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Abstract
This article reports on a case-based, longitudinal study of the micro-
foundations of business sustainability development in the Royal Bank of 
Scotland (RBS) in the turbulent years between 2002 and 2012. The study 
proposes an emerging 3-i process model, mapping the role of bounded, 
shared, and embedded intentionality; operational, functional, and strategic 
integration; and constraining, accelerating, and stabilizing institutionality as they 
relate to the micro-foundations underpinning the development of corporate 
sustainability from an operational capability to as a dynamic capability as 
it evolved across multiple levels of context and over time. The research 
extends extant literature exploring transformations toward sustainability as 
part of the strategic change process, the micro-foundations of capabilities as 
well as discussions on sustainability and temporality.
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Interest in sustainability has been growing in studies of management and 
organization literature (Amui et al., 2017; Bansal, 2005; 2014; Gao & Bansal, 
2013). Research studies have been focused on exploring wider conceptual-
izations of sustainability, taking a closer look at its economic, environmental, 
and social dimensions (cf. Elkington, 1997; Fergus & Rowney, 2005; Hahn 
et al., 2014; Hahn & Figge, 2011). Extensively the literature has been focused 
on debating and defining the sustainability construct as well as on exploring 
the outcomes of embedding sustainability practices in organizational strategy 
and performance. Fewer research studies have focused on “how sustainabil-
ity emerges, not through “stable and stipulative definitions of the concept, but 
through its translation, use, and daily practice . . . from this perspective, the 
meaning of sustainability emerges across time” (Hallin et al., 2021, p. 1950). 
Researchers have argued that taking a more performative approach, for 
example, taking an organizational capability perspective, could unveil how 
sustainability acquires meaning across time and how it emerges as people 
perceive and interpret it when performing practices (Hallin et al., 2021).

Although sustainable practices help firms to create long-term value by 
managing economic, social, and environmental risks, essential prerequisites 
are organizational practices that reflect sustainability in managerial attitudes 
as well as in actions (Chakrabarty & Wang, 2012). Recent systematic reviews 
on sustainability indicate only a few articles exploring how sustainability can 
become a capability, enabling an organization to adapt and change, toward 
more sustainable paradigms (Amui et al., 2017; Bari et al., 2022). Although 
there are some studies applying the resource-based view and competency 
view to examine corporate environmental performance, there is less research 
examining a company’s capability to make sustainability more strategic and 
dynamic, transforming the company’s strategy (Amui et al., 2017; Dangelico 
et al., 2017; Russo, 2003). The limited number of articles (Aragón-Correa & 
Sharma, 2003; Hart & Dowell, 2011) adopting the capability perspective 
examines mainly the organizations’ strategic approach to the environmental 
objectives and less so the balancing and alignment of social and business 
objectives. In fact, recent studies have called for more empirical research to 
advance knowledge on capability development during a sustainability-related 
organizational change (Dangelico et al., 2017; Strauss et al., 2017). To under-
stand the challenges and the changes related to integrating sustainable prac-
tices across the organization, scholars have highlighted the appropriateness 
of strategic management theories such as the dynamic capability perspective 
in providing insight into how these dynamic processes unveil (Amui et al., 
2017; Cooper et al., 2016). Besides the calls for further empirical research in 
this domain through a more integrative approach, research remains limited. 
Undoubtedly, the ambiguity surrounding the sustainability construct makes it 



Stoyanova and Stoyanov	 3

challenging for conducting empirical research. As a factor for this challenge, 
Hallin et al. (2021) point out the potential temporal character of the sustain-
ability construct. This study agrees with the temporal view of the construct 
and adopts a processual analysis to shed light on the “how,” the decision-
making, and the doing of sustainability especially when organizations have to 
deal with unstable environments and unpredictable changes. As Amui and 
colleagues (2017, p. 309) notice, to respond to institutional complexities, 
“organisations have been looking for ways to make sustainability a dynamic 
capability, integrated with strategies and business models.” However, there is 
limited research work examining this development process.

In this phenomenon-driven research study, we explore processualy how a 
leading banking organization, the Royal Bank of Scotland (RBS), engages in 
a sustainability-oriented change as a result of an exogenous shock—the 
Global Financial Crisis of 2008. We seek to examine sustainability as a mul-
tilevel phenomenon, which can be understood through the alignment between 
micro-foundations at different levels of context through time. Thus, our 
research explores

Research Question 1: What are the micro-foundations of a dynamic sus-
tainability capability, and how do they become aggregated at different lev-
els of context over time?

In this study, we look at sustainability dynamic capability as a high-order 
organizational capability that enables the organization to change its social, 
economic, and environmental practices as a result of the changing institutional 
context (Strauss et al., 2017). Although we shed some light on organizational 
practices oriented toward the environment, our study speaks more about the 
organizational dynamics related to social and business competences and pro-
cesses as these were more affected as a result of the global financial crisis.

The literature exploring how to maintain sustainability practices within 
organizations and turn them into important dynamic capabilities is yet to be 
developed, although there are few conceptual attempts in this area (Amui et al., 
2017). In a recent conceptual study, Strauss et al. (2017) propose sustainability 
dynamic capabilities to be those capabilities that enable an organization to 
reconfigure its resource base in response to the changing institutional environ-
ment to develop more proactive environmental strategies. The authors argue 
that depending on the level of uncertainty and dynamism in the institutional 
context, different micro-foundations underlie sustainability dynamic capabili-
ties. Similarly, a systematic literature review by Amui and colleagues (2017) 
reminds us that few studies (Leonidou et al., 2015; Schrettle et al., 2014) define 
sustainability-oriented dynamic capabilities as capabilities enabling an 
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organization to adapt, change and innovate toward new, sustainable paradigms. 
Other studies highlight the importance of sustainability-oriented dynamic 
capabilities for renewing/changing companies’ sustainability-oriented ordinary 
capabilities. Today, most of the research work focuses on environmental sus-
tainability and less so on economic and social sustainability. Furthermore, with 
few exceptions, most research remains conceptual.

