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Abstract 

The post-pandemic era has presented Small and Medium Enterprises (SMEs) in the Indian Information 

Technology (IT) sector with unprecedented volatility. This study investigates the role of Strategic 

Agility (SA) as a dynamic capability in fostering Innovation Capability (IC) within this critical segment 

of the economy. A cross-sectional research design was employed, using a structured questionnaire to 

collect data from 127 managers and founders of IT SMEs based in Hyderabad and Bangalore. Data were 

analyzed using Partial Least Squares Structural Equation Modeling (PLS-SEM) to test the hypothesized 

relationships. The results indicate a significant positive impact of Strategic Agility on Innovation 

Capability (β = 0.58, p < 0.001). Furthermore, the three sub-dimensions of Strategic Agility—Strategic 

Sensitivity (β = 0.32, p < 0.01), Collective Commitment (β = 0.28, p < 0.01), and Resource Fluidity (β = 

0.25, p < 0.05)—were all significant predictors. The model explains 49% of the variance in Innovation 

Capability. The findings suggest that for Indian IT SMEs to thrive in turbulent environments, leaders 

must cultivate strategic sensitivity to market shifts, foster collective commitment to new directions, and 

maintain fluid resource allocation. This research provides a actionable framework for SME leaders and 

policymakers to enhance competitiveness. This study is among the first to empirically test the 

relationship between Strategic Agility and Innovation Capability in the context of Indian IT SMEs, 

offering a granular view of the specific agile capabilities that drive innovation. 

 

Keywords: Strategic Agility, Innovation Capability, IT SMEs, Dynamic Capabilities, Post-Pandemic 
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1. Introduction 

The Indian Information Technology (IT) sector, a cornerstone of the nation's economic growth, has been 

profoundly reshaped by the COVID-19 pandemic. While large corporations leveraged their vast 

resources to adapt, Small and Medium Enterprises (SMEs) faced existential threats due to disrupted 

supply chains, shifting client demands, and accelerated digital transformation (NASSCOM, 2023). In 

this hyper-volatile environment, the ability to innovate—to develop new services, business models, and 

delivery mechanisms—has transitioned from a competitive advantage to a necessity for survival. 

However, the capacity for sustained innovation is not inherent; it is fueled by underlying organizational 

capabilities. Drawing on the Dynamic Capabilities View (Teece, Pisano, & Shuen, 1997), this study 

posits that Strategic Agility (SA)—the ability to rapidly sense and respond to environmental changes 

with strategic actions—is the critical antecedent to building a robust Innovation Capability (IC). 
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Strategic Agility, as conceptualized by Doz and Kosonen (2010), comprises three pillars: strategic 

sensitivity (acuity of perception), collective commitment (the capacity for swift decision-making), and 

resource fluidity (the ability to reallocate resources efficiently). 

Despite its theoretical prominence, empirical research linking the multi-faceted construct of Strategic 

Agility to Innovation Capability within the context of Indian IT SMEs remains scarce. Most studies 

focus on large firms or manufacturing sectors. This research gap is critical, as SMEs operate with 

distinct constraints and opportunities compared to their larger counterparts. This study, therefore, seeks 

to answer the central research question: To what extent does Strategic Agility, and its constituent 

dimensions, influence the Innovation Capability of Indian IT SMEs? 

 

2. Literature Review and Hypotheses Development 

2.1 The Dynamic Capabilities View and Strategic Agility 

The Dynamic Capabilities View (DCV) provides a theoretical lens for understanding how firms achieve 

competitive advantage in rapidly changing environments. Teece (2007) defines dynamic capabilities as 

the firm's ability to integrate, build, and reconfigure internal and external competences to address rapidly 

changing environments. Strategic Agility is a manifestation of these capabilities, focusing specifically 

on the strategic reorientation of the firm. It is not merely operational flexibility but a proactive, strategic-

level responsiveness. 

2.2 Innovation Capability in SMEs 

Innovation Capability refers to a firm's sustained ability to develop new products, services, and 

processes that create value (Lawson & Samson, 2001). For IT SMEs, this often translates to developing 

novel software solutions, adopting new delivery platforms (e.g., cloud-native services), and creating 

unique customer engagement models. Unlike large R&D departments, innovation in SMEs is typically 

more organic, iterative, and driven by direct market feedback. 

2.3 Strategic Agility as an Antecedent to Innovation 

The literature suggests a strong conceptual link between agility and innovation. A strategically agile firm 

can sense emerging technological trends (strategic sensitivity), make bold decisions to pivot (collective 

commitment), and channel funds and talent into new ventures (resource fluidity). This entire process is 

the engine of innovation. For instance, an SME that quickly senses the rising demand for cybersecurity 

solutions can collectively decide to pivot from its traditional services and fluidly reassign developers to 

build a new security-focused offering, thereby demonstrating a direct link between SA and IC. 

Based on this synthesis, we hypothesize: 

• H1: Strategic Agility has a significant positive effect on the Innovation Capability of Indian IT 

SMEs. 

Furthermore, to provide a granular understanding, we hypothesize that each dimension of SA contributes 

significantly: 

• H1a: Strategic Sensitivity has a significant positive effect on Innovation Capability. 

• H1b: Collective Commitment has a significant positive effect on Innovation Capability. 

• H1c: Resource Fluidity has a significant positive effect on Innovation Capability. 

The conceptual framework for this study is presented in Figure 1. 
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Figure 1: Conceptual Research Model 

 
 

3. Research Methodology 

3.1 Research Design and Sample 

A quantitative, cross-sectional research design was employed. The target population was managers and 

founders of IT SMEs (defined as firms with 10-250 employees) based in Hyderabad and Bangalore, 

India. A purposive sampling technique was used to identify firms that had been operational for at least 

three years, ensuring they had experienced the pre- and post-pandemic business environment. Data was 

collected via an online questionnaire, resulting in 127 usable responses. 

