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Abstract

This study integrates service innovation and the dynamic capability perspective to pro-
pose a new structure of “Dynamic Service Innovative Capabilities”, which firms use to
adjust, integrate, and reconfigure internal resources, and to respond to external environ-
mental alterations, in order to enhance the firm's capability to create new capabilities.
This study takes 254 fastener firms in Taiwan as the research object, and the results indi-
cate that the core competencies are the key factors for the success of dynamic service in-
novation capabilities and sustainable competitive advantage; and regardless of the
strength or weakness of the market or technical capabilities, it will be significantly af-
fected by the use of organizational learning and capacity reconfiguration in the dynamic
capabilities of the enterprise. Finally, in the conclusion, the conditions for nurturing dy-
namic innovation capabilities in organizations are discussed.

Key words: Dynamic Service Innovative Capabilities; Dynamic Capabilities; Core Com-
petencies; Sustainable Competitive Advantage; Fasteners Industry.

Introduction strategy, in order to benefit and preserve
their competitive advantage. Recently,
In highly competitive and changing strategy researches have attempted to
environments, operations must be capa- interpret sustainable competitive advan-
ble of anticipating alterations and con- tages, as based on a series of innovative
stantly be ready to make changes in their service conceptual frameworks, such as
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resources, especially popular dynamic
capabilities, and core competencies. The
dynamic capabilities approach has
grown to become an extension of the
resource-based view theory; however, as
RBYV is fundamentally a static theory, it
does not account for the evolution of the
resources and capabilities that form
competitive advantages. In the era of
service economy in recent years, the im-
portance of services has grown signifi-
cantly in both manufacturing and service
industries. Why does innovation depend
on services? The high-tech and manufac-
turing industries, of which Taiwan is
very proud of, actually contributes only
25% of the GDP, while the remaining
70% comes from the service industry.
This data reaches nearly 80% in the US,
and it also provides 80% job opportuni-
ties. Therefore, the economy of the next
generation is definitely driven by ser-
vices. The main reason is that services
are the most important source of contri-
butions for future economies.

Service innovation is a fundamen-
tal source of competitive differentiation
throughout markets and firms, and in
spite of the growing attention from aca-
demics and practitioners, to date; the
systematic scholarly questions regarding
the various needs of the theoretical basis
of service innovation have been re-
stricted. The challenge faced by service
organizations is to offer new and im-
proved services to clients; therefore, or-
ganizations must meet the demands for
service innovation in order to undergo
growth, increase their degree of produc-
tivity and quality of services, & antici-
pate and respond to changing customer
needs (Janssen et al., 2016). Service in-

novation is not just the innovation of the
“service industry”, but the innovation of
the “service system”, thus, it can include
new service contents, new customer in-
terfaces, or explore new market demands,
as the focus is on how much new value
is offered to customers. In addition, the
relationship between dynamic capabili-
ties and a firm’s sustainable competitive
advantage is still questioned, and
whether service innovation can create
value for firms is an important issue in
recent years. Therefore, this study is
mainly to integrate the impact of dy-
namic capabilities on service innovation,
propose a new perspective of Dynamic
Service Innovative Capabilities, and fur-
ther examine the impact of this capabil-
ity on the company's core competency
and sustainable competitive advantage.
This is the main motivation for this
study.

The fastener industry has been de-
veloped in Taiwan for more than 60
years, and with Kaohsiung as the core,
the relevant industry manufacturers are
gathering together, which also creates
the reputation of a “screw hole”.
Through the integrity of the industrial
supply chain, it masters key technologies
and forms solid competitiveness; espe-
cially in automotive screws, which ac-
counts for 28% of the global fastener
production value, and has won the repu-
tation of the “car screw” kingdom. In
spite of a growing number of reports on
fastener industries in Taiwan, a lot of
challenges must be completely addressed,
for instance: companies in China have
posted strong competition and created
some anti-dumping cases for Taiwanese
companies to shift their focuses to some
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higher value-added parts. Therefore, the
most urgent thing in Taiwan's fastener
industry is to actively develop core ca-
pabilities and innovative services to en-
hance its competitive advantage and po-
sition in the global fastener market.

