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Abstract: The aim of this study is to analyze the role of organizational capacity for
change as a mediator between managerial cognitive capabilities with organiza-
tional performance. Further, we investigate the moderating role of social capital on
the influence of organizational capacity for change on organizational performance.
We surveyed middle managers and their immediate followers (supervisor level) in

the Directorate General of State Asset (DGSA), Ministry of Finance, Republic of
Indonesia. Overall, 313 middle managers and their followers participated in this
study. The results demonstrate that organizational capacity for change mediate the
influence of managerial cognitive capabilities on organizational performance. In
addition, there is no significant moderating effect of social capital on the influence
of organizational capacity for change on organizational performance. Theoretical
and managerial implications are further presented in this study.

Subjects: Strategic Management; Human Resource Management; Organizational Change;

Public & Nonprofit Management
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The successful implementation of top manage-
ment policies lies in the middle manager hands,
particularly in organizational change; and most
of the failures occur because the organization
does not fully involve the middle manager in
their policymaking or change process. This study
analyzes the role of organizational capacity for
change as a mediator between managerial cog-
nitive capabilities with organizational perfor-
mance in an Indonesian public organization.
Further, we investigate the moderating role of
social capital on the influence of organizational
capacity for change on organizational perfor-
mance. The results indicated that a change
organization needs middle managers with man-
agerial cognitive capabilities to take on the role
in the context of public organizations in
Indonesia. The originality of this paper is that it
demonstrates managerial cognitive capabilities
is a necessary foundation to equip the organiza-
tion to have the capability for change, especially
in a public organization; in which previous studies
dominantly emphasize on the role of top man-
agement teams.
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1. Introduction

The fundamental question of strategic management research is why some companies outperform
others. Answering to this question research focuses on cognition in strategic management
(Kumbure et al., 2020). Cognition may help to explain why some top managers have more effective
capabilities than others for anticipating, interpreting, and responding to the demands of an
evolving environment (Helfat & Peteraf, 2015). Moreover, managerial cognitive capability has
been proposed as a key factor that influences how firms make strategic changes and adapt to
dynamic environments (Cao et al., 2020). Increasing number of scholars tend to posit cognitive
capability as a significant determinant of entrepreneurs’ effective decision-making and better
organization performance, particularly in dynamic environments (Bajwa et al., 2017). Ireland
et al. (2003) argued that effective decision-making in the wake of dynamic conditions requires
an entrepreneurial mindset; characterized by the ability to quickly make sense of environmental
changes and act accordingly, even under uncertain situations. While dealing with uncertainties
where decisions have to be made, entrepreneurs rely heavily on their cognitive skills to successfully
endure the entrepreneurial process (Bajwa et al., 2017). Thus, MCC importants to be discussed for
firms to deal with a changing environment.

To date, the cognitive underpinnings of dynamic managerial capabilities (DMC) remain largely
unexplored (Eggers & Kaplan, 2013; Helfat & Peteraf, 2015). Existing research on managerial
cognitive focuses primarily on the relationship between strategic beliefs and competition out-
comes (Tripsas & Gavetti, 2000) and most scholars explored the cognitive dynamics that occur in
organizations (Vecchiato, 2016). Research in strategic management has most commonly analyzed
cognition, including heterogeneity of cognition among managers, in terms of information struc-
tures and mental maps (Gary & Wood, 2011). Helfat and Peteraf (2015), in literature, then analyze
the ways in which managerial cognitive capabilities (MCC) underpin dynamic managerial capabil-
ities for microfoundations. Empirically, prior studies are absent examine managerial cognitive
capability underpinnings of the microfoundations in tripartite form namely sensing, seizing, and
reconfiguring.

Research shows that the concept of MCC highlights the fact that capabilities involve the capacity
to perform not only physical but also mental activities and types of cognitive capabilities that are
likely to underpin dynamic managerial capabilities for sensing, seizing, and reconfiguring, and
explain their potential impact on strategic change in organizations (Helfat & Peteraf, 2015). This
area is important because heterogeneity of these cognitive capabilities may produce heterogeneity
of dynamic managerial capabilities, which may contribute to differential performance of organiza-
tions under conditions of change (Helfat & Peteraf, 2015).

In various literature, MCC does not directly affect performance. The foregoing studies document that
MCC as a critical underpinning of DMC (Helfat & Peteraf, 2015) does not directly affect performance
(Helfat & Martin, 2015). Organizational Capacity for Change (OCC) as a higher-order dynamic capability
mediate MCC as a lower-order dynamic capability to performance (Fainshmidt et al., 2016). In order to
achieve high organizational performance, changes at the organizational level are initiated by changes
at this individual level. Whereas, generic dynamic capabilities such as OCC can be perceived as sources
of long-term organizational dynamism (Andreeva & Ritala, 2016). OCC is a meta capability that allows
organizations to continue competing in unpredicted volatility and business environments (Judge et al.,
2009). It consists of the process, context, and learning that each affects the capacity of the organization
to make changes (Zhao & Goodman, 2018). OCC is important as an area of research because OCC drives
faster and more thorough change in the organization (W. Q. Judge & Elenkov, 2005), is a dynamic
organizational capability to create changing steps in an increasingly changing environment (Judge
et al., 2009) and is continuously intensified and adapted by creating new capabilities (Heckmann et al.,
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2016). Studies before mention that the importance of considering an individual’s level of analysis in an
organization’s ability to adapt to the environment improves organizational performance (W. Judge &
Douglas, 2009; W. Q. Judge & Elenkov, 2005; Zollo & Winter, 2002). Previous study lack in exploring
higher-order dynamic capability as a mediator and further research is needed (Helfat & Martin, 2015).

The relationship between OCC with MCC shows that OCC is the generic trait of dynamic cap-
abilities that bridges strategic management theory with organizational change theory demonstrat-
ing that organizations have the ability to achieve and maintain competitive advantage in
a constantly changing environment (Andreeva & Ritala, 2016). It is an interesting area for deeper
study because most of the research on dynamic capabilities focuses on changing strategies rather
than organizational changes (Helfat & Martin, 2015). Therefore, an investigation of the relationship
between MCC that focuses on individual managerial impacts on changing strategies with OCC that
focuses on organizational changes is unique.