We contribute to the literature in the following ways: First, this study 
offers a rich empirical account of the process of developing sustainability 
from being an operational/ordinary capability to a more strategic or dynamic 
capability for an organization in the changing institutional context. To do so, 
we follow a micro-foundational approach as it offers a promising line of 
inquiry for a fine-grained analysis of how sustainability organizational capa-
bility is developed through time (Eisenhardt et al., 2010; Felin et al., 2012; 
Gavetti, 2005; Van de Ven & Lifschitz, 2013). This perspective directs atten-
tion toward the individual behaviors and interactions as well as the emergent 
processes and outcomes underpinning such aggregate concepts (Felin et al., 
2012; Hodgson, 2012). A micro-analysis of the mechanisms that drive sus-
tainability has been treated largely as a secondary consideration to more 
macro-analysis of the companies, institutions, and organizations that grapple 
with it (Cooper et al., 2016). This has led to calls for multi-level perspectives 
on business sustainability (Sharma et al., 2007; Starik & Rands, 1995; Strauss 
et  al., 2017). This study responds to calls for bridging micro-macro level 
approaches to sustainability as there is limited research showing how individ-
ual-level factors aggregate to the collective level (Barney & Felin, 2013; 
Strauss et al., 2017).

Second, in this study, we build an empirically grounded synthesis of the 
micro-foundations by focusing explicitly on the interaction between the com-
posing of different sets of micro-foundations on the individual, organiza-
tional, and structure levels involved in the development of sustainability 
dynamic capability, which advances theoretical research agenda initiated by 
Teece (2007) and Felin and colleagues (2012). We track the capability devel-
opment process at the firm level, trying to build a picture of the internal and 
external dynamics influencing the process. This led to the construction of a 
process model, mapping the occurring transformations in the micro-founda-
tions of capabilities before, during, and after an exogenous shock. Drawing 
on an emerging 3-i process model, the case study contributes to understand-
ing the role of bounded, shared, and embedded intentionality; operational, 
functional, and strategic integration; and constraining, accelerating, and sta-
bilizing the influence of institutionality as they relate to the micro-founda-
tions underpinning the development of a dynamic sustainability capability 
from an ordinary capability. Thus, this research study provides empirical 
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evidence in practice of how one type of capability can evolve due to changes 
in the interaction between different micro-foundations as a result of the 
changing institutional dynamics.

We observe that variability in the alignment of capability micro-founda-
tional constructs tends to impact the form, as well as the function, of sustain-
ability as an organizational capability for the bank when explored over time 
and across levels of analysis. We note that the development of a strategic/
dynamic capability may occur only when there is a triadic alignment between 
individual behavior, organizational processes, and structure, empirically illus-
trated through synchronization between senior management objectives, orga-
nizational processes, and structure supporting sustainability across the 
organization. In the case where there is a lack of micro-foundational align-
ment, for example, when sustainability decisions are only limited to a particu-
lar function of the organization and group of managers, and detached from the 
rest of the organizational processes and structure, sustainability capability 
resembles what the literature defines as ordinary or operational capability 
(Cepeda & Vera, 2007). Moreover, our findings echo Helfat and Winter’s 
(2011) suggestion of a possible blurry line between operational and dynamic 
capability in the case of a sustainability-oriented organizational change. We 
observe a dyadic alignment between some of the micro-foundational con-
structs (individual-based and structure-based micro-foundations), which led to 
what we entitled a transitional capability. In the case of RBS, the exogenous 
shock in the face of the global financial crisis led to a shared intention to trans-
form the bank into a sustainable organization and changes in the structure-
based micro-foundations (e.g., a complete restructuring of governance, the 
introduction of new sustainability practices of the organization) but less so in 
the process-based micro-foundations. The organizational inertia and to a large 
extent the organizational fear across the bank, due to the high level of external 
institutional pressures, obstructed the process of initiating and legitimizing the 
sustainability agenda equally across the various management teams.

Furthermore, most research on dynamic capabilities provides a singular 
focus on strategic change (e.g., a specific function of the organization such as 
R&D), rather than organizational change more broadly (Helfat and Martin, 
2015). This study contributes to the latter as the explored empirical case of 
the RBS is a story of sustainability-related organizational change and sustain-
ability capability development as a result of an exogenous shock.

Conceptual Background

Our aim in this section is to set the conceptual context of the study by, first, 
presenting the multiple interpretations of the business sustainability 
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construct. We then outline some recent thinking on sustainability as it relates 
to the macro, meso and micro levels, and highlight the scarcity of multilevel 
studies. Finally, we draw the link between micro-foundations approaches to 
understand business sustainability and how it emerges from being an opera-
tional capability—for an organization to become more strategic, to be a 
dynamic capability—shaping the rest of the organization’s resources and 
capabilities. We argue that an empirical research gap exists in exploring busi-
ness sustainability from a more performative approach, understanding the 
role that individuals and their interactions as well as organizational processes 
(e.g., inter and intra-organizational communication) and governance struc-
tures play in an organization’s sustainable development over time.

Business Sustainability and its Multiple Interpretations

Interest in business sustainability continues to grow in strategic manage-
ment and organization studies literature (Andersson et  al., 2013; Aragon-
Correa, 2013; Starik & Kanashiro, 2013; Starik & Rands, 1995). The 
bourgeoning interest in the area has resulted in a number of conceptual 
ambiguities (Bansal & Song, 2017). In fact, there is no single definition but 
a range of explanations of the concept (e.g., corporate social responsibility, 
corporate citizenship, triple bottom line). Exploring the literature, the pleth-
ora of semantic explanations of what constitutes business sustainability can 
be divided into three main typologies—being synonymous with the notion 
of corporate social responsibility and its variants (Van Marrewijk & Werre, 
2003), being a higher-order construct incorporating corporate social respon-
sibility (Van Marrewijk, 2003), as well as being significantly different from 
CSR. Fergus and Rowney (2005, p. 19) argue that “to some extent the term 
has become a cliché . . . applied to almost anything remotely related to the 
business processes, the society in which those processes operate, and the 
environment in which both processes and society are embedded.” The inter-
pretations of CSR and sustainability by companies and authors which exam-
ine different organizational settings vary as a result of trade-offs between 
various forms of value (sustainable and economic), institutional logics, dif-
ferent organizational identity as well as company size, embedded in the 
business models of organizations (Hallin et  al., 2021, p. 1948). Dahlsrud 
(2008), for example, counted 37 definitions of CSR, adding to the confu-
sion. However, the bottom of almost every view on business sustainability 
and CSR is that it considers simultaneously economic prosperity, environ-
mental integrity, and social equity.