Literature Review and Hypotheses

The Impact of Firm’s Service Innovation
on Core Competencies in Dynamic Ser-
vice Innovative Capabilities

Wang & Ahmed (2007) pointed
out the capabilities that organizations
must emphasize when developing ser-
vice innovation, meaning they must re-
combine and create new resources and
capabilities, and focus on the benefits of
the internal and external knowledge of
the organization to develop service in-
novation to achieve its construction, in
order to achieve the ability to build its
core competencies to respond to envi-
ronmental changes. Innovation capabil-
ity research is principally interested in
industry- or firm-specific factors.
Strenen et al. (2017) specified that inno-
vation capability, meaning higher-order
capability, could cast and handle multi-
ple capabilities. The development of ser-
vice innovation must be based on the
core competence of the organization, in
order to continuously inject new kinetic
energy into the services provided during
the development process, and to consis-
tently accumulate competitive advan-
tages. Therefore, service innovation is
closely related to the core competence of
the organization. The following hy-
potheses are presented:

H;: Firm’s service innovative capabili-
ties have positive impact on the
firm’s core competencies.

Carter & Calamtone (2002) argued
that service innovation can be based on
changes in the scope of existing service
systems, which enables companies to
demonstrate different performance than
in the past. Chesbrough & Spophrer
(2006) pointed out that understanding
customer needs is the cornerstone of
successful service innovation to attend to
customer needs, improve customer inter-
faces, and enhance customers' more re-
fined services to enhance the core com-
petence of the company. In addition,
Tsou et al. (2015) pointed out that inno-
vation will improve the quality of prod-
ucts or services through consistent deliv-
ery services, while the indirect profit
will improve corporate image, raise cus-
tomer loyalty, and appeal to potential
customers. Finally, Chen et al. (2009)
pointed out that a company's technology
choices can be combined with the con-
tent of innovative services to achieve the
appropriate utility, in order that innova-
tive services can proceed smoothly.
Based on the review of former studies,
the following hypotheses are made:

Hj,.q: The (a) new service concept, (b)
new client interface, (c) new ser-
vice delivery system, and (d) of
technological options of the firm
has positive impact on the firm’s
core competence (market and tech-
nical capabilities).

The Impact of Firm’s Dynamic Capabili-
ties on Core Competencies in Dynamic
Service Innovative Capabilities
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Core competencies are produced
by consolidating firm resources, and
stem from valuable capabilities, rare ca-
pabilities, costly to imitate capabilities,
and non-substitutable capabilities, and
such capabilities can gain sustainable
competitive advantage sources. This
study adopts Teece (2007) and Pavlou &
Sawy (2010) to consider the dynamic
capabilities of firms, which refer to the
ability of enterprises to integrate, estab-
lish, and reorganize internal and external
resources, and constantly create new
core capabilities to respond to the exter-
nal ability of rapid change in the envi-
ronment. Firm resources show the cur-
rent business situation, while dynamic
capabilities will develop new competi-
tive situations for the future, thus, help-
ing enterprises to move to the next stage
of competition. Pisano (2016) further
point out that such dynamic capabilities
refer to the ability of organizations to
purposefully reconfigure their internal
and external capabilities to meet rapidly
changing environments. Therefore, this
study infers the following hypothesis:

H,: Firm’s dynamic capabilities have
positive impact on its core compe-
tencies.

In addition, firms with dynamic
capabilities as the main body will correct
the existing problems of the organization
through repeated experience accumula-
tion and environmental detection, in or-
der that they can continuously improve
their own capabilities, adapt the organi-
zation to cope with environmental
changes, and believe that dynamic resis-
tance comes from learning. Therefore,
competitive advantage depends on the

acquisition and distribution of organiza-
tional expertise, as well as on the ability
to absorb new knowledge. Learning abil-
ity refers to the ability to integrate new
concepts or ideas into organizational
knowledge. The continuous development
of a firm in a rapidly changing environ-
ment depends on the organizational
mechanism for its transformation and
renewal, meaning the organization must
constantly reconfigure its resource struc-
ture to achieve valuable and necessary
internal and external resource transfers,
as rapid reconfiguration and transfer for
competition is the essence of dynamic
capabilities. Therefore, this research de-
velops the following hypotheses:

Hj,.c: The higher the degree of (a) coor-
dination, (b) learning, and (c) re-
configuration of firm’s resources,
the higher the positive impact on
the firm’s core competence (mar-
ket and technical capabilities).

