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I. The case for 
(organizational) capabilities 
in a theory of economic 
development
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“There is no manual on how to 
transform a traditional economy into 

an innovation economy”

Financial Times, Special Report, November, 2016. 

Clearly, there is a desperate need for new mental models of economic 
development… in both developing and developed economies.
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Lord Keynes noted that waiting too long for the future to unfold will 
often cripple decision making.

“… our decisions to do something positive […] can only be taken as 
a result of animal spirits—of a spontaneous urge to action rather 
than inaction […] Thus if the animal spirits are dimmed and the 
spontaneous optimism falters, ... enterprise will fade and die.” 

Keynes, 1936, p.161
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Keynes and “Animal Spirits”: Foreshadowed Dynamic 
Capabilities?
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Definition of Dynamic Capabilities:

“The ability of an organization and its management to integrate, 
build, and reconfigure internal and external competences to 
address rapidly changing environments” 

(Teece, Pisano, and Shuen, 1997: 516)
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II. Structure of the Dynamic 
Capabilities Framework
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The lack of predictability and deep uncertainty is commonplace in interdependent 
innovation-driven competitive global economy… but not in our theories of management 
and policy.

▪ Existing “rules” of competition are being changed 

▪ Entirely new “rules” are invented (e.g. cloud computing, Amazon Prime, internet of 
things)

▪ New players constantly emerging (e.g., mobile money, start-ups versus the banks) 

To succeed in this world, managers need to be entrepreneurs; and entrepreneurs need to 

be (or find) managers too (e.g., Brin and Page found Schmidt to be CEO of Google).
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Deep Uncertainty Demands Entrepreneurial Management … 
in Big Companies and Small Companies Alike
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III. The Core of the 
Capabilities Framework
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IV. A Few Examples from 
the Private Sector
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Few Managers Are Entrepreneurial… Firms with Strong Dynamic 
Capabilities Are Uncommon

• Great operational managers add value and differentiation, too

• Tim Cook famously built Apple’s best-in-class supply chain capabilities

• Entrepreneurial management combines creativity, logical rigor, high risk tolerance, and people skills

• Not all entrepreneurial managers are of the same quality

• Poor managers can hold the firm back instead of propelling it forward (Rosenbloom, 2000)

• Board of directors have to search for and support CEO candidates who are both entrepreneurial and have operational 
experience and capabilities too.
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V. Competition Policy 
Applications of the Dynamic 
Capabilities Framework: 
Assessing Europe Digital 
Markets Act
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“competition from the new commodity, the new technology, the new source 
of supply, the new type of organization— competition which commands a 
decisive cost or quality advantage and which strikes not at the margins of 
the profits and the output of existing firms, but at their foundations and their 
very lives.” 

Joseph Schumpeter
1942

Implications

1. Static competition is “weak tea” compared to dynamic competition… innovation is the 
turbocharger if not the engine of competition. 

2. Innovation drives competition (perhaps more powerfully than competition drives 
innovation).

3. The two way causation is absent from competition policy frameworks in the EU and the 
US.

Dynamic Competition is What Matters Most

39 Copyright David J. Teece



Dynamic Capabilities and Dynamic Competition are 

“bedfellows”… or “two peas in the same pod”
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Jurists and Policy Makers Understand There is a Lacuna in Competition Economics

“Antitrust has historically focused on static (rather) than dynamic analysis… 
for a number of reasons. First the antitrust community… both lawyer and economists… have 
far greater familiarity and comfort with static analysis rather 
than dynamic analysis. Third there’s a perception… that dynamic analysis is less well 
developed…”

Thomas Rosch 

FTC Commissioner

2010

“Innovation over the longer run will deliver very large consumer welfare gains” yet 
competition authorities “routinely struggle to account for dynamic effects”

Christine Wilson

FTC Commissioner

Sept 11, 2019
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Mainstream and Neo Brandeisian Approaches to 
Competition Policy Sidestep This Lacuna:

• Innovation is the driver of competition policy?
• Mainstream sees competition driving innovation; but does not recognize 

that innovation drives competition
• Neo Brandeisians agree that innovation matters, but somehow only with respect to 

new entrants, not Big Tech firms themselves

• Neither recognize the broad spectrum nature of Big Tech competition – Moligopoly.