Furthermore, OCC will be easier to implement with social capital. Social capital has a cognitive
dimension (Nahapiet & Ghoshal, 1998) which reflects that employees have the same perspective
in terms of organizational objectives (Pastoriza & Arifio, 2013) and understand and develop
a series of common objectives in the organization (Langreo-Linuesa et al., 2018). The cognitive
dimension is a function of an organizational attribute that facilitates mutual understanding and
pursuit of collective purpose. The similarities of organizational objectives with individual
employee objectives and the same interpretation between employees will make it easier for
organizations to make changes and will affect the strong relationship between employees which
will impact the collectively built change process (Zhao & Goodman, 2018). In this case, prior
studies are absent for examining how social capital moderates the OCC in order to elevate
organizational performance. In addition, both MCC and OCC have not been researched within
a public organization.

This study offers a number of contributions. First, we extend the dynamic managerial
capability (DMC) theory by examining MCC relationship to organizational performance.
Fainshmidt et al. (2016) find that higher-order dynamic capabilities are strongly related to
performance, then lower-order needs to be mediated by higher-order to performance.
Previous study lack in examining how MCC of middle managers have important role in
sensing, seizing and reconfiguring where previous study dominantly investigate DMC at the
top management level (Ambrosini & Altintas, 2019). This is unique since it focuses on
examining how the middle manager’s MCC are needed in the organization change process,
particularly in public organizations where the study of dynamic capabilities and change
capability is underexplored.

Second, this study also extend the concept of MCC, Helfat and Peteraf (2015) find that cognitive
capability underpin dynamic managerial capability for sensing, seizing, and reconfiguring, and
explain their potential impact on strategic change of organizations. The differences between
executives in their cognition were related to differences in strategic change and firm performance
(Helfat & Martin, 2015) and how cognitive may help to explain why some managers have more
effective capabilities than others for anticipating, interpreting, and responding to the demands of
an evolving environment (Helfat & Peteraf, 2015). Relatively little of cognitive research has focused
directly in sensing, seizing, and reconfiguring as Teece (2007) acknowledges that the cognitive of
top executives contributes to the microfoundations. Third, This study expanded on organizational
capacity for change (e.g., learning, process, and context), building on a context where previous
studies only discussed this dimension conceptually, as seen in Klarner et al. (2007). Moreover, this
research was conducted on a public organization while mostly, dynamic capabilities theory is
widely researched in the private sectors. This study demonstrates the role of OCC as a mediator
of MCC in improving organizational performance.
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2. Literature review

2.1. Managerial cognitive capabilities

“Managerial cognitive capability is the capacity of an individual manager to perform one or more of the
mental activities that comprise cognition” (Helfat & Peteraf, 2015). The cognitive aspects are under-
pinning dynamic managerial capabilities (Helfat & Peteraf, 2015) which is related to the microfoun-
dation of dynamic capabilities (Teece, 2007). Dynamic capabilities encompass creating change as
well as reacting to it (Eisenhardt & Martin, 2000); its sensing component includes alertness and
a discovery process (Gaglio & Katz, 2001; Kirzner, 1997). These sorts of sensing activities are likely to
draw on at least two cognitive capabilities—perception and attention (Helfat & Peteraf, 2015).

The differences sensing between managers can affect strategic change contribute to OCC. It will
differences in implementation of change process, daily routine that become characters of the
organization, and learning. Sensing relates to adaptiveness (Cools & Van Den Broeck, 2007) in
order to implement new strategies, recognizing emerging patterns in the environment (Helfat &
Peteraf, 2015) to become an organizational character, and relevant information in the task and
learning performance (Cools & Van Den Broeck, 2007; Hayes & Allinson, 1994).

Cognitive capabilities provide a foundation for dynamic managerial capabilities with respect to
seizing opportunities and responding to emerging threats. This can entail making large and some-
times irreversible investments in tangible and intangible assets. To do so, cognitive capabilities for
problem solving and reasoning are likely to underpin the business model design as well as the
capacity for making sound strategic investments (Helfat & Peteraf, 2015).

Seizing relates to problem-solving (Helfat & Peteraf, 2015) in order to have greater potential to
design more effective business models. Problem-solving will support the implementation of orga-
nizational strategy changes. Heterogeneity in cognitive capabilities for problem-solving may lead
to heterogeneity in long-lived business models, which in turn may lead to persistent performance
differentials between organizations. Long-lived business models here is done in a daily routine that
becomes the character of the organization, also learning in the application of formal rules of logic
or other rational approaches to solving problems (Helfat & Peteraf, 2015).

The third leg of the dynamic capability triad involves sustaining that growth and profitability, by
enhancing, combining, and reconfiguring the firm’s organizational assets—its resources and cap-
abilities. These dynamic capabilities are likely to depend on managers’ cognitive capabilities for
language and communication, and on social cognitive capabilities (Helfat & Peteraf, 2015).

To implement strategy changes, managers need liquid communication. Reconfiguration requires
communication and relies on the manager’s ability to persuade others to take on new initiatives.
Due to heterogeneity in language and social cognitive capabilities, managers are likely to differ in
their capacity to facilitate strategic change through communication, inducing cooperation, and
reducing resistance to change (Helfat & Peteraf, 2015). Research on cognitive is conducted by
Caughron et al. (2013) and Partlow et al. (2015) with its findings that managers with cognition
capabilities can compile accurate analysis that impacts predictions and performance. Cognitive
capability can structure business concepts including planning business strategies (Kor & Mesko,
2013) whose result is improved organizational performance.

