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Organizational Resilience, Innovation Capabilities, and Organizational Performance of SMEs

in high-risk contexts

Abstract:

This chapter aims to establish a link between innovative capabilities and organizational performance of
SMESs under the condition of organizational resilience, in relatively high-risk contexts such as emerging
economies of Asia. By establishing links between the two distinct innovation capabilities—explorative
and exploitative and organizational performance, the current book chapter contributes to the innovation
literature by establishing the vital role of these capabilities for SMEs operating in a high-risk context to
survive and improve their performance. Finally, our book chapter conceptualizes organizational
resilience as a contingency factor for the utilization of explorative and exploitative innovation

capabilities to enhance SMEs’ organizational performance, in relatively high-risk contexts.

Keywords: Dynamic capabilities; explorative innovation; exploitative innovation; organizational

performance; resilience; and SMEs.



1. Introduction

Small and medium-sized enterprises (SMEs) represent most businesses worldwide and significantly
contribute to economic development and job creation (The World Bank, 2021). They account for over
90% of all businesses and generate 50% of employment worldwide. Particularly, as Asian countries are
gaining prominence globally—SMEs are playing a vital role in the economic growth of these countries
(Lopes de Sousa Jabbour et al., 2020; Yang et al., 2020). This suggests that SMEs in this region are
critical for job creation, as well as economic development. With the growing importance of SMEs—
they are forced to seek new ways (e.g., developing distinctive expertise and technology) to achieve a
competitive advantage to compete with other industry players, particularly large firms (Saleem et al.,
2020; Shashi et al., 2019; Velamuri & Liu, 2017). In this concern, prior studies have argued that
innovation plays a critical role to survive and thrive in an increasingly competitive environment,
especially for SMEs (Oura ef al., 2016; Rosenbusch et al., 2011). Innovation offers SMEs the possibility
to enhance the performance of their newly developed products (Najafi-Tavani et al., 2018) and
transform their resources into innovative offerings that are more attractive to customers (Mazzucchelli
et al., 2021; Singh et al., 2022). Due to the importance of innovation for SMEs, a significant body of
research has analyzed the relationship between innovation and organizational performance (e.g.,

Exposito & Sanchis-Llopis, 2018; Love & Roper, 2015; Rosenbusch et al., 2011; Saridakis et al., 2019).

Despite significant research on the impact of innovation on SMEs’ performance in recent years, the
existing studies have mainly considered innovation as the ability to gather information and create the
knowledge needed to develop products and processes (Schoenherr & Swink, 2015; Zhang & Hartley,
2018), with relatively fewer efforts to distinguish between two distinct capabilities—explorative and
exploitative innovation capabilities as suggested by March’s (1991) seminal work. Explorative
innovation capability refers to “experimentation with new alternatives whose returns are uncertain,
distant, and often negative” whereas exploitative innovation capability relates to “the refinement and
extension of existing competencies, technologies, and paradigms” (March, 1991, p. 85). Explorative
innovation capability departs from existing skills and capabilities and is geared towards new customers
and new markets, but exploitation innovation capability leverages existing knowledge to serve the needs
of existing customers and markets (Ferreira et al., 2020). Given the unique nature of explorative and
exploitative innovation capabilities—their potential to influence organizational performance is
different. Also, it should be highlighted that firms operating in high-risk environments experience
challenges such as weak institutional systems, difficulties associated with financial system and foreign
reserves, policy uncertainty, and higher levels of corruption, among others (e.g., Hanifah et al., 2019;
Khan et al., 2023; Mei et al., 2019; Zeng et al., 2010). In a context mired by high volatility and risk,
the specific role of explorative and exploitative innovation capabilities for SMEs is critical to be

understood, as some prior studies have referred those innovative capabilities are an important way for



such SMEs to overcome external (including institutional) challenges and resource scarcity (Amankwah-
Amoabh et al., 2019; Burhan er al., 2021). Here, it is vital to stress that for SMEs operating in high risk
and volatile environments, organizational resilience is a major factor that helps them overcome those

risks, survive, and grow (Golgeci et al., 2020; Golgeci & Kuivalainen, 2020).

