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Abstract: This research investigates the effect of dynamic capability and business strategy on the 

performance of accounting firms in an intensive competitive environment. Research findings 

suggest that dynamic capability resides in organizational process, position, and path, respectively. 

Training expenses, education of CPAs, and non-auditing services ratio are key issues fostering and 

enhancing dynamic capability. The theoretical result is further tested on empirical data of 

Accounting Firms in Taiwan. The result shows that dynamic capability and innovative strategy have 

significant and positive effects on performance. Besides, intensive competition influences 

organizational performance negatively. 
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1. Introduction 

The rapidly changing competitive environment is forcing accounting firms to seek for 

innovative and flexible means for competitions. As such, this study investigates how and why an 

accounting firm can sustain competitive advantage in a rapid changing environment. In particular, 

this research tried to answer these questions as how does an accounting firm change its capacity to 

deal with changing competitive environment? How does an accounting firm integrate its internal as 

well as external capability to cope with the rapidly changing environment?  

A potential framework for exploring the underpinning driving forces of the performance of 

accounting firms is the dynamic capability theory. Teece, et al. (1997) propose ‘dynamic 

capabilities’ as the firm’s ability to integrate, build, and reconfigure internal and external 

competences to address rapidly changing environments.  Teece, et al. (1997) further suggest that 

the dynamic capability resides in organizational position, process, and evolution path (Teece, et al., 

1997). Accordingly, the unique organizational routines and practices substantially influence the 

performance of accounting firms.  

During the 1980s, the services of accounting firms underwent expansion and extension beyond 

traditional areas. The traditional certified public accountant (CPA) market has matured and is 

currently saturated, and the increasing number of CPAs has aroused severe competition among 

accounting firms in Taiwan. At the same time, the deregulation of the industry and the introduction 

of complicated management policies have encouraged companies to expand their service scope. 
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According to the Ministry of Finance (MOF) in Taiwan, the number of accounting firms has grown 

from 433 in 1989 to 1,005 in 2003, with a total of 572 new firms. Among the 572 new firms, 390 of 

which were established after 1990.As a consequence of these changes, the local CPA industry has 

faced intensive competition. CPA firms constantly strive for enhanced capabilities and 

value-creation strategies to sustain the competitive advantage. Lee et al. (2003) found that the 

performance of a CPA firm are positively related to market share, on-the-job training, labor costs 

and lawsuit risk. They further found a negative relationship between earnings of CPA firms and CPA 

exam pass rate. Chang and Wu (2005) explored the strategic impact of brand name on accounting 

firms. They found that, after the cancellation of the audit fee floor, auditors with strong brand name 

recognition substantially expands their market shares. Nicholas, et al. (2016) examined the 

moderating role of three organization-level entrepreneurial orientation characteristics—autonomy, 

innovativeness, and risk taking. They found innovative Information System use is positively related 

to idea volume and idea diversity. 

Though previous research (Wilson and Daniel, 2007; Wu, et. al, 2016) has discussed the 

importance of dynamic capability, analysis to date have been mostly conceptual and only a limited 

studies that attempt to measure dynamic capability. Clearly, there is a need for further testing the 

strategic implication of dynamic capabilities. This study attempts to use qualitative and quantitative 

methods to establish a standard of dynamic capability measurement, and empirically examine the 

interaction of dynamic capability with strategy and environment to business performance. Such 

investigation is important because the effect of strategy and organizational type on performance has 

been the major concern for accounting management. In order to extend previous work on dynamic 

capability, competitive strategy and performance, this study focuses on the following goals: 

1. Develop an approach to measure the dynamic capabilities of accounting firms. 

2. Investigate the relationship between dynamic capabilities and performance. 

3. Present a model of the interaction of dynamic capabilities, environment, strategy, and 

performance. 

The following literature review discusses the dynamic capability theory and the implications of 

dynamic capability on organizational performance. Based on the theoretical discussion, the 

subsequent section proposes a theoretical model as well as a set of hypothesized relationships.  

The research methods and findings are presented in the following sections. Finally, we conclude this 

research by outlining the research implications, limitations, and further research. 

2. Literature Review 

2.1 Dynamic Capability 

The dynamic capabilities perspective, a theoretical extension of the RBV, combines ideas from 

resource-based theory and evolutionary theory to explore the source of competitive advantage in 

rapidly changing environments (Barney, 1986). Eisenhardt and Martin (2000) define dynamic 

capability 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. Dynamic 

capabilities thus are the organizational and strategic routine by which firms achieve new resource 

configurations as markets emerge, collide, split, evolve, and die”.  
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Dynamic capabilities are endogenous and context-dependent capabilities that developed from 

organizational processes, positions, and path (Teece et al., 1997). Process refers to the way things 

are done in the firm such as routines or patterns of practice. Position regards as organizational 

specific intellectual property as well as its external relations with suppliers and complementary. 