2.2. Narcissm and hubris

The role of personality traits in entrepreneurial decision-making and cognition has been discussed
by various researchers and the debate is continuing; however, the role of personality traits with
regard to cognitive capability of entrepreneurs has not drawn much attention (Bajwa et al., 2017).
Moreover, managers should understand that traits influence their cognitive behaviours, in turn
influencing firm performance (Isaga, 2018).
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Several attributes exist in both narcissists and leaders, such as self-confidence, extraversion,
charisma, attractiveness, energy, skilled oration, grandiose belief systems and strong visions, and it
is thus likely for narcissists to emerge as leaders and secure top positions in organizations (Asad &
Sadler-Smith, 2020). Campbell et al. (2011) describe a CEO with grandiose narcissism as “someone
who is (over) confident, extraverted, high in self-esteem, dominant, attention-seeking, interpersonally
skilled and charming, but also unwilling to take criticism, aggressive, high in psychological entitle-
ment, lacking in true empathy, interpersonally exploitative and grandiose or even haughty” (p. 270).

Hubristic leaders over-estimate significantly their own abilities and believe their performance to
be superior to that of others; as a consequence, they make over-confident and over-ambitious
judgements and decisions (Sadler-Smith et al., 2016). In strategic management, overly confident
managers who believe that they have more control over important external factors than their
counterparts at rival firms are likely to undertake higher-risk strategic actions (Asad & Sadler-
Smith, 2020). Entrepreneurs’ hubristic overconfidence and rampant ambition often lead them to be
wrong but rarely in doubt about their venture decisions (Hayward et al., 2006).

2.3. Organizational capacity for change

OCC can be defined as an organization’s ability to develop and implement appropriate organizational
changes to constantly adapt to its environment (Klarner et al., 2008). OCC consists of three dimen-
sions; they are organizational context, change processes, and learning (Soparnot, 2011; Zhao &
Goodman, 2018) and have a positive influence on organizational performance (Ramus, 2012). The
organizational context dimension describes characteristics an organization should possess in its daily
routine to achieve successful change, such as structural flexibility and cultural cohesion, the change
process dimension includes organizational concepts that are important to display during the change,
such as transformational leadership and incremental deployment, and the learning dimension pre-
sents long-term organizational capacities to maintain innovative ability, such as improvement
through experience and renewal through experimentation (Zhao & Goodman, 2018).

Researches showed that there is a very strong positive relationship between OCC and company
performance (Judge et al., 2009; W. Q. Judge & Elenkov, 2005). The relationship between OCC and
organizational performance (OP) is strengthened in a very high level of uncertainty (Judge et al,,
20009). This is in line with previous research showing that OCC has a positive relationship with the
level of organizational performance (Batjargal, 2001; Judge & Douglas, 1998; Judge et al., 1996;
Klassen & Whybark, 1999; Ramus, 2001). Moreover, OCC represents the fundamental essence of
higher-order generic dynamic capability (Andreeva & Ritala, 2016), then OCC as higer-order
mediate the relationship between lower-order and performance (Fainshmidt et al., 2016).

Organizations can only develop capabilities to initiate and implement change by undergoing
change, by gaining experience from change, and by constantly learning from the experiences
(Heckmann et al., 2016). Process of OCC increasing performance by implementation the notion of
continuous of change comprises episodic change and multiple change in parallel or sequentially
over time. Organizational routines help to achieve a balance between change and stability
(Feldman & Rafaeli, 2002) that support to organizational performance. Routines for handling
change develop and became established, especially when such a routine is perceived as being
successful and is associated with a positive change outcome (Heckmann et al., 2016). The learning
of OCC refers to the organizational ability to continuously investigate its practices to improve and
renew them (Klarner et al., 2008).

2.4. Organizational performance

To survive competitive challenges and compete successfully, organizations need to monitor pro-
cesses through key performance indicators (KPIs) and each circumstance requires companies to
closely monitor performance indicators so that it is possible to assess whether processes and
activities are being performed (da Silva & Borsato, 2017). Thus, the organization creates KPIs to
measure performance.
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Today, performance measurement is a common practice across all sectors (Bititci et al., 2018).
Indeed, these theories have developed from general systems theory (Ashby, 1956; Bertalanffy,
1968; Weiner, 1948). This is evident in much of the thinking that underpins this field that describes
performance measurement and management as the process of measuring what matters, report-
ing these measures, reviewing performance and taking action, effectively describing a closed-loop
control system (Bititci, 2015). Neely et al.’s (1995) definition of performance measurement (i.e.
a metric used to quantify the efficiency and/or effectiveness of action) and Melnyk et al.’s (2014)
definition of performance management (i.e. the process for developing the metric set, setting
goals, collecting, analysing, reporting, interpreting and assessing performance differentials) rein-
force this point. In short, performance measurement and management consist of the key ele-
ments of a control system, i.e. measure, compare, analyse and act (Bititci et al., 2018).

Okwir et al. (2018) argue for the complexities of performance measurement systems with the aim
of understanding better how complexities emerge while implementing and using performance
measurement systems in organizations. Performance measurement systems conceptualized as
a complex system composed of six sources of complexity consist of role, task, procedural, methodo-
logical, analytical and technological (Okwir et al., 2018). There is a task complexity that involves
organizations establishing the knowledge, skills and resources needed for an entity to demonstrate
satisfactory performance (Okwir et al, 2018; Wood, 1986). Furthermore, a major implication of
understanding performance measurement complexity is to recast how organizations should system-
atically respond to the plurality of best practices by examining the unique context in which
a performance measurement system is operating, so that organizations should build the capabilities
to choose the appropriate organizational controls, depending on the context and should adapt to the
changes associated with PMSs (Okwir et al., 2018). Thus, the following hypotheses are proposed:

H1. Middle managers’ cognitive capabilities (MCC) positively influence (a) organizational capacity
for change (OCC) and (b) organizational performance (OP).

H,. Organizational capacity for change (OCC) positively influences organizational perfor-
mance (OP).