In this book chapter, we aim to offer a conceptual discussion where explorative and exploitative
capabilities are linked with organizational performance of SMEs under the condition of organizational
resiliences. According to the dynamic capability view (Teece ef al., 1997), explorative and exploitative
innovation are vital dynamic capabilities that allow SMEs in a high-risk context to survive and improve
their performance. While explorative capabilities enable organizations to explore new markets,
technologies, and business models, exploitative capabilities focus on optimizing current operations,
improving efficiency, and leveraging existing assets to generate value. To support organizational
performance, a dynamic capability view suggests that organizations should invest in both explorative
and exploitative capabilities. Further, the dynamic capability view emphasizes the importance of
organizational resilience in supporting both explorative and exploitative innovation. By fostering
adaptability, organizations can proactively identify and capitalize on new opportunities for explorative
innovation. They can also quickly respond and adapt to feedback and insights gained through

exploitative innovation, making necessary adjustments to improve efficiency and effectiveness.

By conceptualizing a link between the two distinct innovation capabilities—explorative and
exploitative and organizational performance, this book chapter strengthens the innovation’s
understanding in both academic and practical contexts. The presented argumentation establishes that
both explorative and exploitative innovation are vital dynamic capabilities that allow SMEs in a high-
risk context to survive and improve their performance. Further, our book chapter specifically highlights
organizational resilience as a contingency factor for the utilization of explorative and exploitative

innovation capabilities to enhance SMEs’ organizational performance.

The next section offers a literature review on the premise of explorative and exploitative capabilities
and how they support organizational performance of SMEs. Further, we argue the critical role of
organizational resilience to support the impact of explorative and exploitative capabilities on
organizational performance of SMEs in turbulent environments. This discussion is followed by
theoretical propositions addressing the conceptualization, innovation capabilities, organizational
resilience, and organizational performance in the context of SMEs. After that implications, limitations,
and future research directions are presented. Finally, the chapter concludes with the presentation of

conclusions section.



2. Literature Review

2.1 Innovation As a Multi-Dimensional Concept

Innovation is an important organizational capability as it improves the sales, profits, and competing
powers of organizations (Figueiredo et al., 2020; Sulistyo & Siyamtinah, 2016; Zahoor et al., 2021). It
is defined as “a means of changing an organization, whether as a response to changes in its internal or
external environment or as a preemptive action taken to influence an environment” (Damanpour, 1991,
p. 556). The seminal study of March (1991) suggests that innovation as a multidimensional and complex
phenomenon, including explorative and exploitative innovation. This multidimensional
conceptualization addresses whether innovation is designed for completely new customers or markets
(i.e., explorative) or whether innovation addresses the needs of existing customers (i.e., exploitative)
(Benner & Tushman, 2003). Specifically, explorative innovation relates to using new knowledge and
developing new products, services, and processes for new markets or customers (Jansen et al., 2000).
It is captured by “terms such as search, variation, risk-taking, experimentation, play, flexibility,
discovery, and innovation” (March, 1991, p. 71). In contrast, exploitative innovation concerns the use
of existing knowledge and extending products, services, and processes for existing customers (Jansen
et al., 2006; Levinthal & March, 1993). It is captured by “terms such as refinement, choice, production,
efficiency, selection, implementation, and execution” (March, 1991, p. 71). As explorative and
exploitative innovation draws upon unique resources and processes, they might produce different output
and impact organizational performance differently (O'Reilly & Tushman, 2013). In this concern, the
scholars have called to uncover the differential implications of explorative and exploitative innovations
as they do not carry the same levels of risks and require different investments (Khan et al., 2019; Limaj

& Bernroider, 2019; Zahoor et al., 2021).

It is important to further stress that influences of innovation can be different for SMEs as compared to
their larger counterparts (e.g., Dominguez, 2018; Zahoor et al., 2021). For example, explorative
innovation capability in SMEs can promote an entrepreneurial mindset among employees, empowering
them to take calculated risks, think innovatively, and pursue new opportunities (Raymond et al., 2020).
It can help to assemble teams with diverse skills and expertise to foster cross-pollination of ideas and
perspectives. Furthermore, exploitative innovation capability allows SMEs to seek and incorporate
customer feedback to refine products, services, and user experiences. Due to their closed culture, SMEs
can use exploitative capability to capture and document knowledge gained through experience and
learning (Donbesuur et al., 2023; Zahoor et al., 2023). It encourages SMEs’ employees to share best

practices and lessons learned to drive efficiency and effectiveness (Limaj and Bernroider, 2019).