• Neither recognizes that “management matters,” and that firm level dynamic 
capabilities are a driver of competition just as much as competition drives innovation
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Need for New Intellectual Framework for 
Competition Policy

The very nature of competition has changed… because of 
innovation, the internet, and Big Data… but our intellectual 
frameworks, analytic tools, and mindsets, have not
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Traditional View
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• Competition comes from rivalry within industries and/or from substitute 
products.

• Numbers of competitors and entry barriers and other structural issues are 
key indicia of competitive market structure.

• Competition drives innovation.



Digital Economy Competition

• Innovation drives competition as much as competition drives 
innovation

• Ecosystems, not relevant markets, should be the unit of initial analysis

• Within ecosystems complements compete too.
• Companies with complements and substitutes both compete for available 

profits/rents, i.e., profits/rents in the ecosystem that can be contested vertically, 
horizontally, and laterally.

• Complementors can quickly morph into competitors… perhaps it’s better to see 
them as competitors or at least as potential competitors from the outset?
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Recognize That New Entry is Quite Possible… If You Have 
Strong Dynamic Capabilities

• “Indirect entry” and competition from complementors 
is very powerful

• New entrants can successfully target particular market 
segments with differentiated offerings, thereby disrupting/ 
challenging bigger players

• Size alone affords little protection:
• Workstation disrupted mainframes

• PC’s disrupted workstations

• Tablets disrupted laptops

• Successful new entrants in tech today are generally not “me 
too” imitators/emulators but firms that innovate in order to meet 
previously underserved customer needs
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Whatever Policy Changes Are Made, it is Important to 
Adhere to Elements of Policy That Promote Innovation 
and Dynamic Competition

• Respect intellectual property rights

• Protect business confidential data

• Favor business conduct that keeps “me too” imitators at bay

• Incumbents ought not be required to provide a helping hand to competitors… 
absent exceptional circumstances

• Price services at a full cost if duties are mandated

• Understand the nature of systemic competition from China

• Understand that business failures are often due to the lack of strong dynamic 
capabilities
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Policy/legal Fiascos Caused by Absence of Dynamic 
Competition Framework?

1. Facebook acquisition of Instagram (type II error?)

2. FTC case against Qualcomm (overturned by 9th Circuit) (type I error?)

3. Alstrom – Siemens merger (type I error?)
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Tech Firms Must Have Strong Dynamic Capabilities and 
Data Science Skills to Collect, Organize, and Analyze Data

• Machine learning and AI plays a role in classifying raw data.

• Understanding what data to store, and for how long, is a capability.

• Knowing how, when, and where to leverage data across markets is 
capability that helps:

• improve the product

• create new products and services

• Leveraging is procompetitively employed in both B2B and B2C 
situations (e.g. aircraft engines; Netflix movies)
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• Excite and Lycos lost the search engine game to Yahoo. Then Yahoo lost out to Google.

• Incumbency only gives you a seat at the table for the next round of innovation.

• There is not automatic “tipping point;” management matters

• Absent strong dynamic capabilities: 
• Incumbents will fail
• New entrants will fail
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Platforms That Do Not Innovate Will Be Overtaken By Others 
With Stronger Dynamic Capabilities… Increasing Reforms 
Doesn’t Produce Certain Outcomes in a VUCA World



DMA Will Chill Dynamic Competition

• Creates diverging and confusing obligations on digital platforms… including with 
respect to consumer and business users.

• Force platform developers to share the benefits of their investments with 
business users and rivals.

• Requires companies to provide a helping hand to competitors. 

• Blunts investment incentives.

• Rivals get the chance of free riding on the incumbent or innovating to create 
something new and better… and they are likely to take the easy road.
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• Is Europe sleepwalking towards a future it does not 
want?

• The DMA is ONE HELLUVA GAMBLE 

Based on a belief (not supported by data) that innovation around the edges 
of platforms will swamp loss of innovation on the core platforms.
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The EU’s Digital Market Act
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Some References To “Third Way” Work
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