Previous research studies point out that most of the current interpretations 
of business sustainability tend to be more ostensive in nature, meaning that 
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they explain things in principle by borrowing from other theoretical con-
structs. Hallin et  al (2021, p. 1950) argue that the problem with ostensive 
definitions is that they tend to integrate different existing concepts and may 
“be variously interpreted in every case.” Thus, they call for adapting a more 
performative approach which allows exploring “how sustainability emerges, 
not through stable and stipulative definitions of the concept, but through its 
translation, use, and daily practice.” The performative approach allows 
exploring how a concept acquires meaning across time and how it emerges as 
people perceive it and interpret it when performing organizational practices 
(Hallin et al., 2021).

The complexity of the field, then, calls “for a fresh consideration and 
reconceptualization of theory for practice in the sustainability field” 
(Cooper et al., 2016; also see Aragon-Correa, 2013) are timely. Moreover, 
researchers have called for a more performative approach when defining 
the concept, exploring the transition to sustainability in organizations as 
well as the underlying drivers which facilitate or inhibit the development 
process. To deal with economic, environmental as well as social risks, 
researchers have highlighted the fact that sustainability should be part of 
the organizational strategy. Thus, they have called for more studies 
exploring how sustainability can become a more strategic or dynamic 
capability, which drives the company’s transition and change toward a 
more sustainable future (Amui et al., 2017). However, recent systematic 
reviews of the literature show that besides such calls, few research studies 
are using the capability view to study business sustainability (Amui et al., 
2017; Russo, 2003).

In this article, we adopt a temporal view of the business sustainability 
construct (Hallin et al., 2021; see also Pettigrew, 1997; Winter, 2012), which 
suggests that the issues, drivers, and trajectories of the micro-foundations of 
organizational behavior and sustainability are best understood as a process 
rather than a state (MacKay & Chia, 2013). In this study, we looked at sus-
tainability dynamic capability as a high-order organizational capability that 
enables the organization to change its social, economic, and environmental 
practices as a result of the changing institutional context (Marcus & Anderson, 
2006; Strauss et al., 2017). Our interest in this article is to investigate through 
a multi-level perspective, the micro-foundations of the sustainability capabil-
ity development process.

Business Sustainability at Macro-, Meso-, and Micro Levels

Empirically grounded studies of organizations and business sustainability in 
the extant literature can be divided broadly into three levels. They include 
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research that focuses on the macro level of the environment, the meso level of 
the organization, and the least developed of the three areas—the micro level 
of the individual. A hallmark of sustainability studies is that they have often 
taken place within a single level of analysis, and predominantly at the macro 
and meso levels, which at times implies, and at other times obscures the mul-
tilevel contexts that sustainability is embedded in (Aguinis & Glavas, 2012; 
Bansal & Song, 2017; Morgeson et al., 2013; Starik & Rands, 1995). Research 
into business sustainability at the macro level of the environment has shed 
light on the institutional conditions for sustainability (Bansal, 2005; Hoffman, 
1999; Hoffman & Ventresca, 2002, 1999; Husted et  al., 2016; Jennings & 
Zandbergen, 1995; Ortiz-de-Mandojana & Bansal, 2015; Russo, 2003), 
industry self-regulation (Bansal & Hunter, 2003; King & Lenox, 2000), 
media influence (Bansal, 2005), environmental deregulation and regulation 
(Delmas et al., 2007; Delmas & Tokat, 2005), the strategic management of 
stakeholder groups (Buysse & Verbeke, 2003; Delmas & Toffel, 2008; 
Sharma & Henriques, 2005), institutional change (Hoffman, 1999), and 
social movements (Lounsbury et al., 2003; MacKay & Munro, 2012). For 
instance, Bansal (2005) finds that, in the Canadian oil and gas sector, institu-
tional pressures emanating from the media in the wider macro-context were 
important for catalyzing sustainability innovation early in the adoption cycle 
but then began to decline in importance over time. Factors residing at the 
macro-level context, be they from the media, stakeholders, or regulations, 
clearly influence lower levels of context, even if the precise nature of that 
influence is not well understood (cf. Morgeson et  al., 2010; O’Leary & 
Almond, 2009; Rousseau & Fried, 2001).

At the meso or organizational level, studies range from stakeholder inte-
gration (Sharma & Vredenburg, 1998) and responses to shareholder activism 
(Reid & Toffel, 2009), to the role of boards and senior leadership teams in the 
diffusion of base-line environmental practices in organizations (Walls & 
Hoffman, 2013), ecological commitment, embeddedness and sensemaking 
(Valente, 2012; Whiteman & Cooper, 2011), innovation (Nidumolu et  al., 
2009; Sharma & Vredenburg, 1998), R&D expenditure and intensity (Arora 
& Cason, 1996; Khanna & Anton, 2002), and board composition and experi-
ence (De Villiers et al., 2011; Walls & Hoffman, 2013). Bansal (2003), for 
instance, tracked the development of environmental issues in two organiza-
tions over the course of a year. Of the factors influencing the scale, scope, and 
speed of organizational responses to environmental issues, they found that 
two factors, in particular, organizational values and individual concerns, were 
necessary conditions for addressing the issues.

Finally, at the micro, or individual level, studies have directed attention 
toward managerial perceptions of corporate environmentalism and stakeholder 
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pressure (Banerjee, 2001; Sharma & Henriques, 2005), CEO cognition, inter-
pretation and passion (Branzei et al., 2004; Robertson & Barling, 2013), com-
pensation (Russo & Harrison, 2005), and employee interventions (Unsworth 
et  al., 2013). For instance, pro-sustainability behaviors have been shown to 
stem from pro-sustainability attitudes (Bissing-Olson, 2013). Closely related 
studies have shown that pro-sustainability attitudes, behaviors, and passion are 
influenced by the pro-sustainability attitudes, behaviors, and passion of leaders 
(Robertson & Barling, 2013).

Despite the increasing attention to sustainability-related issues in the 
study of business ethics and business and society, there is still a relative 
paucity of work that focuses on micro-level factors contributing to sustain-
ability, such as individual behaviors and ethics, their drivers, and the con-
texts in which intra-organizational processes unfold (Cooper et al., 2016). 
An explicitly micro-foundations approach to analyzing organizational 
behavior and, particularly, the development of sustainability capability 
within organizations offers an opportunity to address this gap while raising 
a number of issues about how micro-foundations relate to different levels of 
organizational context.