2.2 Dynamic Capability View and Innovation Capabilities

The dynamic capability view provides a valuable perspective of analyzing how firms achieve
competitive advantage in changing market conditions (Teece et al., 1997). The dynamic capability view
asserts that a firm must possess ability to integrate, build, and reconfigure competencies to adjust to
environmental changes (Teece, 2007). While scholars debate on the nature and characteristics of
dynamic capabilities, the consensus view is that dynamic capabilities comprehend change creation and
are influenced by market dynamism (Fisenhardt & Martin, 2000), are firm-specific (Amit &
Schoemaker, 1993), are path-dependent and rooted in firm processes (Wang & Ahmed, 2007). To this
end, explorative and exploitative innovation are dynamic capabilities that can play a vital role in
addressing rapidly changing environments (Teece, 2014). In relatively risky emerging economies,
explorative and exploitative innovation capabilities are vital for achieving competitive advantage due

to lack of institutional support, resource scarcity and dynamic market conditions (Liu et al., 2020).

Despite the organizational performance potential of explorative and exploitative innovation capabilities,
SMEs in such countries are exposed to prolonged external shocks such as political upheavals, natural
disasters (e.g., COVID-19), market dynamism (e.g., demand variability), political instability, and
shortening product lifecycle (Cao & Shi, 2021; Liu et al., 2019). SMEs that do not resist the storm of
such changes fail and in many cases cease to exit (Shin et al., 2015). In such dynamic environments,
organizational resilience is a vital capability that allows SMEs to prepare for unexpected events,
respond to disruptions, and recover from crises by maintaining continuity of operations and control over
functions (Ortiz-de-Mandojana & Bansal, 2016; Zahoor et al., 2022). Organizational resilience can
allow SMEs to bounce back quickly from external shocks and respond to dynamic environmental
signals and develop flexible resources to apply to a wide range of interchangeable alternatives (Li et
al., 2021; Purnomo et al., 2021). As such, SMEs possessing organizational resilience can better utilize
their explorative and exploitative innovation capabilities to improve organizational performance.
Therefore, it can be argued that organizational resilience can (potentially) positively moderate
(strengthen) the influences of two distinct capabilities—explorative and exploitative innovation

capabilities on SMEs’ organizational performance, particularly the ones operating in risky markets.

2.3 Innovation Capabilities, Organizational Resilience, and Organizational Performance in

SMEs

Explorative innovation capability is defined as the ability to use new knowledge for the development
of new products, processes, or services for new customers or markets (March, 1991). It requires the
morphing of old knowledge with significantly new science to seek novel technological opportunities
that are disruptive in nature (Ryan et al., 2018). When SMEs engage in explorative innovation, they put

more effort into planning new innovation activities that can increase the growth expectation of firms
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(Hughes et al., 2021). In this context, explorative innovation capability serves as a specialized asset for
SMEs that is tacit in nature and can be a source of organizational performance (Wu & Peng, 2020).
Explorative innovation capability allows SMEs to develop new products, processes, or services with
improved technical specifications that can offer higher benefits to the customer over existing products
in the markets (Kyriakopoulos ef al., 2016; Zahoor et al., 2021). For example, Xero — a New Zealand-
based company — offered cloud-based accounting software. This explorative innovation-based
software provided SMEs with a user-friendly accounting platform that leverages cloud technology. This
simplified financial management, automated tasks, and provided real-time insights to SMEs about their
financial health. Thus, the focus of SMEs on explorative innovation capability can advance new ways
to make use of their resources to seize new rents and improve organizational performance. Specifically,
Asian SMEs often exhibit entrepreneurial attributes (e.g., risk-taking and proactiveness) that encourage
these firms to engage in risky activities (Dubey et al., 2020; Yang et al., 2019). An example is Zoho,
an Indian software company, that offers suite of cloud-based business applications for SMEs. This
business software allows small businesses to explore integrated solutions for customer management,
finance, HR, and more, improving efficiency and collaboration. Such SMEs are more likely to utilize
explorative innovative capability to improve their competitive position by offering novel
products/services and in turn providing novel benefits to customers. This can also allow SMEs to gain
a first-mover advantage in their markets, which can consequently increase the market share and return

on sales (Huang et al., 2014; Zahoor et al., 2022). Based on the above discussion, we propose that:

Proposition 1: Explorative innovation capability in SMEs positively influences organizational

performance.