According to Teece et al. (2007)
and de Wit-de Vries et al. (2018), in or-
der to combine, establish, and reconfig-
ure internal and external capabilities, and
to encounter rapidly changing environ-
ments, firms must look for potential and
emerging integration methods to com-
prehend its sources of competitive ad-
vantages. Therefore, this study develops
the following assumptions:

Hj: The higher the degree of firm’s dy-
namic service innovative capabili-
ties, the higher the positive impact
on the firm’s core competence
(market and technical capabilities).
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The Impact of Firm’s Core Competen-
cies on Sustainability Competitive
Advantage

Kabue & Kilika (2016) pointed out
that the establishment of core compe-
tency can bring and maintain the current
competitive advantage; however, to es-
tablish the firm’s long-term competitive
advantage (Sustainable Competitive Ad-
vantage), it must be leveraged by core
competencies to continuously update and
develop, and thus, continue to lead the
competition. Therefore, the core can
grow within the organization through
systematic and complex learning mecha-
nisms; however, firms over-emphasis on
internal resources and capabilities at a
certain point to establish their core capa-
bilities and develop development strate-
gies will render them unable to explain
that, when the external environment
changes, some of the firm’s core capa-
bilities will be eliminated. Therefore, the
above arguments are inferred:

Hy: The firm’s core competencies have
positive impact on the firm’s sus-
tainability competitive advantage
(Market-based, Customer- based
and Financial-based sustainability
competitive advantage).

Methodology
The Conceptual Framework

This paper suggests an integrated
theoretic model for linking firm innova-
tion service with sustainable competitive
advantage and core competencies, while
providing for the role of the external dy-

namic environment of the firm. There-
fore, based on the research questions and
the aforementioned literature, the overall
conceptual framework of this study is
organized, and the research structure is
shown in Figure 1.

Data Collection

This study uses the database pro-
vided by China Credit Information Ser-
vice Ltd., and takes Taiwan's fastener
industry as the main research sample. A
total of 400 electronic questionnaires
were sent out between February and
May 2018, a total of 254 valid question-
naires were collected, and the effective
questionnaires accounted for 67.0% of
the total questionnaires. The capital of
the collected sample companies in this
study is mainly under 3 million, account-
ing for 49.1%. In terms of turnover, it is
more than 10 million, accounting for
29.8%; in terms of the number of em-
ployees, most of the companies with
samples below 100 are about 85%. In
terms of the education level of the re-
spondents, the highest is university, ac-
counting for 82.5% of the total sample;
the respondents are the most in the pe-
riod of 6 to 10 years. In terms of job po-
sitions, managers account for the most
(30.5%). The role played by the project
is the largest number of project manag-
ers, accounting for 26.0%.
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Empirical Study

The impact of dynamic service innova-
tion Capabilities on the Firm’s core
competence

This section offers verification re-
garding service innovation, new service
concepts, new customer interfaces, new
service delivery systems, and new tech-
nology options, and determines whether
there is a positive relationship between
the results of the multiple regression
analysis of the market and technical
competencies of the core competence, as
well as the analysis results.

Among the four predicted variables,
the three facets of the new service con-
cept, the new customer interface, and the
new service delivery system have
reached a significant level, with regres-
sion coefficients of 0.454, 0.328, and
0.208, respectively. The impact of ser-
vice innovation on technical capabilities
is reflected in the four prediction vari-

ables, including the new service delivery
system and technology selection. The
regression coefficients are 0.395 and
0.493, respectively, showing that a new
service delivery system and technology
options play a very important role in the
impact of technical capabilities. The in-
fluence of a firm’s dynamic capabilities
on its core competence show that the
two facets of learning and reconfigura-
tion have reached a significant level, and
the regression coefficients are 0.427 and
0.383, respectively. The dynamic capa-
bilities show that the two aspects of co-
ordination/integration and learning reach
a significant level for technical capabili-
ties, and the regression coefficients are
0.294 and 0.357, respectively.