3.2 Measures 

All constructs were measured using reflective scales adapted from established literature on a 5-point 

Likert scale (1=Strongly Disagree to 5=Strongly Agree). 

• Strategic Agility: A 12-item scale adapted from Doz and Kosonen (2010), with four items each for 

Strategic Sensitivity, Collective Commitment, and Resource Fluidity. 

• Innovation Capability: An 8-item scale adapted from Lawson and Samson (2001), measuring 

product, process, and business model innovation. 

3.3 Data Analysis 

The data were analyzed using SmartPLS 4.0 software. PLS-SEM was chosen due to its suitability for 

predictive research models, complex structural models (like our second-order construct for SA), and 

smaller sample sizes (Hair et al., 2019). The analysis followed a two-step approach: assessment of the 

measurement (outer) model followed by the structural (inner) model. 

 

4. Data Analysis and Findings 

4.1 Measurement Model Assessment 

The reliability and validity of the constructs were assessed. As shown in Table 1, all Cronbach's Alpha 

and Composite Reliability (CR) values exceeded 0.7, indicating good internal consistency. The Average 

Variance Extracted (AVE) for all constructs was above 0.5, confirming convergent validity. 
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Table 1: Reliability and Validity Metrics 

Construct 
Cronbach's 

Alpha 

Composite Reliability 

(CR) 
AVE 

Strategic Sensitivity 0.84 0.89 0.67 

Collective Commitment 0.81 0.88 0.71 

Resource Fluidity 0.79 0.87 0.69 

Innovation Capability 0.88 0.91 0.63 

 

4.2 Structural Model and Hypothesis Testing 

The structural model was assessed by examining the path coefficients, their significance (via 

bootstrapping with 5000 subsamples), and the R² value. The model results are summarized in Figure 2 

and Table 2. 

 

Figure 2: Structural Model Results with Path Coefficients 

 
***p < 0.001, **p < 0.01, p < 0.05 

 

Table 2: Hypothesis Testing Results 

Hypothesis Relationship 
Path Coefficient 

(β) 

t-

statistic 

p-

value 
Result 

H1 SA -> IC 0.58 6.842 0.000 Supported 
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Hypothesis Relationship 
Path Coefficient 

(β) 

t-

statistic 

p-

value 
Result 

H1a SS -> IC 0.32 3.112 0.002 Supported 

H1b CC -> IC 0.28 2.876 0.004 Supported 

H1c RF -> IC 0.25 2.445 0.015 Supported 

 

The results show that Strategic Agility explains 49% of the variance in Innovation Capability (R² = 

0.49), indicating a strong predictive power. All hypotheses (H1, H1a, H1b, H1c) are supported, 

confirming that both the overarching construct of SA and its individual dimensions are significant 

drivers of innovation. 

 

5. Discussion 

The findings robustly confirm that Strategic Agility is a pivotal determinant of Innovation Capability in 

Indian IT SMEs. The strong positive path (β = 0.58) for H1 underscores that in turbulent times, the 

capacity for swift strategic reorientation is more critical for innovation than traditional, long-term R&D 

planning alone. 

The granular analysis of the sub-dimensions offers valuable insights: 

• Strategic Sensitivity (β = 0.32) emerged as the strongest individual driver. This highlights the par-

amount importance for SME leaders to actively scan the environment for technological trends, com-

petitor moves, and shifting customer needs to identify innovation opportunities. 

• Collective Commitment (β = 0.28) signifies that the ability to build consensus and secure buy-in 

from key team members for strategic pivots is essential for converting sensed opportunities into ac-

tionable innovation projects. 

• Resource Fluidity (β = 0.25), while slightly less impactful, remains significant. It confirms that the 

practical ability to reallocate finite human and financial capital away from legacy projects and to-

ward new, innovative initiatives is a critical enabler. 

 

6. Conclusion and Implications 

6.1 Conclusion 

This study concludes that for Indian IT SMEs, building Strategic Agility is not a luxury but a strategic 

imperative for fostering innovation and ensuring long-term viability. The triad of sensing, deciding, and 

reallocating resources forms a powerful mechanism for navigating post-pandemic volatility and driving 

sustained value creation. 

6.2 Theoretical Implications 

This research contributes to the literature by empirically validating the SA-IC link within the under-

researched context of Indian IT SMEs. It extends the Dynamic Capabilities View by demonstrating how 

a specific dynamic capability (SA) operationalizes into a tangible outcome (IC) in a high-velocity 
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market. The confirmation of the significance of all three sub-dimensions provides a more nuanced 

understanding of the construct. 

6.3 Practical Implications 

• For SME Leaders: Invest in mechanisms to enhance strategic sensitivity, such as dedicated compet-

itive intelligence processes and strong customer feedback loops. Foster a culture of collective com-

mitment through transparent communication and participatory decision-making. Implement flexible 

project management and budgeting systems to enable resource fluidity. 

• For Policymakers: Support programs that enhance the strategic agility of SMEs, such as workshops 

on scenario planning, leadership development for adaptive decision-making, and grants that allow 

for flexible resource allocation in innovation projects. 

 

7. Limitations and Future Research 

This study has limitations. Its cross-sectional design captures a snapshot in time; longitudinal studies 

could trace the evolution of SA and IC. The data is self-reported from a specific geographic region, 

which may limit generalizability. Future research could explore the role of moderating variables, such as 

leadership style or organizational learning culture, on the SA-IC relationship. Comparative studies 

between Indian SMEs and those in other emerging economies could also yield interesting insights. 
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