Exploitative innovation capability is based on the use of existing knowledge and resources to extend
existing products and services for existing customers. This can allow SMEs to use their repetitive
processes to reap the benefits of improvement in their products and continue making incremental
improvements (Li et al., 2011), which can allow SMEs to achieve superior performance. Moreover,
exploitative innovation capability emphasizes process reliability and quality orientation (Limaj &
Bernroider, 2019). This can allow SMEs to take initiatives for process improvement, which in turn can
increase greater efficiency in innovation development (Saridakis ef al., 2019). An example is Patagonia,
a small outdoor apparel company, that is focusing on exploitative innovation. By using recycled
materials, reducing water consumption in manufacturing, and extending the lifespan of their clothing
through recycling programs, they have improved their products which align with their mission and
appeal to eco-conscious consumers. Although returns from exploitation innovation can be lower than
those of explorative innovation—SMEs prefer exploitative innovation over less specific and distant
outcomes of explorative innovation. As Cooper (1993) suggests, about 20% - 80% of R&D projects are

unsuccessful due to higher risks. In this regard, exploitation reduces the risks and failures in the



production process by enhancing the preferences of SMEs for existing competencies that can improve
not only product quality but also customer acceptance (Colclough et al., 2019; Loon & Chik, 2019)—
thereby increasing organizational performance. Particularly, Asian SMEs often suffer from liability of
smallness, limited availability of resources, and lack of institutional support (Su et al., 2020; Xiao et
al., 2020). This can restrict the R&D budget of such SMEs and encourage them to efficiently use their
limited resources (Lopes de Sousa Jabbour et al., 2020). Further, in the high-risk environment of
Pakistan, exploitative innovation capability enables SMEs to invest in low-risk activities and utilize
existing knowledge for innovation improvement and subsequent performance gains (Xiao et al., 2020).
In this sense, exploitative innovation capability can allow SME:s to utilize their existing knowledge for

improving product offerings and achieving higher performance. Hence, we propose that:

Proposition 2: Exploitative innovation capability in SMEs positively influences organizational

performance.

Organizational resilience is the ability of organizations to anticipate, avoid, bounce back, and adjust to
external environmental shocks (Harries et al., 2018). It is a path-dependent capability that
“organizations develop by noticing and correcting for maladaptive tendencies that help them cope with
unexpected circumstances" (Ortiz-de-Mandojana & Bansal, 2016, p. 1617). Organizational resilience
is a vital operational level capability for SMEs as they are highly vulnerable to crisis times given their
constrained financial and human resources (Eggers, 2020). An example is the outbreak of the COVID-
19 pandemic that caused the risk of failure for SMEs due to decline of financing options, employee
quitting jobs, reduction of customer demands, and decrease in economic growth (Amankwah-Amoah
et al., 2021; Brown & Cowling, 2021; Duarte Alonso et al., 2020). The risk of failure is even greater
amongst Asian SMEs operating in risky countries as lack of institutional support and resources to cope
with dynamic changes (Asia Development Bank, 2020; Burhan ef al., 2021). However, at the same
time, the constant exposure to such challenges in their markets tend to make SMEs more resilient to
cope with external shocks and respond to new product demands (Bianchini & Kwon, 2021). As such,
this can be argued that organizational resilience is a vital operational capability to take advantage of
innovation capabilities for organizational performance. Stating differently, organizational resilience
might moderate the impacts of explorative and exploitative innovation capabilities on organizational
performance given that SMEs might find it difficult to balance and simultaneously pursue both these

activities.