To date, with few exceptions, there are limited research studies which 
adopt a multilevel micro-foundational perspective. For example, an inductive 
study by Del Giudice et al. (2017) discusses the owner-managers’ crucial role 
when engaging in sustainability activities jointly with employees and other 
stakeholders, through which individual-level actions enhance collective 
organizational-level sustainability practices. Nevertheless, research in this 
area is still at a nascent stage (Buzzao and Rizzi, 2021). For this reason, 
scholars call for sustainability to be studied as a multilevel phenomenon that 
both incorporates the relatively under-researched micro-foundations of orga-
nizational behavior and sustainability, and the wider meso and macro con-
texts that shape and are shaped by them (Alcaraz & Thiruvattal, 2010; Cooper 
et al., 2016; Porritt, 2007; Sharma et al., 2007; Starik & Rands, 1995).

Business Sustainability, Organizational Capabilities, and Micro-
foundations

Recent reviews of the sustainability literature indicate that most research on 
sustainability is “underlined by a static view, focusing on the initial develop-
ment of social and environmental practices”, calling for studies adapting a 
more dynamic view on how sustainability practices can become strategic 
capabilities over time (Amui et al., 2017, p. 311). However, few studies have 
applied the organizational capability and more specifically the dynamic capa-
bility view to the concept of business sustainability (Buzzao and Rizzi, 2021). 
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The majority of studies applying the dynamic capability view to examine 
organizations’ approach to developing proactive environmental strategies 
and whether a company’s proactive environmental behavior leads to a com-
petitive advantage (Aragón-Correa & Sharma, 2003; Dangelico et al., 2017; 
del Rosario Reyes-Santiago et al., 2019). Hart (1995) argued that a compa-
ny’s capacity to develop an organizational capability will be determined by 
the relationship the company has with the nature environment. Hofmann and 
colleagues (2012), on the contrary, tried to identify firm capabilities as driv-
ers of environmental management and sustainability practices in the context 
of small- and medium-sized manufacturers. Dangelico et al. (2017) explore 
the relationship between sustainability dynamic capabilities and green inno-
vation and eco-design capabilities and the impact on the market performance 
of green products.

Besides little research on how sustainability can become a capability, 
there is less research examining the micro-foundational factors that drive sus-
tainability as a dynamic capability, as the literature in this direction has yet to 
be constructed (Amui et al., 2017).

The recent “turn” toward micro-foundations research in studies of organi-
zations seeks to re-direct attention toward the role of individual attitudes, 
behaviors, choices, expectations, motivations, propensities, and purposes 
(Felin & Foss, 2005). It rests on the assumption that collective phenomena, be 
they organizations or sustainability, are aggregations of lower-level phenom-
ena (Abell et al., 2008; Felin et al., 2012). A micro-foundations approach sug-
gests how individual behaviors play out or become translated through 
organizational hierarchies (Bapuji et al., 2012; Gavetti, 2005). Organizational 
capability, which is a key construct in the organization, management, and 
strategy literature, is a useful lens for exploring the micro-foundations of orga-
nizational behavior and sustainability (cf. Barney & Felin, 2013; Felin et al., 
2012; Foss, 2011). Organizational capabilities can be divided into two catego-
ries. The first pertains to operational or static ordinary capabilities. These 
involve mostly the administrative, operational, or governance-related func-
tions of an organization; and dynamic capabilities govern these organizational 
functions and define their strategic intent (Teece, 2014). A review of the orga-
nizational capability literature indicates a wide range of conceptualizations 
when it comes to defining and examining the relationship between ordinary 
and dynamic capabilities (Cepeda and Vera, 2007; Schriber & Löwstedt, 2020; 
Teece, 2014; Winter, 2003; Zahra et al., 2006). According to Collis (1994), an 
ordinary capability refer to the ability of an organization to perform basic 
functional activities. On the contrary, Winter (2003, p. 991) defines them as “a 
high-level routine (or collection of routines) that, together with its implement-
ing input flows, confers upon an organization’s management a set of decision 
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options for producing significant outputs of a particular type..” In their empiri-
cal study on information technology and communication sector in Spain, 
Cepeda and Vera (2007, p. 426) relate them to the operational functioning of 
the firm. According to the authors, these are “how we earn a living now” capa-
bilities. In this study, we adopt the definition of Helfat and colleagues (2007) 
which is also in line with the conceptualization proposed by Collis (1994). The 
authors define operational/ordinary capabilities as the ability of a firm to per-
form a particular practice. CSR activities, for example, often take the form of 
lower-order, or operational capabilities when used for marketing, public rela-
tions, and reputational enhancement (Lo & Sheu, 2007).

Dynamic capabilities, by contrast, are higher-order capabilities and imply 
change (Helfat et al., 2007; Teece, 2007; Teece et al., 1997). Teece and col-
leagues (1997, p. 516) suggest that the term “dynamic” “refers to the capacity 
to renew resources so as to achieve congruence with the changing business 
environment [. . .].” Winter (2003, 2012) argues that change is often the result 
of a force majeure from the wider environment, and incorporates the mani-
fold influences of the element of time. It can also originate in anticipation of 
shifts in the environment through (a) sensing and shaping opportunities and 
threats, (b) seizing opportunities, and (c) transforming the enterprise (Teece, 
2007). Whatever the catalyst for the change, it suggests an organization-wide, 
or strategic direction of travel. According to Barreto (2010), a capability is 
considered dynamic when it enhances the firm’s ability to make decisions, 
solve problems, and identify opportunities and threats in more complex envi-
ronments. Furthermore, company’s dynamic capabilities are developed 
through a set of behavioral activities and cognitive processes (micro level) 
which shape the organizational behavior and routines (Zollo & Winter, 2002) 
but also impact the overall strategy of an organization (meso level; Fallon-
Byrne & Harney, 2017) which assist organizations to adapt to the changing 
business environment (macro level). Barney and Felin (2013, p. 138) have 
called for more research studies exploring the dynamics on the micro-meso-
macro levels—“an issue that [should be] at the very core of any microfounda-
tions discussion.”