Path is defined as strategic alternatives available to the firm (Teece et al., 1997). Eisenhardt and 

Martin (2000) argued that dynamic capabilities are not tautology or difficult to identify. Rather, 

dynamic capabilities are specific and identifiable processes which in fact have been subjected to 

much empirical examination (Reynolds and Miller. 1992; Carter, Gartner, and Reynolds, 1996; 

Wilden and Gudergan, 2015). 

Although dynamic capabilities are often consider as highly idiosyncratic (Teece, et al., 1997), 

Eisenhardt and Martin (2000) suggest that certain commonalities seem to exist across firms. 

According to Eisenhardt and Martin (2000), all firms tend to perform a similar set of activities for 

resource acquisition or reconfiguration. As such, dynamic capability tends to reflect the important, 

yet common, steps that must be undertaken in order to modify a given resource base effectively. 

With this in mind, this study follows the conceptual theory proposed by Teece et al., (1997) and 

Eisenhardt and Martin (2000) and uses qualitative methods, including open-ended questions to 

measure the business implications of dynamic capabilities.  

2.2 The Relationship between Dynamic Capability and Performance 

Over the last two decades, scholars in the strategic management have attempted to understand 

the simple question of why some firms outperform than other firms in the same industry (Rumelt, 

Schendel, and Teece, 1994). Scholars have discussed this question from both theoretical and 

empirical perspectives. Among the various explanations, the resource-based view of the firm (RBV) 

draws the most attention. The RBV attributes the outstanding performance to heterogeneous 

organizational resources and capabilities (Amit and Schoemaker, 1993; Wernerfelt, 1984).  

While RBV explains the strategic implications of organizational resources and capabilities, it 

does not explain how firms strategically deploy resources to deal with changing environment. In 

recent years, scholars have focused on the importance of dynamic processes, including obtaining, 

developing and maintaining the allocation of resources and capabilities. The dynamic capability 

perspective supplements RBV to the extent that it explains how a company reallocates internal and 

external resource and capacity to cope with changes in the market. Yet, despite of theoretical and 

conceptual discussions, research into the relationship between dynamic capacity and performance is 

limited. 

Zott (2003) organized the past perspectives of dynamic capability and performance. He found 

three essential characteristics that lead to the different performance among enterprises; namely, 

Timing, Cost and Learning. He argued that dynamic capability changed the arrangement of resource 

(Eisenhardt and Martin, 2000), operating regulations (Nelson and Winter, 1982) and capability 

(Kogut and Zander, 1992). These variables determine the position of the firm and indirectly affect 

performance. To be more precise, dynamic capability is embedded in the organizational procedure, 

deciding the allocation of resources and operating regulations (Helfat and Raubitschek, 2000).  

3. Research Hypotheses 

Increasing evidence suggest that firm performance is affected by firm dynamic capability to 

integrate, build, and reconfigure resources and competencies (Teece, et al., 1997). On exploring the 

driving forces leading to success cross-industry joint venture, Kale (1999) suggests that knowledge 



ISSNs:1929-0128(Print); 1929-0136(Online) ©Academic Research Centre of Canada 

~ 30 ~ 

 

articulation and codification are important antecedents of dynamic capability. Zollo (1998) 

investigates the post acquisition integration processes in the banking sector. Zollo (1998) finds that 

acquirers who devoted more effort to codify their integration processes significantly improved their 

return on assets.  

Zott (2003) proposed a model that links the dynamic capabilities of firms to differential firm 

performance within an industry. Zott (2003) considers dynamic capabilities as a set of routines 

guiding the evolution of a firm’s resource configuration. Three performance-relevant attributes of 

dynamic capabilities are proposed: timing, cost, and learning of resource deployment. According to 

Zott (2003), timing, cost, and learning effects foster the emergence of robust performance that 

differentiate performance of firm. On exploring the implications of dynamic capabilities on 

organizational strategy, Lopez (2005) found that dynamic capabilities provide a solid instrument for 

the organization’s strategists. These capabilities enable the firm to activate and redirect the 

organizational resources to capture the business opportunity.  Dynamic capabilities are therefore 

key factors in optimizing the strategic course of the company’s performance. This leads to 

hypothesis 1: 

H1: Superior “Dynamic capability” associates with financial performance positively. 