Explorative innovation capability entails variation, risk-taking, experimentation, and innovations
(Benner & Tushman, 2003). This can allow SMEs to develop novel products, processes, or services that
can increase market performance. However, Asian economies are dynamic with growing fluctuations

in customers’ demands and changes in political systems. In such a case, organizational resilience can



enable these SMEs to cope with the external environments by effectively utilizing explorative
innovation capability for organizational performance. Organizational resilience entails features like
identification, response, experimentation, adaptation, and flexibility (Iborra et al., 2020). It allows
SMEs to withstand stress and recover from external shocks by acquiring and using new knowledge for
product innovations, thereby leading to enhanced market shares. This is consistent with the dynamic
capability view suggesting that firms need to exploit complementary dynamic capabilities to overcome
inertia and timely respond to environmental changes (Eisenhardt & Martin, 2000; Teece et al., 1997).
While organizational resilience is vital to manage tensions effectively and have stability to survive
(Duarte Alonso et al., 2020; Fath et al., 2021), explorative innovation is crucial to experiment with new
ideas and develop new product offerings for new customers or markets (Hughes et al., 2021). As a
result, the importance of combining organizational resilience with explorative innovation capabilities
becomes more evident. Once SMEs identify threats and disruption in external environment, they can
strategically respond to these threats by introducing technologically superior products, which in turn

promotes market performance. Thus, we propose that:

Proposition 3a: The effect of explorative innovation capability on SMEs’ organizational is conditioned
on organizational resilience such that the relationship will be strengthened at a high level of

organizational resilience.

Exploitative innovation capability allows SMEs to leverage their existing knowledge and resources for
improving products, processes, or services (Ferreira et al., 2020). Exploitation innovation capability
entails low-risk activities that can ensure SMEs' immediate survival and organizational performance.
However, the external shocks and environmental jolts in the Asia can threaten SMEs' engagement in
successful exploitation activities (Afshar Jahanshahi & Brem, 2020; Lu et al., 2022). Organizational
resilience can enable SMEs to respond to external shocks (Goélgeci et al., 2020), and continue their
operations by maintaining control over functions (Golgeci & Kuivalainen, 2020). More importantly,
Asian SMEs with organizational resilience can extend their existing product and service portfolios and
outperform competitors when faced with unexpected events (Darvishmotevali et al., 2020). When
SMEs possess greater organizational resilience, they exhibit a greater response to market disruptions,
opportunities, and customer requirements by modifying their product and service offerings promptly
(Marcucci et al., 2022). Therefore, we expect that higher levels of organizational resilience can allow
these SMEs to benefit from higher levels of exploitative innovation capability for organizational

performance. Based on this discussion, we propose that:

Proposition 3b. The effect of exploitative innovation capability on SMEs’ organizational is conditioned
on organizational resilience such that the relationship will be strengthened at a high level of

organizational resilience.



The following figure 1 presents our chapter’s summary framework based upon the discussion presented

above.
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Figure 1. Summary framework

3. Implications

The discussion presented in our chapter offers theoretical, practical and policy implications. From a
theoretical perspective, our chapter highlighted both explorative and exploitative innovation capabilities
as two unique and distinct capabilities for SME performance. As the dynamic capability view suggests
(Teece, 2007), SMEs need to build, integrate, and reconfigure capabilities to achieve a competitive
advantage in a dynamic environment (e.g., Zahoor et al., 2022). Explorative innovation capability
allows SMEs to benefit from new knowledge and resources for the development of new
products/services that can offer performance gains in the long run, whereas exploitative innovation
capability enables SMEs to take advantage of existing knowledge and resources for improved
products/services to increase market share in the short run. By utilizing both explorative and
exploitative innovation capabilities, SMEs operating in high-risk countries can remain competitive and
achieve organizational performance. In this concern, our chapter strengthens theorization of explorative
and exploitative innovation interlinkage with SME performance, by specifying organizational resilience
(Golgeci et al., 2020; Iborra et al., 2020; Jia et al., 2020) as a key contingency factor especially in high-
risk contexts. We show that organizational resilience is a vital operational capability that enables SMEs
operating in risky environments to bounce back and reorient themselves for developing competitive
advantage. Such operational capability interacts with dynamic capabilities—explorative and
exploitative innovation capabilities and enhance organizational performance. Specifically, we propose

that organizational resilience strengthens the impact of explorative innovation and exploitative
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innovation capabilities on organizational performance. At high levels of organizational resilience,
SMEs in high-risk economies can utilize higher levels of explorative innovation and exploitative
innovation capabilities for greater organizational performance. Hence, our chapter conceptually shows
that dynamic and operational capabilities in a combinative way influence organizational performance

significantly more than individually (or separately).