Hs. The positive influence of middle managers’ cognitive capabilities (MMC) on organizational
performance (OP) is mediated by organizational capacity for change (OCC).
2.5. Social capital and cognitive dimension
The cognitive dimension of internal social capital concerns the extent to which employees share
a common perspective about the firm’s goals (Moran, 2005). This dimension is a function of
organizational attributes that facilitates a common understanding of collective goals and the
subordination of parochial interests with regard to these goals (Leana & Pil, 2006; Tsai &
Ghoshal, 1998). The cognitive aspect of social capital pertains to the extent to which people
share a common perspective or understanding and can develop a common set of goals and
a shared vision for the work unit (Leana & Pil, 2006). This dimension is linked to associability, or
“the willingness and ability to define collective goals that are then enacted collectively” (Leana
& Buren, 1999), and is a function of the organizational attributes that facilitate common
understanding and pursuit of collective goals, rather than individual interests (Leana & Pil,
2006). When the organizational members has high cognitive social capital, the influence of
capacity for change on organizational performance will be strengthened due to collective goals
that enacted collectively than individual interests (Leana & Buren, 1999; Leana & Pil, 2006). In
other words, the capacity for change to improve organizational performance enact greater
organizational performance due to collective efforts that drive cognitively to realize the positive
change for the organization. Therefore,

H,:The positive influence of organizational capacity for change (OCC) on performance (OP) is
strengthened when there is high rather than low social capital.
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3. Research method

3.1. Sampling plan and data collection

Our unit analysis involved middle and lower managers and was obtained from the human
resources department of the Directorate General of State Asset, Ministry of Finance, Republic of
Indonesia (DGSA MOF). All vertical units consist of 17 regional offices and 71 operational offices
and a simple random sampling survey method was used; 100% was represented. Such ministries
are facing bureaucratic reforms that require their work unit members, particularly the middle
managers, to have dynamic capabilities, and OCC in order to boost the high level of organizational
performance related to social capital issues. Middle managers have strategic positions as leaders
of regional units, implement decisions taken by top managers, solve problems in the field and
provide input as a basis for decision-making for top managers. In addition, the middle manager
officially appointed by its institution as “Agent of change” of bureaucratic reform program of the
Indonesia government regulations of Ministry of Administrative and Bureaucratic Reform of the
Republic of Indonesia.

Due to our aim to investigate both middle-level and their direct subordinates, we used purposive
sampling by recruiting each middle manager with their lower managers (i.e. two to four subordi-
nates). This study followed the suggestions proposed by Podsakof et al. (2003) to reduce the
potential bias of common method variance (CMV). First, in order to reduce their hesitation and
distrust, allowing them to answer the questions in the questionnaires sincerely, our study surveyed
anonymously. Thus, the survey participants were assured anonymity and it was confidential as
stated in the cover letter (e.g., Baruch & Holtom, 2008). Second, in order to minimise the threat of
CMV (i.e. a single and common data source) (Podsakoff et al., 2012), our study gathered the
measures of the constructs from different sources (i.e. OCC and organizational performance
were measured by middle-level manager, while the others were measured by their subordinates).

There were 75 middle-level managers participated in the survey (response rate 93.75%), for
each middle-level manager has a direct subordinates (2 to 4 lower-level managers) responded to
the survey (Table 1). There were 238 lower-level managers responded (response rate 95.20%).
Respondents’ profiles were categorized by gender, age, unit echelon III, title, zone, work length,
length of echelon experience. For the middle managers, 29% were aged 41 to 45 years, 29% were
aged 46 to 50, and the remainder were above 50 years. For middle managers, their length of
Echelon experience was mostly less than 10 years, for as much as 75%, and length of current
position was less than 2 years for 69% and 2 to 4 years for 29%. Most respondents (57%) were at
an operational office and these employees directly served the stakeholders and ran a head office

policy.

3.2. Measures

This study adapted measurement items for dynamic managerial capability from Teece (2007) and
Helfat and Peteraf (2015), in which sensing capabilities consist of five items, seizing capabilities
consist of four items, and reconfiguring capabilities consist of three items. In the case of OCC, we
operationalized based on items developed by Zhao and Goodman (2018). Learning capacity has
four items, while process capacity has four items, and context capacity consists of eight items.
Social capital was operationalized based on Pastoriza and Arifio (2013) and Langreo-Linuesa et al.
(2018), and it consists of six items. Finally, organizational performance adapted from Silva and
Borsato (2017) that organization is focused on creating key performance indicators in order to
measure the performance. Following Okwir et al. (2018), the key performance indicators of
organizational performance using task performance and contextual performance in accordance
with the condition of public organization that is conducting bureaucracy reform. Organizational
performance has been established on the road map of the bureaucracy reform which is based on
the legal regulations that bind all work units and employees. Task performance consists of four
items, while cultural performance consists of three items. This study further reduced the effect of
self-generated validity based on Podsakof et al’s (2003) procedures. This involved
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counterbalancing the question order, i.e., randomly sequenced survey questions. All of the items
were rated on a five-point Likert scale from 1—strongly disagree to 5—strongly agree. Middle-level
managers answered OCC and OP questionnaires, while MCC and SC questionnaires were answered
by lower-level managers.

4. Results

4.1. Measurement model

We used confirmatory factor analysis (CFA) and found that factor loading of each item was greater
than 0.500. Further results indicated Cronbach’s Alpha values are above 0.700 (Table 2). The results
showed that the model fit the data well, and the goodness-of-fit statistics were as follows: 02
(df) = 1565.339 (743), p = 0.034; CFI (RMSEA) = 0.765 (0.093).

To test the discriminant validity, we employed three steps. First, a Harman’s one-factor test was
conducted that loaded all the variables into a principal component factor analysis. The results
revealed that no single factor dominated (nine factors were generated with 83.330% of the total
variance, and factor 1 had only 22.886% of the variance). Second, the variance-extracted percen-
tages for any two factors were compared with the square of the correlation estimate between
these two factors (Fornell & Larcker, 1981). Table 3 also reports the inter-factor correlation and its
squared value. Each of the variance-extracted estimates was greater than the corresponding inter-
factor squared correlation estimates (i.e., had values larger than the values above the diagonal).
Finally, the O2-difference test was performed for each pair of factors (a total of 55 tests for the
overall data), and all cases resulted a significant difference, which further indicated that the pairs
were not collinear (Anderson & Gerbing, 1988). Therefore, the discriminant validity among research
dimensions of research variables was further confirmed. The correlation matrix also indicated that
the results provided validation for the proposed hypotheses.