Porter (1985) states that low-cost firms can be characterized by their vigorous pursuit of cost 

reduction, employing people with high levels of experience, practicing all possible economies of 

scale, acquiring process-engineering skills or the skills needed to design an efficient plant, 

employing a routine task environment, and producing standard, undifferentiated products. These 

characteristics imply that cost control and product knowledge are competitive essential. While 

business-units pursuing low cost tend to use output control for maximum effectiveness, these 

business-units constantly encounter a changing environment that challenges the adequacy of their 

control system (Miles & Snow, 1978). On the other hand, business-units pursuing a differentiation 

strategy tend to rely on strong research and development capability to produce unique products. 

Such competitive strategy focuses on acquiring and developing implicit product and process 

knowledge of which competitors are difficult to imitate.  

Miles and Snow (1978) and Porter (1980, 1985) all emphasize that different environments and 

organizational types require different strategies. Scholars such as Varadarjan (1992) and Varadarjan 

and Jayachandarn (1999) further propose the strategic implications of innovation. Thus, using the 

category suggested by Miller and Friesen (1982), this study distinguishes innovation from other 

variables emphasized by strategy. This gives hypothesis 2: 

H2: “Innovator” strategy associates with financial performance positively. 

Contingency theory suggests that a fit between the environment and the strategic process 

should have a positive effect on performance (Fiedler, 1976). Cowling and Waterson (1976) 

proposed the “Structure-Conduct-Performance”(S-C-P) model, under which market structure 

affects performance. Lee, et al. (2003) proposed that industrial environment affects the 

performance of accounting firms in Taiwan. According to Lee et al., market share and lawsuit risk 

will be positively related to the earnings of CPA firms. Chang and Wu (2005) investigate the 

relationships between brand name reputation, industry specialization and auditor market share after 

the cancellation of the audit fee floor. Chang and Wu point out that time is an important factor 

influencing the earnings of CPA firms. They argue that in 1991 the auditing market experienced an 

industrial structural change. According to Chang and Wu, such change is closely related to the 

raised passing rate of CPA exams.  

http://www.sciencedirect.com/#bib50
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Thus, this research attempts to explore the effect of the environment of accounting firms on 

their performance. Consequently, the following hypothesis is derived. 

    H3: Radical changes in a firm’s environment associates with financial performance   

negatively. 

Previous studies have indicated that the interaction between environment and strategy is 

positively related to performance (Varadarjan, 1992; Varadarjan and Jayachandarn, 1999). However, 

research into dynamic capability, environment and strategy remains scarce (Teece, et al., 1997, 

Eisenhardt and Martin, 2000). In addition to developing the concept of dynamic capability, Teece, 

et al., (1997) suggested future study to assimilate and empirically test the dynamic capabilities . 

Furthermore, Zott (2003) also recommended to test the impact of dynamic capability on changing 

industrial environment. He further suggests that empirical testing of dynamic capability would 

require data collection on critical performance-relevant attributes such as the costs of imitation, 

timing and learning speed. However, many of the costs are associated with reconfiguration of 

resources and are rarely quantified by firms. This makes measurements of the independent variables 

very difficult. At the same time, knowledge of the interactions of these independent variables, while 

valuable, is difficult to obtain. This study integrates the concepts of dynamic capability, 

environment, and strategy, to propose the following hypothesis. 

     H4: The interaction of dynamic capability, environment and strategy relate to 

performance positively.  

4. Research Methodology 

4.1 Regression Model 

Based on the foregoing hypotheses, the following model was constructed to test the 

implications of strategy, dynamic capability, and environmental factors on the performance of 

accounting firms. The strategy is distinguished based on “Non-traditional revenue per CPA”. High 

“Non-traditional revenue per CPA” indicates that the proportion of income derived from provision 

of new services is high. This kind of strategy, according to Miller and Friesen (1982), is called 

“Innovator”, and is similar to the role of “prospectors” described by Miles and Snow (1978). 

“Prospectors” constantly search for market opportunity, creation and alteration, emphasizing 

innovation and analysis. 

This study began by interviewing six partners of major accounting firms. Two partners each 

from three different categories of accounting firms: large, medium, and small, as defined by the 

Statistics Department of Ministry of Finance. Small firms represent proprietorship CPAs running a 

firm without audit income, serving public companies; medium firms are organized as partnership 

CPA firms without audit income, serving public companies; and large firms represent partnership 

CPA firms with audit income, serving for public companies). 

Interview outcomes are used to define the competitive level of the external environment and 

identify as Log of CPA numbers. The more numbers of CPA, the more competition of the business 

environment. This is then used as proxy for the environment. In 1998 the Fair Trade Committee of 

Taiwan determined that the audit fee standard is in violation of the Fair Trade Act, and asked the 

public accounting profession to abolish the standard in order to institute fair market competition. 

Accordingly, the long-standing audit fee standard, including the audit fee floor, was abolished.  
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The traditional audit market became increasingly competitive after these regulation changes in 

1998. Although certain macro-economic factors such as Gross National Product (GNP) or 

Composite coincident index may have some effect on firm performance, this study targets changes 

in the environment that enable more precise exploration of the effects on Dynamic Capability.  