While extensive literature exists on both operational and higher-order 
dynamic capabilities (see Peteraf et al., 2013), work on their micro-foundations 
is still nascent (Felin et al., 2012; Teece, 2007; 2012; Winter, 2012). Empirical 
studies that explore the role that individuals, processes and interactions, and 
structures play in capability development (cf. Felin et  al., 2012), and their 
development over time are even more limited (cf. Winter, 2012). Questions 
remain, for example, about individual intentionality, and how they purpose-
fully scale and integrate sustainability behaviors as well as the conditions and 
contexts that it takes place (cf. Felin et al., 2012; Gavetti & Levinthal, 2000). 
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Yet there is obvious relevance for the issues, drivers, and trajectories underpin-
ning the micro-foundations of organizational behavior toward sustainability. In 
particular, it remains important to understand how individual orientation and 
behaviors, as well as organizational processes and structures within sustain-
ability operational capabilities, develop into wider sustainability dynamic 
capabilities at a strategic level for the organization (Cooper et al., 2016, p. 2).

The micro-foundations approach to studying sustainability has the potential 
to contribute to a more fine-grained understanding of how sustainability behav-
iors become aggregated, both within organizations and society at large (Barney 
& Felin, 2013). This research seeks to address this aim through a longitudinal 
study of a U.K. financial enterprise, the RBS, as it sought to develop a sustain-
ability dynamic capability from a sustainability operational capability. We have 
also sought to understand how such micro-foundations (individual behaviors, 
and organizational processes and structures) evolve across levels of micro, 
meso, and macro contexts, which lies at the core of the micro-foundations dis-
cussion (cf. Barney & Felin, 2013; Johns, 2001; Winter, 2012). Based on these 
curiosities, we seek to examine sustainability as a multilevel phenomenon that 
can be understood through the alignment between micro-foundations at differ-
ent levels of context through time. Thus, our research explores:

Research Question 2: What are the micro-foundations of a dynamic sus-
tainability capability, and how do they become aggregated at different lev-
els of context over time?

Method

To address this study’s research questions, we base our work on a qualitative, 
inductive, longitudinal research methodology (Denzin & Lincoln, 2011). 
This research approach and the adopted case-based method enable a fine-
grained investigation of the behaviors and individuals, processes and struc-
tures, and the institutional influences and emergent outcomes relating to the 
development of a dynamic sustainability capability from an operational capa-
bility. The research setting for this study is the RBS. Given that we were 
studying an emergent phenomenon (Pettigrew, 1997; Siggelkow, 2007), we 
selected our case based on the novelty of circumstances that RBS found itself 
in as it sought to retrench itself after being partly nationalized amid the 
2008/2009 financial crises. RBS had become, briefly, the largest bank in the 
world by assets (circa $2.4 trillion) in 2008 (The Economist, 2008), which 
contributed to our interest in the organization (Siggelkow, 2007). RBS is a 
particularly interesting case of an organization that has survived a near-death 
experience during times of immense institutional turbulence. The case is 
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special for the richness of organizational and behavioral sustainability-related 
changes that assisted in tracing the main events and processes related to sus-
tainability. We focused specifically on the dynamic sustainability capability 
micro-foundations, and following widespread advice on embedded, longitu-
dinal, interpretive case-based research designs (Dawson, 1997; Eisenhardt, 
1989; Pettigrew, 1997; Siggelkow, 2007; Yin, 1994), their multi-level contex-
tual interactions over time (see also Alcaraz & Thiruvattal, 2010; Porritt, 
2007; Sharma et al., 2007; Spector & Meier, 2014; Starik & Rands, 1995). 
The selection of RBS as our critical case is based on the extraordinary trans-
formation that the bank has been undergoing before, during, and after the 
2008 financial crisis (Siggelkow, 2002, 2007; Yin, 1994). The organization’s 
journey through the experienced exogenous shock empowered us to under-
stand the relationship between micro phenomena as expressed through a 
micro-foundations approach of sustainability as an organizational capability.

In this section, we give an overview of our research setting, research 
design, data collection, and analytical approach.

Research Setting and Historical Overview of RBS

The RBS was founded in Edinburgh, the United Kingdom in 1727. The post-
First World War era was a steady period of expansion and growth for the 
bank, mainly through a mergers and acquisitions strategy. In 1985, RBS 
merged with Williams & Glyn’s Bank in response to takeover threats by 
HSBC (Hong Kong and Shanghai Banking Corporation) and Standard 
Chartered Bank. It was at this time that RBS developed from a small, well-
respected Scottish bank into a nationwide high-street bank, which began 
expanding internationally with the acquisition of the American-based Citizen 
Financial Group in 1988 (RBS Heritage Archives, internal documents). 
Through the 1990s, RBS, led by CEO George Mathewson, continued to 
expand and innovate, which culminated in the £21 billion hostile takeover of 
the much larger London-based bank NatWest in 2000, making RBS the sev-
enth-biggest banking group in Europe. Following the takeover of NatWest, 
Sir George Mathewson stepped down as CEO, assuming the role of Deputy 
Executive Chairman, and then in May 2001 Chairman of the RBS Group. 
Fred Goodwin, then Deputy CEO, became CEO in January 2001.

With the promotion of Goodwin to CEO, the Bank’s goals changed from 
the ambition of becoming a serious U.K. player to that of becoming one of 
the largest banks in the world (Fraser, 2015). It was also at this time that RBS 
established its Corporate Responsibility department. Between 2001 and 
2008, the global aspirations of RBS executives resulted in a number of inter-
national acquisitions (e.g., Charter One; 10% stake in Bank of China in 2005 
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making RBS the largest company in market capitalization in the United 
Kingdom and number five in the world; Kennedy et  al., 2006, p. 368). 
Business sustainability at this time was understood only in financial terms. 
However, the intense rivalry across the banking industry increased the appe-
tite of both RBS executives and the corporate culture to take riskier manage-
ment decisions and activities.

As a result of its ambitious global strategy, RBS entered the global financial 
crisis with an inadequate capital base, resulting in higher dependency on its 
wholesale capital market and difficulty financing its balance sheet. Consequently, 
RBS suffered the biggest crisis in its history, culminating in 80% of the bank 
being nationalized in October 2008 with a £45 billion bailout by the U.K. gov-
ernment (Martin & Gollan, 2012). Goodwin resigned as CEO, and Stephen 
Hester took over the same month. Hester quickly turned his attention toward 
saving the bank through a large-scale internal restructuring, including changing 
organizational behaviors, processes, structures, and the strategic direction of 
RBS by focusing on developing a sustainability capability. With the resignation 
of Sir Tom McKillop as Chairman, the new Chairman, Philip Hampton who 
took over in 2009, reduced the size of the RBS Board to improve governance 
and increased the proportion of non-executive directors to executive directors.