4.2. Hypothesis testing

To test the hypotheses, this study uses structural equation modeling with maximum likelihood
model. Due to the complexity of the model, second-order factors are used. Given the measurement
validity of the overall research variables, this technique could reduce model complexity and be
used for structural model analysis and hypotheses testing (e.g., Anderson & Gerbing, 1988).

The first model is developed to test the proposed model, in which MCC positively influence OCC
and OP, parallelly OCC also positively influence OP. The model 0%(df) = 29,699 (17), p = 0.029; GFI
(RMR) = 0.923 (0.020), which suggests that the model fits the data. Hypothesis 1a predicts that
MCC positively influence OCC. As shown in Figure 1, the results illustrate that MCC, which consists of
sensing, seizing, and reconfiguring, positively and significantly influence OCC (8 = 0.634, p = 0.001).
Therefore, Hy, is supported. Hypothesis 1b posits that MCC positively influence OP. The results
indicate that MCC do not significantly influence OP (8 = —0.101, p = 0.205), thus Hyp is not
confirmed. Hypothesis 2 predicts that OCC positively influences OP, and the results indicate that
OCC significantly influences OP in a positive direction (8 = 0.707, p = 0.001). Thus, H, is confirmed.
Hypothesis 3 posits that OCC mediates the influence of MCC on OP, and the results confirmed this
(indirect effect 8 = 0.448).

One important criterion of a model’s success is its performance compared with that of rival
models (Bagozzi & Yin, 1988). The proposed model is based on the concept that hypothesizes
a specific nomological network of constructs. For example, the model allows to test the mediating
effect of OCC on the relationship between MCC and OP. A non-parsimonious rival model would
hypothesize that MCC and OCC directly influence OP, and there is no relationship between MCC and
OCC. The overadll fit for the rival model is worse than the proposed model (0%(df) = 104.564 (18),
p = 0.000; GFI (RMR) = 0.809 (0.308).
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Table 1. Respondents’ profile

Category Criteria Middle Manager Lower Manager
Frequency % Frequency %
Gender Male 64 85% 194 82%
Female 11 15% 4t 18%
Total 75 100% 238 100%
Age Less than - - 1 0%
30 years
30-40 years - - 55 23%
41-45 years 22 29% 156 66%
46-50 years 22 29% 14 6%
Above 50 years 31 42% 12 5%
Total 75 100% 238 100%
Unit echelon III | Division 32 43% 79 33%
Operational 43 57% 159 67%
office
Total 75 100% 238 100%
Title Bachelor degree 20 27% 121 51%
Master degree 54 72% 116 49%
Post graduate 1 1% 1 0%
degree
Total 75 100% 238 100%
Zone I 15 20% 56 24%
11 21 28% 56 24%
111 18 24% 66 27%
v 21 28% 60 25%
Total 75 100% 238 100%
Work length Less than - - 2 1%
5 years
5-10 years 2 2% 17 7%
11-15 years 11 15% 34 14%
16-20 years 18 24% 94 39%
More than bt 59% 91 38%
20 years
Total 75 100% 238 100%
Length of Less than 56 75% 160 61%
echelon 10 years
experience 10-15 years 13 17% 65 27%
16-20 years 6 8% 11 5%
More than - - 2 1%
20 years
Total 75 100% 238 100%
Length of Less than 52 69% 113 47%
current position | 2 years
2-4 years 21 29% 107 45%
5-6 tahun 2 2% 16 7%
More than - - 2 1%
6 years
Total 75 100% 238 100%
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Table 2. Questionnaire items, validity and reliability results

Code Items Factor Cronbach’s
Loadings Alpha

Managerial Cognitive Capabilities—Sensing (Sens)

Sens1 As a leader, you 0.732 0.892
... Observe trending topic
areas in magazines/

newspapers
Sens2 ... Observe changes in 0.833
the value and lifestyle of
people
Sens3 ... Find new opportunities 0.924
in the task environment
Sensé ... Seek new practices 0.916
Sens5 ... Conceptualize new 0.758

ways of working

Managerial Cognitive Capabilities—Seizing (Seiz)

Seizl ... Respond/react to 0.903 0.892
changes in the work
environment

Seiz2 ... Actively develop new 0.893
ways of working

Seiz3 ... Continue to build 0.930
complementary
knowledge

Seiz4 ... Actively affect the 0.797
direction in which you are
working

Managerial Cognitive Capabilities—Reconfiguring (Recf)

Recfl ... Use knowledge gained 0.935 0.949
with the organization of
DGSA

Recf2 ... Use existing resources 0.978
in the new area

Recf3 ... Use existing 0.950

knowledge in new areas

Organizational Capacity for Change—Learning capacity (LeCap)

LeCapl Change leaders know the 0.880 0.919
interdependency
between work units in
change

LeCap2 Change leaders know the 0.899

importance of
institutionalizing change

LeCap3 Change leaders know the 0.891
need to readjust
incentives with desired
changes

LeCap4 Change leaders know to 0.927
assess causes and not
symptoms of problems

(Continued)
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Code Items Factor Cronbach’s
Loadings Alpha

Organizational Capacity for Change—Process capacity (ProCap)

ProCap1 The information flow is 0.870 0.923
effective from the
Director General to
Echelon 11, III, and IV
officials in all work units

ProCap2 Information flow is 0.927
effective; the information
provided is always real-
time

ProCap3 Information flow is 0.938
effective; information is
provided across work
units

ProCap4 The information flow is 0.869
effective; information is
provided from
stakeholders to work
units

Organizational Capacity for Change—Context capacity (ConCap)

ConCapl DGSA employees are 0.838 0.928
open to considering
changes to RBTK

ConCap2 DGSA employees have 0.911
the opportunity to voice
their concerns about
change

ConCap3 DGSA employees know 0.923
how changes will help
DGSA’s performance as

a whole

ConCap4 DGSA employees see the 0.828
DGSA head office as
trustworthy

ConCap5 DGSA has an 0.804

organizational culture in
providing value to
innovation and change

ConCap6 DGSA has an 0.777
organizational culture in
providing resources to
experiment with new
ideas