In formulating the equations used in OLS analysis, this study takes dynamic capability, 

strategy and environment as independent variables. It then explores the interaction among the three 

independent variables. At the same time, the research of Kleinbaum (1998) offers interaction 

variables, such as “Dynamic Capability interaction with Strategy” or “Dynamic Capability 

interaction with Environment”. If the beta of interaction is significant, the moderating effect is 

significant. 

Perform = 0 + 1DC + 2Strategy + 3Environment + 4DC*Strategy + 5DC* 

Environment + 6Strategy*Environment + 7Size + 8Training + 

9Experience + 10Labor cost+  

Table 1. Variable Definitions 

Variable and  

expected effect 
Definitions  

Perform  (total revenue－total expenditure). 

DC (+) 

(Weights* Position ) + ( Weights* Process) + (Weights* Path). 

Note: After interview method, this study use (0.32* Standard of 

Education CPAs) + (0.32*Standard of Training expense) + 

(0.36* Standard of Non-traditional service ratio). 

Strategy (+) 

Non-traditional revenue per CPA = (taxes assistance services revenues 

+ taxes administrative appeal revenues + other services revenues 

+ management consulting service revenues)/ending number of 

partners 

Environment (-) Log (total numbers of CPA) 

Size (+) Log (total revenue) 

Training (+) Training expenses 

Experience (+) 
Work experience: Average age of total employees－Average of years 

of regular education of total employees. 

Labor cost (+) 
(Salaries + Transportation expenses + Pensions + Employee Fringe 

Benefits) /( ending number of employees) 
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4.2 Data Sources 

This research uses data from the Census Report of Public Accounting Firms in Taiwan. This 

data is published by the Ministry of Finance. The database consists of statistical information on 

registered accounting firms in Taiwan. The survey is targeted on all the accounting firms. For the 

purposes of the survey, the fiscal year runs from January 1
st
 to December 31

st
. The survey is carried 

out from June 1
st
 to June 31

st
 of the following year. The research covers the years from 1989 to 2003. 

However, in 1991, an investigation by the Ministry of Finance was combined with the Industry, 

Commerce and Service (ICS) census conducted by Accounting and Statistics of Executive Yuan in 

Taiwan. Thus detailed data is not available for that year. As such, this study takes 14 years of data, 

from 1989 to 1990 and 1992 to 2003, as research samples.  

5. Findings 

5.1 Descriptive of Statistics 

Tables 2 and 3 outline the profiles of the research sample. As far as performance is concerned, 

the mean of total samples is 3,797,352. Among which large firms are 28,720,592, medium-sized 

firms are 2,575,860 and small firms are 688,822. As for dynamic capability, this study first used the 

interview to find the most important factors: Education of CPAs in Position, Training expenses in 

Process, and Non-auditing Services in Path. We found that among the three factors of dynamic 

capability, the mean number of years of education in Position (Education of CPAs) is 16.341: 

16.704 in large firms, 16.480 in medium-sized firms and 16.248 in small firms. As in Process 

(Training expense), the mean expense is 366,342 in total samples, 2,264,485 in large firms, 254,338 

in medium-sized firms and 131,323 in small firms. In Path, the mean of Non-auditing Services 

Ratio in total samples is 0.132, but it is 0.081 in large firms, 0.127 in medium-sized firms and 0.141 

in small firms.  

This study uses Non-traditional revenue per CPA to represent strategy. The reason is that the 

higher the Non-traditional revenue, the more innovative of the strategy of the firms. Non-traditional 

revenue per CPA in total samples is 504,897, 766,916 in large firms, 504,785 in medium-sized firms 

and 467,581 in small firms. 

This study takes the Number of CPAs to represent Environment, because the higher the 

Number of CPAs, the fiercer the competition of the environment. However, there is a large 

discrepancy in the Number of CPAs among firms. Thus we translate the numbers to log number to 

make the distribution of variables resemble a “Normal Distribution”. As a result, the mean Number 

of CPAs per firm is 2.996 based on 16.549 in large firms, 3.110 in medium-sized firms, and 1.055 in 

small firms.  

In addition, this study treats size, training, experience, and labor cost to be the control 

variables. In size, this study takes Log (total revenue) as a proxy variable of market share and log 

translates it, so as to make the distribution of variables resemble a “Normal Distribution”. When the 

total revenue is high, it indicates the market share is high. The mean of the Log (total revenue) of 

firms in the sample is 15.170: 17.433 in large firms, 15.920 in medium-sized firms and 14.627 in 

small firms. Training expense was used as a control variable. Mean training expenses among firms 

was 120,282: 1,000,210 in large firms, 46,977 in medium-sized firms and 18,957 in small firms. 