For the managerial audience, our findings provide guidance on how to use explorative innovation
capability and exploitative innovation capability to realize organizational performance in high-risk
economies’ context. This is essential for the long-term viability and growth of SMEs originating from
institutionally weak and uncertain markets. Our work shows that for an SME to attain superior
performance, it is vital to utilize explorative innovation and exploitative innovation capabilities. This
highlights the need for SMEs’ managers in such circumstances to develop their technical skills and
exploit explorative and exploitative innovation capabilities to achieve organizational performance.
Having clear aims as to how to capitalize on their different roles to generate explorative and exploitative

innovation is crucially important for employees to make the most out of their technical skills.

For the policymakers, it is important to evaluate the extent to which SMEs (in their country) engage in
R&D efforts, which will enable the availability of government funding for such firms to support their
explorative and exploitative innovation efforts, thereby leading to economic development. Also, it is in
the best interest of the policy makers to support SMEs in fine tuning their internal capabilities and
technology skills since these are important means to gain return on explorative and exploitative
innovation activities. Further, emerging economy SME managers especially in relatively risky contexts
should strengthen the interplay between organizational resilience, explorative innovation, and
exploitative innovation where organizational resilience facilitates both types of innovation capabilities.
Also, the external crises like COVID pandemic and geopolitical events like ongoing Ukraine war are a
reality of the current business climate. Therefore, it is vital for managers to understand how SMEs can
achieve resilience, survive, and bounce back; it can inform managers how to deal with stressful events

while emphasizing innovation efforts for performance gains.

4. Limitations and Future Research Directions

Our chapter also has several limitations like any other academic study. Firstly, the current chapter is
conceptual, and the developed propositions have not been tested. Hence, generalizability is limited.
Risk dynamics are contextual and in different emerging (Asian) economies, it can manifest itself
differently in relation to innovation capabilities and SME resilience. Future studies can build on the
arguments presented in our chapters and undertake both qualitative and quantitative empirical
assessments in different Asian economies so that specific implications can be drawn on these issues.

Secondly, our chapter focused on explorative and exploitative innovation capabilities as determinants

11



of organizational performance. As SMEs often rely on external networks to gain access to resources
(Diez-Vial et al., 2022; Kim et al., 2018; Neyens et al., 2010), future studies could consider the role of
collaborative explorative and exploitative innovation activities to improve organizational performance
by taking an entire network view. Thirdly, we considered organizational resilience as the only
contingency factor. There might be other moderating factors that can hinder or promote the impact of
explorative and exploitative innovation capabilities on organizational performance. For example,
certain environmental factors can influence innovation capabilities, including institutional specificity,
government R&D support, and institutional enforceability. Also, there might be some other
organizational factors to promote the innovation capabilities of SMEs like leaders’ attributes, R&D
teams, asset specificity, and so on. As such, future studies should consider additional moderating factors

for explorative and exploitative innovation capabilities and organizational performance relationships.

5. Conclusions

The purpose of this chapter was to offer a conceptual discussion on the specific role played by the
explorative and exploitative innovation capabilities for SME performance in high-risk contexts. The
conceptual discussion presented established that both explorative (such as discovery of new
opportunities, technologies, and markets) and exploitative (improving and optimizing existing products,
processes, and business models) innovation capabilities are critical for SME performance (and success)
in high-risk contexts (especially in emerging economies). It is important to stress that joint influence of
these innovation capabilities is more beneficial for SME performance compared to their individual
influences. Also, for both explorative and exploitative innovation capabilities’ influence on SME
performance is strengthened by the presence of organizational resilience. Hence, the discussion offered
in this chapter established organizational resilience acts as a contingency factor to support the linkage

between explorative and exploitative innovation capabilities and organizational performance.
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