ConCap7 DGSA employees are 0.717
open to considering
changes to RBTK

ConCap8 DGSA has an 0.787
organizational culture
that allows people to
take risks and sometimes
fail

(Continued)
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Table 2. (Continued)

Code Items Factor Cronbach’s
Loadings Alpha

Cognitive Social Capital (CogSC)

CogSC1 My direct supervisor 0.883 0.904
shares the same wishes
and visions for the DGSA
organization

CogSC2 My direct supervisor and 0.881
I enthusiastically pursue
goals and missions
together

CogSC3 There are common 0.836
objectives among
employees in DGSA
organizations

CogSC4 My direct supervisor is 0.843
committed to
organizational objectives

CogSC5 My direct supervisor sees 0.761
himself as a partner in
mapping the

organizational direction
CogSC6 My direct supervisor fully 0.796

agrees with the vision of
the DGSA organization

Organizational Performance—Task performance (TP)

TP1 The ratio of asset 0.815 0.857
utilization to total assets
increases

TP2 Percentage realization of 0.908

value of economic
benefits of State asset
management has
increased

TP3 The level of fulfillment of 0.780
the work unit to Zona
Integritas Wilayah Bebas
Korupsi has increased

TP4 The percentage of 0.857
information systems
implementation that
support business
processes increases

Organizational Performance—Contextual performance (CP)

CP1 The State Asset Service 0.798 0.774
Quality Management
index (ISO 9001:2015)
has increased

CP2 Percentage of officials 0.856
who have fulfilled the job
competency standard
has increased

CP3 Percentage of 0.839
implementation of RBTK
initiatives has increased

Note: 0%(df) = 1565.339 (743), p = 0.034; CFI (RMSEA) = 0.765 (0.093).
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Figure 1. Research model and
analysis results.

Note: * refers to p < 0.10, *
refers to p < 0.05, ** refers to p
< 0.01, *** refers to p < 0.001,
0%(df) = 29,699 (17),p= 0.029;
GFI (RMR) = 0.923 (0.020).

Seizing | Process
A Reconfiguring | Learning | A
0.923 0.8267"
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Context
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To test the moderating effect, we developed both an unconstrained (baseline) and constrained
model. The constrained model used the mean values to represent high and low social capital. The
difference in 0% values between the two models tests for the equality of the path for the two groups
(Joreskog & Sérbom, 2007). Moreover, we tested the critical ratio differences between paths by
examining the t-values. The baseline model has 0?(df) = 15.186 (4), while the constrained model
has 0%(df) = 49.592 (8). Hypothesis 4 predicts that SC moderates the influence of OCC on OP. Even 02
values are significantly different with different level of paths y sy = 1.867 (p = 0.074) vs. y
wso) = 0.387 (p = 0.010), however the critical ratio difference between the two path is not exist
(t=1.31, p = 0.18), therefore, H, is not confirmed (Table 4).

5. Discussion

The aim of this study is to analyze the role of organizational capacity for change as a mediator
between managerial cognitive capabilities with organizational performance. This paper is the first
empirical study to offer evidence that managerial cognitive capabilities play an important role in
forming organizational capacity for change which, in turn, improves organizational performance,
especially in the public context of an organization. This study expanded on organizational capacity
for change (e.g., learning, process, and context), building on a context where previous studies only
discussed this dimension conceptually, as seen in Klarner et al. (2007). Moreover, this research was
conducted on a public organization while mostly, dynamic capabilities theory is widely researched
in the private sectors. This study demonstrates the role of organizational capacity for change as
a mediator of managerial cognitive capabilities in improving organizational performance.

Table 4. Moderating effect of social capital

Paths High Low
social capital social capital

Baseline (unconstrained model: x?

(df) = 15.186 (4)

Constrained model: x?(df) = 49.592

(8)

ocC -» OP Y (Hso) = 1.867% Y Lsc) = 0.387**

t=131,p=0.18
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This research also contributes to dynamic capability theory since no previous research has been
conducted empirically discussing organizational capacity for change and managerial cognitive
capabilities. Middle managers who have managerial cognitive capabilities will implement
a preferred strategy in order to make changes in the organization (Helfat & Peteraf, 2015;
Kuipers et al., 2014). In addition, middle managers who are able to utilize their cognitive capabil-
ities will find it easier to find information, implement strategies, solve problems, undertake
strategic asset alignment, and use social capital for better organizational performance (Teece,
2007; Helfat & Peteraf, 2015).

5.1. Managerial cognitive capabilities positively influence organizational capacity for
change

The relationship between personality and transformational leadership exists; intuitive favoring of
transformational leadership and the leaders with sensing preference are associated with transfor-
mational leadership (Hautala, 2006). Middle managers with transformational leadership will give
confidence to all employees which is important in making changes in an organization (Zhao &
Goodman, 2018). In addition, by sensing, managers can pay attention to environmental changes in
order to be able to assess the fit of operative routines with the external environment (Mahringer &
Renzl, 2018) and find new opportunities in the task environment (Rashidirad et al., 2018), so that
the organization will develop and implement appropriate organizational changes to constantly
adapt to its environment (Klarner et al., 2008) and create transparency to build open and seamless
communication (Zhao & Goodman, 2018).

By sensing, the middle manager knows the changing environment in order to be able to
implement a change of strategy (Teece, 2007; Helfat & Peteraf, 2015), and seek new practices
(Teece, 2007) so as to create capacities for individual learning where the organization has
a commitment to make changes (Soparnot, 2011; Zhao & Goodman, 2018). Moreover, attention
to sensing encourages middle managers to learn (Watad, 2018) by renewing through experimen-
tation where organizations try to adopt new practices (Klarner et al., 2008).

Strategic change implementation is the responsibility of the middle manager (Wooldridge et al.,
2008), so avoiding resistance to change (Oreg, 2003) in the implementation of strategic change
would involve creation of transparency in which communication is open to convey all complaints
of employees (Zhao & Goodman, 2018). This is proven by the flow of effective information on DGSA
that supports the openness of communication and information. Seizing a new strategy should be
accepted and implemented by all employees and the middle manager must have trust where he/
she, as the agent of change, has a close relationship with the employees (Zhao & Goodman, 2018).
In addition, the implementation of good strategic change should enable practices to be imple-
mented based on consensus that solves the collective problems that arise during the change
(Soparnot, 2011).