Work experience was represented by mean CPA age minus mean CPA years of education (MA = 18 

years and BA = 16 years). Results show that mean aggregate work experience among the sample 
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firms is 565: 3,159 in large firms, 554 in medium-sized firms, and 204 in small firms. Labor cost is 

represented by the formula (Salary + Transportation expenses + Pensions + Employee Fringe 

Benefits)÷(ending number of employees). Mean Labor cost among firms is 286,883: 465,704 in 

large firms, 336,545 in medium-sized firms and 245,571 in small firms. 

It is clear that the basic data varies across firms. The interview findings also reveal that owners 

of firms are aware of the fierce competition of the environment. In order to achieve better 

performance, large firms seek global expansion while medium-sized firms expect to create new 

services and small firms search for ways to develop a niche market.  

Table 2. Sample Distribution 

 Total  Large Medium-sized Small 

Original 9,560 895 1,963 6,702 

Outlier 406 0 22 384 

Final 9,154 895 1,941 6,318 

Note: Outlier means unreasonable data, ex: a small firm has more than two partners. 

Table 3. Descriptive Statistics (4 panels) 

Panel A: Total samples (N=9,154) 

Variables PERFORM POSITION PROCESS PATH STRATEGY 
ENVIR- 

ONMENT 
SIZE TRAIN 

EXPER- 

IENCE 

LABOR 

COST 

Mean 3,797,352 16.341 366,342 0.132 504,897 0.477 15.170 120,282 565 286,883 
Median 750,986 16.000 72,000 0.026 80,000 0 15.165 1,800 235 255,419 

Maximum 654,000,000 23.000 119,000,000 1.000 20,877,142 2.511 21.602 87,984,142 55,454 17,096,035 

Minimum -11,240,590 9.000 0 0.000 0 0 7.313 0 12 0 
Std. Dev. 25,763,137 1.294 3,003,056 0.215 1,058,506 1.118 1.385 1,722,902 2,204 259,432 

 
Panel B: Large-sized firms (N=895) 

Variables PERFORM POSITION PROCESS PATH STRATEGY 
ENVIR- 

ONMENT 
SIZE TRAIN 

EXPER- 

IENCE 

LABOR 

COST 

Mean 28,720,592 16.704 2,264,485 0.081 766,916 1.219 17.433 1,000,210 3,159 465,704 
Median 8,147,514 16.667 330,607 0.049 316,853 0.778 17.223 49,500 1,189 442,548 

Maximum 654,000,000 19.667 119,000,000 0.599 11,328,805 2.511 21.602 87,984,142 55,454 1,276,945 
Minimum -11,240,590 13.600 0 0.000 0 0.301 12.859 0 44 30,090 

Std. Dev. 78,494,416 0.694 9,336,717 0.091 1,303,294 1.595 1.264 5,438,465 6,461 197,822 

 

Panel C: Medium-sized firms (N=1,941) 

Variables PERFORM POSITION PROCESS PATH STRATEGY 
ENVI- 

RONMENT 
SIZE TRAIN 

EXPER- 

IENCE 

LABOR 

COST 

Mean 2,575,860 16.480 254,338 0.127 504,785 0.493 15.920 46,977 554 336,545 
Median 1,884,440 16.000 102,400 0.045 135,500 0.477 16.008 9,450 449 322,986 

Maximum 51,164,162 23.000 7,237,159 1.000 6,798,700 1.908 19.268 5,179,476 7,460 2,423,336 

Minimum -2,127,758 9.000 0 0.000 0 0.301 11.454 0 24 0 
Std. Dev. 2,927,973 0.920 448,759 0.178 871,263 0.357 0.882 167,389 446 161,282 

 

Panel D: Small-sized firms (N=6,318) 

Variables PERFORM POSITION PROCESS PATH STRATEGY 
ENVIR- 

ONMENT 
SIZE TRAIN 

EXPER- 

IENCE 

LABOR 

COST 

Mean 688,822 16.248 131,323 0.141 467,581 0.023 14.627 18,957 204 245,571 

Median 487,620 16.000 50,000 0.011 30,000 0 14.794 0 171 217,710 
Maximum 16,216,676 23.000 9,570,535 1.000 20,877,142 1.041 17.182 5,197,905 1,961 17,096,035 

Minimum -3,292,200 9.000 0 0.000 0 0 7.313 0 12 0 
Std. Dev. 879,890 1.439 249,998 0.235 1,063,505 0.518 1.055 83,623 150 269,351 
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5.2 Dynamic Capability and Components of Dynamic Capability 

Though different types of firms develop different dynamic capability. First, this study 

identified the important factors that Position, Process and Path represent. The results of the 

interview indicate that the factors deriving dynamic capabilities are Education of CPAs in Position, 

Training expenses in Process, and Non-auditing Services Ratio in Path. In order to form the three 

major factors into components of “Dynamic capability”, this study standardized Position, Process 

and Path, and then multiplied the weights obtained by means of the Interview method: Position = 

0.32, Process = 0.32 and Path = 0.36, to obtain the components of Dynamic Capability.  