Research Design

This research study adopts a single case-based research design (Siggelkow, 
2007; Yin, 1994). Case-based research designs allow for a contextual and 
holistic exploration of the researched phenomenon (Dubois & Gadde, 2002; 
Gomm et al., 2000). The single case-based research design fit with our aim of 
studying the micro-foundations of organizational behavior and sustainability 
as they relate across levels of context and as they unfold temporally through 
time (Eisenhardt, 1989; Ghauri, 2004; Siggelkow, 2007). As Felin and col-
leagues (2012) state: “The micro-foundations approach focuses on collective 
phenomena that need explanation, specifically [their] creation and develop-
ment . . . an analysis of micro-foundations considers both initial conditions 
and evolutionary processes” (pp. 1352–1353). Our selection of RBS for the 
case study was made based on critical case sampling based on the extraordi-
nary transformation that RBS has been undergoing, both before and after the 
2008 financial crisis (Siggelkow, 2002, 2007; Yin, 1994).

Data Sources

To develop a rich case study, a variety of real-time and retrospective primary 
and secondary data was collected (Pettigrew, 2012). Table 1 summarizes the 
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collected data between 2009 and 2012 and its use in the data analysis. The 
combination of primary and secondary data assisted in triangulating the data, 
and minimizing doubt about the accuracy of process data representation 
(Soulsby & Clark, 2011). The primary data included interviews with senior 
managers across the different functions of the bank and stakeholders of the 
organization as well as observations in the Bank’s headquarters in Edinburgh 
and offices in the city of London. Primary access was gained and informants 
were recruited through a snowballing within-case sampling approach (Patton, 
2002). An initial informal conversation with the company’s head of group sus-
tainability during a social event in Gogaburn, RBS headquarters in Edinburgh 
planted the initial seeds of the recruitment process of other informants. The 
head of sustainability of the bank was a key figure who introduced the research-
ers of the study to other informants, allowing a trustworthy relationship with 
the managers to be established. This on the contrary allowed for further snow-
balling and internal data access in other parts of the organization. Initially, nine 
familiarization interviews with senior managers from the CSR, finance and 
investment, human resource, group charitable programs, and group communi-
cations and marketing among others were conducted. During these interviews, 
every time an interviewee would refer to a colleague of his who had a key role 
in an activity or event related to organizational changes or/and challenges when 
it comes to sustainability, the researchers of the study would ask to be put in 
contact with this manager. Although two out of five managers would agree to 
refer us to other senior managers, gaining access to senior-level management in 
turbulent times was a recognized challenge.

Another highlight event for the data collection process was RBS Group 
Sustainability Conference, an internal and private but very strategic event for 
the bank, to which we were invited. It took place at the beginning of December 
2012 in London. During the conference key sustainability priorities were 
debated among the group’s executives, senior managers as well as represen-
tatives of external stakeholder groups (nongovernmental organizations 
[NGOs] and investors) as well as internal stakeholder groups (managers from 
different parts of the business). The head of sustainability of the banking 
group introduced the first author of the article as an independent researcher 
interested in the organization’s journey to sustainability and encouraged the 
audience to establish contact during lunch and coffee breaks. Further inter-
views were scheduled later that month with managers interested in the 
research. The secondary data sources comprised multiple sources of written 
internal, archival documentation, external reports, and articles.

Interviews.  The primary data sources were 63 in-depth interviews and engage-
ments with 27 managers and senior managers (some of whom became board 
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members after the restructuring of the bank after the financial crisis) involved 
in the decision-making of the organization and representing different depart-
ments of the organization. On average, all of the senior managers were inter-
viewed at least twice during the data collection between 2009 and 2012. This 
allowed the researchers to observe changes in the managerial intentionality 
toward sustainability as well as its integration into organizational practice. 
Interviews were semi-structured in nature and lasted between 30 min and 2 hr 
on average and followed a story-telling approach (Czarniawska, 2004). Par-
ticipants who represented various departments were asked to talk about their 
beliefs, experiences, and understanding of sustainability at RBS and what it 
meant for their specific function in the organization. Interviews were recorded 
and transcribed verbatim. Nine participants declined to have the interviews 
recorded. These interviews were transcribed based on detailed notes, by fol-
lowing a “24-hour” rule (cf. Eisenhardt, 1989; Yin, 1994). This helped the 
researchers to limit any bias in the interpretation of the data due to incorrect 
transcription. Table 2 provides a summary of the interview data.

Moreover, to avoid the retrospective bias associated with the collection of 
secondary data and primary interview data based on past experiences and 
managerial practices, the collected data were triangulated by interviewing 
senior managers, representing the company’s key departments on their expe-
riences of the changes and dynamics within the development of the sustain-
ability-banking capability process. Each of the informants was interviewed at 
least twice. The first interview with a respondent usually tended to have a 
familiarization character during which key events, practices, and perceptions 
were identified. The data were then further verified through available second-
ary data mainly archival sources and reports as well as through further inter-
views with members of the senior management community in the bank. After 
approximately 4 to 6 months, a second and in some cases third interview was 
conducted with the same interviewee. These follow-up interviews allowed 
verification of the logical connections between emerging events and prac-
tices constituting a chain of evidence. Furthermore, some of the follow-up 
interviews further enriched the research data. Several interviewees happened 
to recall and share further insightful stories that contributed to the construc-
tion of the case study.

Archival and Secondary Sources.  Archival data and secondary sources were 
collected on-site at RBS headquarters between March and December 2012. 
RBS gave access to their corporate archives, which were systematically 
searched for material relating to corporate responsibility and sustainability, 
and recorded. In addition, the Sustainability Department also opened its 
records to the researchers during site visits. These included internal 
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secondary data, such as press releases, annual and sustainability reports, and 
annual protocols from shareholder meetings (2007–2012). External second-
ary data included two Financial Service Authority (FSA) reports, journal 
articles from international newspapers such as Financial Times, Wall Street 
Journal, and local newspapers such as the Scotsman, collected using Factiva, 
a full-text media database. The collected secondary data facilitated the 

Table 2.  Summary of Informants, Number of Interviews, Interview Mode, and 
Duration.

