Dynamic Capabilities

5.2.3.2 Level of Organizational Inertia

5.2.3.iLevel of Organ izational Performance

5.2.3.4 Level of Dynamic Capabilities, Organizational
Performance based on lnvestment of the Business

5.2.4The Second Objective of the Study

5.2.4.1 Correlation Analysis

5.2.4.2 Regression Analysis

5.2.5 The Third Objective of the Study

' 5.2.5.1 Moderated Multiple Regression Analysis

5.2.6 Testing Hypothesis of this study

5.2.6.1 Hypothesis One

5.2.6.2 Hypothesis Two

5.2.6.3 Hypotiresis Three

a
d'

,t
r ,)tl

40

4I

42

42

43

43

44

45

46

46

47-76

47

47

4l

48

48

51

52

52

53

Organizational 
54

Inertia &

55

55

s9

6l

6I

64

64

69

74

V



I

J ,., aouo,er Summary

I Cn"pt.r-6 Findings and Discussions

I e.t nt odu.tion

I U.r rtdtgs and Discussions for the Quantitative Study

I 6.2.1 Personal lnformation

I ,u.r..rDiscussion of Research Information
I

I A.Z.l The First Objective of the Study

[ 0.2.3.1 Level of Dynamic Capabilities
I

I 6 .2.3.2 Level of Organizational Inertia

I O.2.3.3LevelofOrganizationalPerformance

I U .2.3.4 Level of Dynamic Capabilities, Organizationallnertia & Organizational

J Performance based on Investment of the Business

j A.z.+The Second objective of the Study

J 
0.2.4.1 Relationship between Dynamic Capabilities & Organizational Performance

J O .2.4.2RelatLonship between Dynamic Capabilities & Org'anizdtional Inertia

I 0.2.4.3 Relationship between Qrgantzational Perfdrmance"& Organizational lnertia

1 e .r.tThe Third objective of the Srudy '{

I
$ e.Z.eDiscussion on the Hypothesis of this study
[,]i 6.2.6.1Hypothesis One 1 *

6.2.6p-Hypothesis Two | !
6.2,6.3Hypothesis Three 'l

6.2.7 Discussion of Hypothesis Results

6.3 Chapter Summary

Chapter-7 Conclusions and Recommendations

| 7.i Introduction
I

I 7.2 Conclusion

7.2.1Conclusion of Objective One

7.2.2Conclusion of Objective Two

7.2.3 Conclusion of Objective Three

7.3 Contribution of this Study

7.4 Recommendations of the study

75

77-92

77

77

71

78

79

79

80

80

81

81

81

82

83

83

84

84

86

89

89

92

93-98

93

93

93

94

94

94

95

VI



the Study

futurd studies

96

97

99

tt4

119

1-
,il

t !,
;f

VII