The qualitative research results show that the variables representing Position, Process, and 

Path are Education of CPAs, Training expenses and Non-auditing Service Ratio. In Table 3 Panel A, 

the means of Education of CPAs, Training expenses and Non-auditing Services Ratio are 16.341, 

366.342, and 0.132 respectively. The values of these three variables are very different. In order to 

show the significance of the variables in the components of Dynamic Capability, this study 

standardized Education of CPAs, Training expense and Non-auditing Service Ratio respectively, 

and then multiplied by the weights obtained through the Interview Method, that is 0.32, 0.32 and 

0.36. The formula for the Dynamic Capability of CPA firms is obtained as (0.32*Standardized 

Position) + (0.32* Standardized Process) + (0.36* Standardized Path) 

                    Table 4. Dynamic Capability and Components (4 panels) 

Panel A: Total Samples (N=9,154) 

    DC      POSITION        PROCESS          PATH    

Variables Composed Non-STD STD Non-STD STD Non-STD STD 

Mean 0.000 16.341 -0.003 366,342 0.008 0.132 -0.005 

Median -0.108 16.000 -0.245 72,000 -0.077 0.026 -0.483 

Maximum 29.004 23.000 5.672 119,000,000 89.675 1.000 4.945 

Minimum -4.288 9.000 -12.566 0 -1.000 0.000 -0.718 

Std. Dev. 0.673 1.294 1.013 3,003,056 1.442 0.215 0.986 

 

Panel B: Large-sized firms (N=895) 

    DC       POSITION        PROCESS          PATH     

Variables Composed Non-STD STD Non-STD STD Non-STD STD 

Mean 0.297  16.704  0.287  2,264,485  0.900  0.081  -0.230  

Median 0.036  16.667  0.264  330,607  -0.019  0.049  -0.366  

Maximum 29.004  19.667  2.670  119,000,000  89.675  0.599  2.570  

Minimum -0.763  13.600  -2.175  0  -1.000  0.000  -0.718  

Std. Dev. 1.449  0.694  0.539  9,336,717  4.380  0.091  0.421  

 

Panel C: Medium-sized firms (N=1,941) 

    DC       POSITION        PROCESS          PATH     

Variables Composed Non-STD STD Non-STD STD Non-STD STD 

Mean 0.008  16.480  0.096  254,338  -0.026  0.127  -0.040  

Median -0.056  16.000  -0.103  102,400  -0.075  0.045  -0.396  

Maximum 8.002  23.000  4.890  7,237,159  25.232  1.000  4.311  

Minimum -2.139  9.000  -5.968  0  -1.000  0.000  -0.718  

Std. Dev. 0.427  0.920  0.712  448,759  0.629  0.178  0.805  
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Panel D: Small-sized firms (N=6,318) 

    DC      POSITION        PROCESS          PATH     

Variables Composed Non-STD STD Non-STD STD Non-STD STD 

Mean -0.044  16.248  -0.075  131,323  -0.108  0.141  0.039  

Median -0.203  16.000  -0.255  50,000  -0.095  0.011  -0.522  

Maximum 4.166  23.000  5.672  9,570,535  12.292  1.000  4.945  

Minimum -4.288  9.000  -12.566  0  -1.000  0.000  -0.718  

Std. Dev. 0.539  1.439  1.129  249,998  0.253  0.235  1.084  

 

Table 4 indicates the standardized and non-standardized outcome of Position, Process and Path. 

The mean of dynamic capability among the sample firms is 0: 0.297 in large firms, 0.008 in 

medium-sized firms and -0.044 in small firms. This study then uses a regression model to verify the 

hypotheses of Dynamic Capability. 

 

5.3 Hypothesis Test 

Table 5 presents the final results. Based on the outcome of qualitative research, dynamic 

capability is categorized following the method suggested by Teece et al. (1997). Based on the 

findings of the qualitative research, this study used the weights of the three factors comprising 

Dynamic capability to verify the effect of Dynamic Capability on performance. We found that 

hypothesis I is confirmed, showing that Dynamic capability (1=1.201, t=3.720) has positive effect 

on performance. So, when accounting firms increase Training expenses, representing “Process”, and 

Education of CPAs, representing “Position”, and Non-auditing Services Ratio, representing “Path”, 

performance will be enhanced. Hypothesis 1 extended the theories proposed by many scholars 

(Teece et al., 1997; Eisenhardt and Martin, 2000), and presented findings similar to those of 

previous scholars, including Zott (2003), and Lopez (2005).  