Senior 
manager (SM)

Current/former 
employee

Number of 
engagements/ 

interviews
Total duration 
of interviews Interviewing modes

SM1 Current 8 4 h 45 min Off-site, Site, Phone
SM2 Current 2 1 h 45 min Site, Phone
SM3 Current 2 1 h 30 min Phone
SM4 Current 2 1 h 10 min Site
SM5 Former 2 55 min Skype
SM6 Current 2 1 h 20 min Off-site, Phone
SM7 Current 2 50 min Site
SM8 Current 3 2 h 10 min Site, Phone
SM9 Current 2 1 h 15 min Site
SM10 Current 2 2 h 30 min Site
SM11 Current 2 1 h 10 min Site, Phone
SM12 Former 2 45 min Phone, Skype
SM13 Current 2 1 h 20 min Site
SM14 Current 3 2 h 23 min Off-site, Phone
SM15 Current 2 57 min Phone
SM16 Current 2 1 h 8 min Off-site, Skype
SM17 Former 2 48 min Off-site, Phone
SM18 Former 2 40 min Skype, Phone
SM19 Current 2 58 min Site, Off-site
SM20 Current 2 40 min Off-site
SM21 Current 2 52 min Off-site, Phone
SM22 Current 2 1 h 10 min Site, Phone
SM23 Current 2 1 h 3 min Site, Phone
SM24 Current 2 53 min Phone
SM25 Former 2 40 min Phone
SM 26 Current 2 1 h 7 min Site, Phone
SM 27 Current 3 2 h 12 min Site, Off-site, Phone
Total: 27 = 22  

Current + 5 Former
63 31 h 36 min Site, Off-site,

Phone Skype

Note. Please note that the status of the interviewed managers may have changed after the 
data collection was completed. Some of the interviewees listed as current may no longer 
work in the bank.
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researchers to validate the majority of retrospective accounts that the inter-
viewees provided as well as to build a rich case study.

Data Analysis

Our data analysis approach consisted of two stages. In the first stage, drawing 
on the archival, interview, and secondary data, we constructed a descriptive, 
detailed narrative story and timeline focusing on the evolution of sustainabil-
ity at RBS (2002–2012; Burgelman, 2011; Langley, 1999; Mills & Mills, 
2011). Reflecting on our questions around the micro-foundations of sustain-
ability, and how they relate across levels of context and time, we developed a 
detailed account of the behaviors and individuals, processes and structures, 
and emergent accounts and events underpinning the transformation of an 
operational sustainability capability into a dynamic sustainability capability 
(Balogun & Johnson, 2004; Pettigrew, 1992). In the second stage, when 
developing our chronological account, we identified three specific phases of 
critical importance. The labeling of the observed three phases (operational, 
transitional, and strategic) occurred after the coding of both secondary and 
primary data was completed. As part of the coding process, data and the 
assigned codes were continuously revisited throughout the analysis process. 
The first phase, which we identified, was between 2002 and 2007 and 
involved sustainability being an operational capability in RBS. This phase 
marked the starting point of the investigation, namely, the period from the 
development of the first CSR team in RBS, which was also consecutively the 
period before the global financial crisis and lasted until the end of 2007. The 
second phase we identified was between 2008 and 2009 and involved the 
transition of sustainability from an operational capability to a more strategic 
capability for RBS. This phase was a turning point in the history of RBS and 
marked a period of a major shift favoring the integration of sustainability in 
the bank during the financial crisis. The third phase unfolded between 2010 
and 2012 and saw the emergence of a dynamic sustainability capability. This 
phase represents the period after the financial crisis and the alignment 
between collective intentionality and integration, which enabled the emer-
gence of a strategic dynamic sustainability capability.

During the data analysis, we drew on an adapted version of the inductive 
methods outlined by Gioia et al. (2013). Our first-order coding consisted of 
“open-coding” to identify themes emerging from the data itself (Corbin & 
Strauss, 1990). Figure 1 presents a static picture of the emerging first-, sec-
ond-, and conceptual-order themes.

Using protocols for identifying micro-foundations outlined in the litera-
ture (Barney & Felin, 2013; Felin et  al., 2012), including behaviors, 
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individuals, interactions and processes, structures, and emergent outcomes, 
as a guide, we then began developing our second-order themes. Through this 
analytical process, we also coded for factors influencing sustainability from 
the wider institutional context (Winter, 2012). This allowed us to identify 
multilevel contextual interrelationships over time (Also see Alcaraz & 
Thiruvattal, 2010; Cooper et  al., 2016; Porritt, 2007; Sharma et  al., 2007; 
Spector & Meier, 2014; Starik & Rands, 1995). Finally, as Figure 1 shows, 
we identified three conceptual categories—intentionality, integration, and 
institutionality—that we found inductively to be mechanisms shaping the 
micro-foundations of sustainability in different ways, at different levels of 
context, and in different phases. In addition, we also found that the macro 
institutional context is a crucial mechanism influencing the micro-founda-
tions for organizational behavior toward sustainability. We used the label 
intentionality to define the changing managerial behaviors, understanding, 
and attention toward sustainability before, during, and after the financial cri-
sis. The category, integration, refers to the process of integrating sustainabil-
ity agenda and principles in the organizational processes and structures of the 
bank. Finally, we used the label, institutionality, to define the institutional-
level factors and market dynamism that drive organizational and behavioral 
changes which constrain, accelerate, or stabilize sustainability in RBS before, 
during, and after the financial crisis.

Bounded 
Inten�onality

Shared 
Inten�onality

Embedded 
Inten�onality

1. Inten�onality

2. Integra�on

D. Opera�onal 
Integra�on

E.  Func�onal 
Integra�on

F.  Strategic 
Integra�on 

G.  Constraining 
Ins�tu�onality

H. Accelera�ng 
Ins�tu�onality

I. Stabilizing 
Ins�tu�onality

Meso: Emerging 
processes, structure, 

outcomes

3. Ins�tu�onalityMacro: ins�tu�onal 
context

Micro: Behaviours, 
individuals, interac�ons

A1: Statements about sustainability understood as 
profit/growth (economic value)
A2: Stories about individual fear to challenge status quo

B1: Narra�ves about framing new parameters of 
sustainability (social value)
B2: Reflec�ng on past mistakes, envisioning the future

C1: New collec�ve understanding: sustainability as a 
synergy between social and economic values
C2: TMT serving mentality, new regional roots outlook 

D1: Narra�ves on lack of synerge�c bond between 
divisions/departments; low transparency of prac�ces
D2: Stories on ini�a�ves detached from stakeholders 

E1: Narra�ves about ‘survival effect’ on ini�a�on
E2: Internal assessment and restructuring towards a new 
sustainability-informed governance structure 