Seizing also as a problem solving because the old strategy cannot guarantee the sustainability of
the organization at the time of environmental change (Helfat & Peteraf, 2015). With problem
solving, the middle manager, as change leader, seeks to assess causes and not symptoms of
problems so that DGSA employees know how changes will help DGSA’s performance as a whole.
This is in line with the research of Hensmans (2015) which concludes that the strength of
organizational change is determined not only by the power of the change leader but also by the
dominant willingness of all employees through openness to organizational changes.

The middle manager’s ability to communicate and his/her social cognitive capabilities (Helfat &
Peteraf, 2015) also determine the process of change within the organization. In organizational
capacity for change, there is an ability collectively to build a change process where the middle
manager must be able to negotiate and discuss with employees to provide problem-solving
collectively (Zhao & Goodman, 2018). This is a characteristic in organizational capacity for change
where the cognitive dimension of social capital forms a common understanding of collective goals
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and the subordinate parochial interest with regard to these goals (Pastoriza & Arifio, 2013), shares
a common perspective, develops a common set of goals, and a shared vision (Langreo-Linuesa
et al,, 2018), shared representation, interpretations, systems of meaning among parties, including
shared language and codes (Nahapiet & Ghoshal, 1998) and has an impact on building the value of
change in the organization as a representation of change (Soparnot, 2011).

Through reconfiguring, the middle manager develops knowledge and optimizes existing
resources (Jantunen et al, 2018) to achieve renewal through experimentation (Zhao &
Goodman, 2018) which is supported by the organizational character whereby DGSA has an
organizational culture of providing resources to experiment with new ideas (Soparnot, 2011).

The value of dynamic capabilities for competitive advantage lies in their ability to alter the
resource base as they create, integrate, recombine and release resources (Eisenhardt & Martin,
2000). Reconfiguring can refer to the ability to recombine and to reconfigure organizational assets
as the enterprise grows, and as markets and technologies change. Reconfiguration is needed to
maintain evolutionary fitness and, if necessary, to try and escape from path dependencies (Teece,
2007). Based on this, reconfiguration is needed to encourage improvisation as value for innovation
and change (Alford & Duan, 2018).

5.2. Managerial cognitive capabilities do not significantly influence organizational
performance

According to the respondents’ data middle managers are still relatively new in tenure which, in this
case, means they have not had enough experience in the new office. Helfat and Peteraf (2015)
mentioned that the age of the CEO, tenure, and level of education influenced the extent to which
the level of decision-making is a part of strategic change. Further Basel and Briihl (2013) explain
that cognition plays a role in adjusting between data and past explanations with alternative
options and predictions in the future. Past experience will form the knowledge gain that makes
up a very important perception in decision-making (Helfat & Peteraf, 2015). In other words, the
middle manager who has not had enough experience will be limited in sensing the changing
environment (Teece, 2007). Consequently, managerial cognition has no significant effect on orga-
nizational performance.

5.3. Organizational capacity for change significantly influences organizational performance
The flow of information runs effectively, i.e. the information provided always has a real-time
significant effect on organizational performance. Aydiner et al. (2019) mention that well-
presented information will have an effect on organizational performance. With real-time informa-
tion, the organization will be able to make decisions precisely and quickly (Clarke & Lambert, 2000).
In addition, the indicator of the context dimension shows that DGSA has an organizational culture
of delivering value to innovation and change. Innovations that have been created in DGSA provide
acceleration to the service for stakeholders, ensuring the existence of transparency, and efficiency
of time and cost. Innovation shortens the service process, increasing productivity and resulting in
improved service performance. As Uzkurt et al. (2013) found in their research, an organization
nurtures innovation by instituting mechanisms and structures that encourage new ideas and ways
of thinking to improve the company’s performance.

The elements in the process cause the process of organizational capacity for change to have
a significant effect on organizational performance. First, transformational leadership contributes to
the effectiveness of the implementation of organizational capacity for change in public organiza-
tions (Van der Voet, 2014). In the organizational change precedence is transformational leadership
as the main key is very effective when organizational change occurs (Herold et al., 2008).

Secondly, the middle manager’s commitment to making changes is decisive in improving
organizational performance (Zehir et al.,, 2012). Middle managers who have a high commitment

to the organization will demonstrate positive behavior, give the best to the organization, be willing
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to sacrifice, and have a high level of loyalty to the organization (Hettiarachchi & Jayaeathua,
2014). Zhao and Goodman (2018) mention that organizational capacity for change requires the
perceived legitimacy for change where the manager has a strong commitment to making changes.
So, the commitment, as an element of the process of organizational capacity for change, positively
affects organizational performance.

Third, the creation of transparency is open communication so that the organization has the
capacity to make changes (Klarner et al., 2008). Communication has a strong effect on perfor-
mance, both in terms of quality and in frequency (Marlow et al., 2018). The better the quality of
a middle manager’s communication with employees, the more effective employees will be in
achieving organizational objectives (Gonzdlez-Romd & Herndndez, 2014). Then, the frequency of
communication is determined by how much communication is done by the middle manager with
employees and Interemployees both meet directly and through the media (Marks et al., 2000).
Within the communication, there is negotiation content that leads to agreement between parties
and also managerial content to direct the supervisor’s authority (Wildman et al,, 2012). Thus,
communication that is done openly at the organizational level, as an element of the process of
organizational capacity for change, has a significant effect on organizational performance.

Fourth, collectively built change process is the ability to negotiate and discuss with employees to
find problems in the strategic change process (Zhao & Goodman, 2018). Negotiations are required
in the achievement of the agreement (Zohar, 2015). Negotiating ability is important for managers
because it develops critical thinking skills, effective communication, and discussion (McClendon,
2009). In organizational capacity for change, negotiations are required to equalize perception,
agreement, and problem-solving. The impact is that barriers in the process of organizational
change can be resolved (Fulmer & Dan Barry, 2004). Thus, negotiations as an element of the
process of organizational capacity for change positively affect organizational performance.