In Hypothesis 2, firms with higher income from other (non-audit) services than general firms 

are defined as “innovators”. According to Miller and Friesen (1982), the “innovator” is similar to 

the “prospector” as described by Miles and Snow. (1978) The “Prospector” searches for market 

opportunity, creates changes and focuses on innovation and analysis. According to the results of the 

regression analysis shown in Table 5, hypothesis 2 is supported by this research (2=2.361, t=2.806). 

Such results indicate that strategy does present a positive and significant effect on performance. 

This finding is consistent with the results of previous research suggesting that an innovative strategy 

will result in improved performance (Varadarjan, 1992; Varadarjan and Jayachandarn, 1999). 

Innovative strategy will thus aid accounting firms in generating increased performance. In this 

context, “innovative strategy” is represented by the move toward multiple services, new services, or 

promotion of internationalization among local accounting firms. 

In Hypothesis 3, Cowling and Waterson (1976) proposed a “Structure-Conduct- Performance” 

(S-C-P) model, assuring that market structure would affect performance. Previous research has 

provided results similar to those of Cowling and Waterson. This study takes 1998 to be the 

dividing point for non-liberalization and liberalization. Results show that change in the external 

environment have a negative effect on performance (4 = -2.401, t = -3.606), indicating that fierce 

competition in the external environment decreases performance. Hypothesis 3 is thus verified. This 

finding is similar to that of Lee et al. (2003) and Chang and Wu (2004) who found that the 

industrial environment affects the performance of accounting firms in Taiwan. In addition to 

impacting performance, changes in the environment encourage accounting firms to alter their 

strategies, and look for possibilities to create diversified services.  
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Table 5. Regression Results for 1989 to 2003 

Perform = 0 + 1 DC + 2 Strategy + 3 Environment + 4DC * Strategy + 5DC * Environment + 

6 Strategy * Environment + 7 Size + 8 Training+ 9 Experience + 10 Labor cost + 

Independent Variables 
Total 

Sample 
VIF Large VIF Medium-Sized VIF Small VIF 

Intercept 
-6.262 

(-0.084) 
0 

-4.361 

(-0.766) 
0 

-1.735 

(-6.213)
***

 
0 

-9.005 

(-18.949)
***

 
0 

DC 
1.201 

(3.720)
***

 
4.819 

1.677 

(1.771)
**

 
5.205 

1.544 

(1.735)
**

 
4.462 

-1.040 

(-2.144)
**

 
1.559 

Strategy 
2.361 

(2.806)
***

 
2.719 

2.372 

(3.689)
***

 
1.255 

0.563 

(1.463)
*
 

1.600 
0.193 

(4.233)
***

 
3.377 

Environment 
-2.401 

(-3.606)
***

 
3.991 

-8.623 

(-2.491)
***

 
1.044 

1.196 

(5.007)
***

 
2.287 

-5.989 

(-0.420) 
1.513 

DC * Strategy 
3.400 

(2.772)
***

 
6.793 

1.977 

(0.888) 
2.135 

0.256 

(1.292)
*
 

4.323 
-0.047 

(-1.211) 
3.189 

DC * Environment 
-2.480 

(-3.393)
***

 
8.572 

-6.251 

(-1.860)
**

 
8.197 

1.111 

(7.735)
***

 
4.603 

-7.835 

(-2.356)
***

 
2.039 

Strategy* Environment 
1.708 

(1.317)
*
 

5.329 
9.091 

(2.402)
***

 
3.866 

0.722 

(1.786)
**

 
1.360 

0.222 

(1.445)
*
 

2.843 

Size 
1.727 

(-0.326) 
3.859 

2.540 

(0.715) 
1.113 

9.913 

(4.802)
***

 
4.338 

6.467 

(18.890)
***

 
2.102 

Training 
1.925 

(1.548)
**

 
1.553 

-9.747 

(-1.434)
*
 

2.900 
8.344 

(2.110)
**

 
1.198 

4.298 

(3.929)
***

 
1.112 

Experience 
1.019 

(8.213)
***

 
3.623 

8.923 

(4.910)
***

 
8.786 

5.698 

(1.339)
*
 

3.354 
-1.591 

(-9.658)
***

 
1.668 

Labor cost 
3.966 

(1.212) 
1.237 

6.007 

(7.130)
***

 
1.910 

4.726 

(5.583)
***

 
2.124 

0.039 

(1.087) 
1.130 

N 9,154  895  1,941  6,318  

Adjusted R
2
 0.865  0.881  0.617  0.422  

F-value 2840.9
***

  466.463
***

  186.128
***

  194.936
***

  