The above table shows that, the
overall regression model is quite signifi-
cant (F = 8024***), and the adjusted R’
0f 0.259 indicates that the model has cer-
tain explanatory power. The research
results show that the cross-multiplying
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Table 1: Regression Results of Dynamic Service Innovative Capabilities and Core Competencies

. Dependent Beta (B) T Statis- , 3 2 . 2 D-W  Max
Independent Variables Variables sics P-value F-value R° Adj. R value  VIF
New Service Concept 0.454*** 4235  0.000
New Client Interface Customer 0.328**% 3 125 0.000 12.254*** (0492 0.403 2.472 1.684
New Service Delivery System Competencies () 208 2.001  0.092
Technological Options 0.184 1.634 0.110
New Service Concept 0.107 0.923 0.563
New Client Interface Technology 0278 1.471 0.102 11.519*** 0.364 0.319 2.005 1.597
New Service Delivery System Competencies () 395%#* 3427  0.0001
Technological Options 0.493*** 4563  0.000
Learning us orner. 0.427*** 3125  0.000
Reconfiguration Competencies () 383%* 2721  0.001
Coordination Technology 094" 2351 00417 5500x 0276 0.251 1.958 1.831
Learning Competencies 0.357**  3.859 0.001
Reconfiguration 0.102 0.953 0.428
Service Innovation Dynamlc Ser- 0.244%* 2.351 0.041 8.024*** (0299 0257 1.985 1.765
Dynamic Capabilities vice IﬂﬂOV?j 0.418**  3.859 0.001
Service Innovation x Dynamic tive Capabili- 9 294* 2994  0.027

Capabilities ties

Notes: * P<0.10; ** P<0.05; *** P<0.01

terms of service innovation and dynamic
capabilities have significant effect on core
competence, and the regression coefficient
is 0.294, which shows that the stronger the
firm’s dynamic capability, the more service
innovation can produce the core compe-
tence of the enterprise, thus, Hj is estab-
lished. This means that the firm’s dynamic
service innovation capability plays a very
important role in the impact of core compe-
tence.

The Impact of Core Competence on The
Firm’s Sustainable Competitive Advantage

The results of the multiple regression
analysis of the customer-based sustainable
competitive advantage for the market ca-
pability and technical capability of the core
competence are shown in Table 2.
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Table 2: Regression Results of Core Competencies and Sustainability Competitive Advantage

. Dependent Beta (B) T Statis- , 3 2 . 2 D-W  Max

Independent Variables Variables sics P-value  F-value R Adj. R value  VIF
Market Competencies Market-based 0-373** 2784  0.011

Technology Competencies SCA 107 1.194 0.247 11.039*** 0.394 0.320 2.109 1.428
Market Competencies Customer-  0-438*** 4.628  0.000

Technology Competencies  paged SCA  0-506%** 5359 0.000 17.351%** 0.503  0.489 2.109 1.462
Market Competencies Financial-based 9-093 0472  0.633

Technology Competencies SCA 0.567 0.491 0.758  0.097 -0.013 - 1021

Notes: * P<0.10; ** P<0.05; *** P<0.0]

Table 2 shows that the market and
technology competencies reflect the re-
sults of the multiple regression analysis
of the customer-based sustainable com-
petitive advantage facet, and the overall
regression model reaches a significant
level. Among the two facet prediction
variables, only one facet of market com-
petencies reached a significant level, and
the regression coefficient is 0.373, which
shows that the firm’s ability to own
markets plays an important role in the
impact of customer-based sustainable
competitive advantage. The two regres-
sions of market and technology compe-
tencies yielded a significant level of re-
gression analysis for the market-based
sustainable competitive advantage. In
the two facet prediction variables, mar-
ket and technology competencies have
reached a significant level, and the re-
gression coefficients are 0.458 and 0.506,
respectively, which shows that the firm’s
market and technology competencies
play a very important role in the impact
of market-based sustainable competitive
advantage. The impact of core compe

tency on financially based sustainable
competitive advantage show that the
core competence and technical ability of
the firm’s core competence are not sig-
nificant in the results of the multiple re-
gression analysis of the financially based
sustainable competitive advantage.