5.4. The mediating effect of organizational capacity for change

Based on this research, managerial cognitive capabilities affect organizational performance
through organizational capacity for change. The role of organizational capacity for change as
a mediator is that it facilitates the speed of strategic change through open communication
(Shen et al.,, 2017), supporting the organization of creativity (Tang et al., 2017), and encouraging
innovations that impact on organizational performance (Stojcic et al., 2018).

Organizational capacity for change mediates sensing on managerial cognitive capabilities to
improve organizational performance. Middle managers perform data validation and acquire infor-
mation that supports proper decision-making (Cools & Van Den Broeck, 2007). This results in
increased trust among employees of middle managers who have competence and are confident
in the leadership role (Schaubroeck et al., 2011).

Organizational capacity for change mediates seizing on managerial cognitive capabilities, where
the ability to perform planning is decisive. The expansion phase is where seizing opportunities and
transformation capabilities come to the fore as the business model is implemented, refined, and
scaled, and the platform governance (openness and/or control) must be decided upon (Teece,
2017). In addition, the implementation of good strategy also involves the role of employees who
need the flexibility in social-related (Giampaoli et al., 2017). This social approach will ease the
problem-solving. Cognitive capabilities for problem solving and reasoning are likely to underpin
business model design as well as the capacity for making sound strategic investments (Helfat &
Peteraf, 2015). Problem-solving related to seizing opportunities, followed by a social approach in its
application is the element in the process of organizational capacity for change. The element is
collectively built change process for the implementation of strategy conducted through negotia-
tions and discussions collectively with employees to solve collective problems (Zhao & Goodman,
2018).
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Practices based on consensus represent an element of context in organizational capacity for
change (Soparnot, 2011). In a change of strategy, the middle manager implements strategy with
collective problem-solving in order to minimize resistance to change (Helfat & Peteraf, 2015; Oreg,
2003). Fluent language and communication skills of the middle manager can help reduce the
resistance to change in the strategy change process (Helfat & Peteraf, 2015).

5.5. Organizational capacity for change to organizational performance is positively
moderated by social cognitive

The results of this study do not show that the same wishes and visions (Langreo-Linuesa et al.,
2018; Pastoriza & Arifio, 2013) among employees can strengthen organizational capacity for
change in enhancing organizational performance. With social cognitive of the middle manager,
the implementation of strategy changes will take account of the viewpoint of others, foster
cooperation, and increase trust among employees in the organization (Helfat & Peteraf, 2015).

The value of change is an element in the organizational capacity for change that builds the
organization as a representation of the joint change (Zhao & Goodman, 2018). This is in line with
common objectives among employees (Pastoriza & Arifio, 2013), and the cognitive dimension of
social capital, i.e. sharing value, sharing of purpose, systems of meaning among parties, and
having the same perception (Nahapiet & Ghoshal, 1998). Thus, social cognitive positively moder-
ates organizational capacity for change to organizational performance.

5.6. Managerial implications

The results showed that the dynamic capabilities of middle managers through sensing, seizing
opportunities and reconfiguring could increase organizational capacity for change. A change
organization needs middle managers with managerial cognitive capabilities to take on the role
in the context of public organizations in Indonesia. Middle managers should develop and comple-
ment their ability to sense an environmental change, problem-solving, and social ability to socia-
lize and communicate to unite the vision and mission of the members of the organization (Rouleau
& Balogun, 2011) and minimize resistance to change (Helfat & Peteraf, 2015; Oreg, 2003). This can
increase trust in the middle manager (Schaubroeck et al., 2011). With increasing trust, the process
of changing strategies can be implemented properly, whereby the employees’ commitment
increases so that they willingly participate in the change (Herold et al., 2008).

For further research, the study could describe managers’ capability thoroughly by using dynamic
managerial capabilities consisting of managerial cognition, managerial social capital, and man-
agerial human capital (Helfat & Martin, 2015) to underpin research. Managerial cognition capability
will enable the manager to have high analytical skills in order to better face competitive situations.
It allows a manager to optimize, coordinate and manage collaboration to produce anticipatory
actions in order to respond to environmental changes (Helfat & Martin, 2015). Managerial social
capital leads to close bonds between individuals within an organization which means that trust
and hope flourish (Nahapiet & Ghoshal, 1998). Human capital capabilities are prominent factors for
managers in terms of whether they succeed in the workplace (Helfat & Martin, 2015). A manager
who has human capital capabilities can combine a variety of information and knowledge pos-
sessed so as to produce a transformation of value-added resources and new knowledge (Bontis &
Fitz-Enz, 2002).

6. Conclusions

This research analyzes the relationship between managerial cognitive capabilities and organiza-
tional performance with organizational capacity for change as a mediator, and the relationship
between organizational capacity for change with organizational performance with social cognitive
mediators. The measurement scale meets validity standards and reliability analysis. The SmartPLS
line model analysis confirms that the relationship between managerial cognitive capabilities and
organizational performance is mediated by organizational capacity for change. Thus, current
research and practices related to managerial cognitive capabilities demonstrate that
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organizational capacity for change should be considered as an important feature in dynamic
capabilities for strategic change. The study further proposed that a middle manager who has skills
in managerial cognitive capabilities would greatly encourage organizational capacity for change
which would impact on organizational performance. In addition, social cognitive positively
strengthens the achievement of strategic changes that affect organizational performance.

7. Limitations

Cross-sectional data and the specific context have been noted. In the future, research can be carried
out in different cultural and national contexts in order to increase the evidence of mediators for
organizational capacity for change. The role of managerial cognitive capabilities in the managerial
process and its development in organizational capacity for change may not be well captured by the
survey methods that we used. We believe that if the current research framework is replicated in an
exploration accompanied by longitudinal quantitative studies, then this will provide more compre-
hensive results. The use of qualitative methods will also increase the depth of the explanation of the

formation process of organizational capacity for change and its effect on performance.
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