 

In addition to identifying Process, Position, and Path as the components of Dynamic Capability, 

this study also investigated the interaction between Dynamic Capability and other variables. Results 

show that Hypothesis 4 is partially confirmed. Dynamic Capability * Strategy and Strategy * 

Environment both have a significant and positive effect (4=3.400, t=2.772; 6=1.708, t=1.317), 

indicating that when competition is severe, the requirement for innovation is higher. In addition, 

innovative strategy is related to diversity of services. When competition is fierce, searching for 

additional resources and innovations of service income will be beneficial ways to enhance 

performance for accounting firms.  

Kleinbaum (1998) suggested the interaction variables used in Hypothesis 4, including 

“Dynamic Capability interaction with Strategy” or “Strategy interaction with Environment”. If the 

beta of interaction is significant, the “moderating effect” is significant. The research result shows 

that “Dynamic Capability interaction with Environment” has a negative and significant effect, 

implying that when Dynamic Capability highly interact with Environment, the organization often 

experiences shrinking revenue (5 = -2.480, t = -3.393). This phenomenon probably stems from the 

effects of the environment, which sometimes changes more rapidly than the Dynamic Capability of 

accounting firms can cope with. Thus causes a negative effect on performance. 
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This study also investigates the effects of the control variables: size, train, experience, and 

labor cost. Table 5 shows that size (7=1.727, t=-0.326), and labor cost (10=3.966, t=1.212) do not 

have significant effects; however, train (8=1.925, t=1.548), and experience (9=1.019, t=8.213) 

have significant positive effects on performance in accounting firms. 

Finally, this study compares the differences between large, medium and small firms and 

discovers that performance of large firms is usually positively affected by Dynamic Capability and 

Strategy, but Environment has negative effect. As for interaction, Strategy * Environment has a 

significant and positive effect, but Dynamic Capability * Environment has a significant and 

negative effect. As for control variables, experience, and labor cost have a positive effect on the 

performance of large firms, and train has negative effect.  

Among medium-sized firms, Dynamic Capability and Strategy have positive effects on 

performance, while Environment has a positive effect. As for interaction, Dynamic Capability 

*Strategy, Dynamic Capability * Environment, and Strategy * Environment all present significant 

and positive effects. As for control variables, size, train, experience, and labor cost all present 

positive effects.  

In small firms, strategy has a positive effect on firm performance, whereas the effect of 

Dynamic Capability is negative. As for interaction, Strategy * Environment presents significant and 

positive effect, whereas Dynamic Capability * Environment yields a negative effect. As for control 

variables, size and train have positive effects, but experience has a negative effect. 

As stated in the conclusion of the interviews, large firms look for internationalization; 

medium-sized firms tempt to creative new services and small firms find ways to transfer into Niche 

Market. Hence, the effects of the variables are not consistent between different types of firms. 

6. Conclusion  

This study organized research on dynamic capability, using data on accounting firms drawn 

from the census work of the Statistics Department of the Ministry of Finance, and examined the 

interactions among several variables. It provides a research basis for further study. The long-term 

data and concepts of dynamic capability that this study has presented provide a useful reference for 

the operations of accounting firms.  

Competitive advantages and capabilities vary in different accounting firms; but the concepts of 

integration and organizational restructuring abilities remain fundamental to all firms’ operations. 

Furthermore, through quantitative methods, the research data are categorized in accordance with 

variables.  

This study uses variables interaction that have not appeared in previous studies, together with 

an OLS regression model to explore the research hypotheses. Results show that hypothesis I, II and 

III are confirmed, and hypothesis IV is partially supported. Based on these results, this study further 

extends the concept of Dynamic Capability proposed by Teece et al. (1997), Zollo (1998), Zott 

(2003), by assuming that dynamic capability may be changed. When resources are insufficient, 

instead of enhancing the entire dynamic capability of the organization, the enterprise may select a 

portion of key Dynamic Capabilities for investment. 



Journal of Contemporary Management, Vol. 5, No. 4 

~ 39 ~ 

 

This study adapts both qualitative and quantitative methods, but there are two limitations. First, 

in order to meet the requirement for long-term data, this study uses long-term data of accounting 

firms collected by the Statistics Department of the Ministry of Finance. However, these statistical 

data were not designed for Dynamic Capability, and certain data is missing. Thus, many concepts 

and variable measurements are proxy variables which do not completely fit the definitions.  

Second, the research target in this study is accounting firms; conclusions cannot be generalized 

to other industries. Individual accounting firms have various types of operation and advantages. 

Future studies should investigate other industries to generalize the research findings.  
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