Discussion and Implications
Summary of Results

Based on the above results, this
study finds that: First, this study inte-
grates the dynamic capabilities and ser-
vice innovation architecture to develop a
dynamic service innovative capabilities
theoretical framework, and through the
three stages of the dynamic capabilities
(coordination, learning, and reconfigura-
tion), determines the impact of the firm’s
core competence on firm performance.
This study believes that, if the fastener
industry in Taiwan can effectively pro-
mote or innovate their original core ca-
pability, it will enhance the impact of
dynamic capability on all aspects of the
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firm’s performance. Secondly, the core
competencies can be the basic factor for
the success of dynamic service innova-
tion capability and sustainable competi-
tive advantage. The fastener industry
should actively cultivate and accumulate
its intrinsically core competence, espe-
cially the market technology competen-
cies closely related to new products.
These technology competencies include
R&D, engineering, and manufacturing
skills, as well as the external relation-
ships between suppliers, distributors, and
customers. Firms can grasp the opportu-
nities of the market and narrow the dis-
tance between the company and the cus-
tomers, which will enable firms to gen-
erate benefits for correct and fast market
control.

In addition, the study found that
the number of employees in a fastener
industry company has a threshold for the
control of the number of employees in
the new service concept and technology
options. Therefore, the implementation
of service innovation in planning man-
agement practice must consider the dif-
ference in the number of employees.
Furthermore, this study also found that,
the strength and weakness of the firm’s
core competence, regardless of market or
technology capabilities, will be affected
by the learning and reconfiguration of
the firm’s dynamic capabilities. This
means that the company can effectively
and correctly integrate and coordinate its
actions and technologies inside and out-
side the organization, as well as the
learning mechanism for cultivating the
ability of employees to solve problems,
further adjust the organization’s needs
before competitors can take action, and

complete the ability to reorganize its re-
sources and the transformation of inter-
nal and external needs. This will enable
enterprises to grasp market opportunities
and bring the firm closer to the customer,
so that the firm can correctly and quickly
generate its benefits.

Finally, the strength and weakness
of the firm’s customer-based sustainable
competitive advantage will be affected
by the market power of the firm’s core
competence. This means that companies
can close the distance between the com-
pany and the customers by leveraging
the opportunities of the market, meaning
that the company can generate benefits
because it can correctly grasp the market,
which can lead to the creation of basic
value, the ability to cause customer loy-
alty, and bring sustainable competitive
advantage to the company.

Implications For Research And Practice

First, when companies pursue sus-
tainable competitive advantage, they
must plan a complete set of management
practices, including: regularly open
communication and coordination meet-
ings to allow departments to exchange
information with each other; flexibly
adjust their innovation processes, as well
as the management and practice of inter-
nal organization planning and adjust-
ment, employee education and training,
and new skills and new ability learning
opportunities, in order to enhance the
firm’s development of a stronger core
competence, and further achieve sustain-
able competitive advantage opportunities.
Second, firms must develop a complete
strategy for resources, capabilities, and
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competencies to respond to future com-
petition. However, the emergence of
corporate advantages requires cultivation
and continuous learning, investment, and
commitment of the company. The corre-
sponding concept of the level of the core
competence of a corporate strategy al-
lows the linkage between the core com-
petence and the corporate strategy archi-
tecture to be clearly seen. This concept
can help firms clearly understand each
other’s relationships when building core
competencies.

Finally, knowledge integration and
reconfiguration capabilities enable or-
ganizations to generate stronger service
innovations in highly competitive envi-
ronments. Firms must develop their own
competitive advantage to maintain their
position in the market, thus, “service in-
novation” is an indispensable key factor.
Knowledge integration ability has a very
important impact on the cultivation of
organizational core competitiveness;
even the procedures and characteristics
of its operations will affect the cultiva-
tion of organizational competitiveness.
When organizations collect knowledge
and information through various chan-
nels, and integrate old and new knowl-
edge, the market environment continues
to change. Therefore, if companies can
simultaneously adapt to changes in mar-
ket demands to adjust their operational
policies, they will be able to develop
timely innovation strategies. That is to
say, the stronger the reconfiguration
ability of the organization, the more fa-
vorable it is to the development of its
innovation strategy.
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