F1: Narra�ves on co-crea�ng sustainability through the 
development of stakeholder panels; feedback channels
F2: Aligning risk & sustainability func�on; ESE integra�on

G1: Statements on the constraining impact of 
globalisa�on, laissez-faire regula�on, industry rivalry
G2: Low dynamism/pressure from stakeholders (media)

H1: Narra�ves on the role of the financial crisis 
s�mula�ng sustainable banking agenda
H2: High regulatory, media, social pressures (“Occupy”)

I1: Statements about the impact of emerging conflicts in 
the banking sector.
I2: Con�nuing media interest, further regula�on

First-order narra�ve themes Second-order themes Overarching conceptual themes

Figure 1.  Emerging First-, Second-, and Conceptual-Order Themes.
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The analytical approach we adopted reflected several of the criteria for 
“naturalistic inquiry” for establishing the trustworthiness of research designs 
(Lincoln & Guba, 1985). They included a prolonged engagement with the 
research setting and informants between 2009 and 2012, which allowed for 
the accumulation of tacit knowledge and negotiated outcomes throughout the 
research process. We shared our findings with the participants in the study, 
both informally and as part of successive interviews to elicit feedback. 
Multiple sources of data allowed for the triangulation of the findings. Finally, 
our research was audited by four academic peers familiar with the study 
(Balogun & Johnson, 2004). The academic peers were all renowned profes-
sors in top North American and European universities, whose published works 
on CSR and sustainability field have paved the ground for our intended con-
tribution. Approaching academic peers served a very important dual role. 
First, on the implementation side, they guided the research design and 
informed the analytical practices. Second, on the positioning side, they con-
firmed the importance of our findings and their overall fit within the sustain-
ability literature. To ensure intercoder reliability, we undertook a 10-step 
process explained in Appendix (Miles & Huberman, 1994; Olson et al., 2016). 
And while we think that many of the findings in our study are likely to be 
generalizable to other research settings, we acknowledge that our inductive, 
longitudinal, single case-based study, while empirically rich, internally con-
sistent, and demonstrating explanatory power, makes the trade-off with some 
external validity (Eisenhardt, 1989; Langley, 1999; Lovas & Ghoshal, 2000).

Findings

In this section, we report on the development of sustainability organizational 
capability from being an operational capability for our explored case study to 
becoming more strategic or dynamic in the aftermath of the Global Financial 
Crisis. We organize our findings around the three phases identified in our 
longitudinal process research design. They include Phase 1: sustainability as 
an operational capability (2002–2007; Phase 2, as a transitional capability to 
sustainability (2008–2009); and Phase 3, sustainability as a dynamic capabil-
ity (2010–2012). In each of these phases, we discuss the managerial intention 
and understanding of sustainability objectives and how it is inhibited or 
accelerated by organizational processes, structures, and the wider institu-
tional context. Thus, we focus closely on the factors leading to either align-
ment or misalignment of the micro-foundations which constitute business 
sustainability over time. We explore the development process by mapping 
how managerial intentionality toward sustainability becomes shared across 
the organization and how this leads to the strategic integration of 
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new processes and structure supporting the bank’s sustainability agenda. In 
addition, we explain the constraining, accelerating, and stabilizing impact of 
institutionality on the micro, meso, and macro levels of context.

Phase 1: Sustainability as an Operational Capability  
(2002–2007)

Following the acquisition of NatWest in 2000, and with the promotion of Fred 
Goodwin to CEO in 2001, RBS established a small CSR team in 2002. While 
their operational activities varied, they included benchmarking with other 
banks, report writing, and, particularly, corporate philanthropy, such as donat-
ing money to charities (see Table 3 for supporting data relating to phase 1).

Bounded Intentionality.  Both the meaning and the function of sustainability 
were confined to the intentionality of the CSR team in Phase 1, which, at the 
time, was situated within the Public Policy department, operating as a sub-
division of the RBS’s marketing department. The main activities of the newly 
established CSR team were restricted to the practice of writing group reports 
at a time when the business was expanding further, both domestically and 
internationally. There was a lack of shared understanding across the Bank of 
what CSR was. For the top management team (TMT) of the organization, 
CSR referred to the Bank’s corporate philanthropic activities aimed at 
improving the RBS brand and corporate reputation, while sustainability 
referred to maximizing financial returns. The operational orientation of the 
company’s practices and intentionality toward sustainability was a reflection 
of the company’s culture and TMT goals. The decision to initiate a particular 
sustainability-oriented activity was tightly related to the decisions of the 
company’s powerful executive, and, given the climate in the Bank at the time, 
these decisions were often impossible to challenge.

Operational Integration.  RBS, in Phase 1, lacked a strong internal communica-
tion function, and with the TMT and the majority of RBS’s divisional leaders 
focused almost exclusively on acquisition-fueled growth, key sustainability 
issues for the business were neglected (e.g., accurate assessment of stake-
holder demands, warnings from the CSR teams such as an issue in 2005 with 
paper indicator assurance). The CSR team focused on developing a CSR oper-
ational capability by accumulating knowledge, externally, from the sector 
through international benchmarking assessments, external auditors, and con-
sulting rather than from internal, group-led intentionality integrated within the 
wider organizational processes and structures. Our findings demonstrate that 
to a large extent, the difficulty to initiate and integrate certain sustainability 
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practices was a result of the weak governance systems in the Bank, which did 
not support collective goals and sustainability principles in practice, instead, 
embedding financial agendas in their activities. As one manager points out,

Yes, on paper it was, but in practice, things were not like that. In terms of global 
reporting, it was easy. You just ask people to give some contribution and contacts 
and you put it together, but actually getting involved in the decision-making or 
coordinate actions was difficult as you need to have the structure for that. (SM 7)

In the period before the financial crisis, only the economic value created by the 
company managers was rewarded through HR practices and compensation 
schemes. During Phase I, sustainability as an organizational capability was inte-
grated solely as a business operation of the CSR team. It was not a part of the 
governance committee of the Bank, nor was it part of the wider RBS strategy.

Constraining Institutionality.  During the first phase of capability development, 
several exogenous institutional factors appeared to influence the develop-
ment process of sustainability as an organizational capability. In particular, 
the analysis of the data indicated institutional dynamics such as the globaliza-
tion of the banking sector, the laissez-faire regulatory approach of the U.K. 
banking system (FSA, 2011), together with the low dynamism in the stake-
holder landscape to play a relatively inhibiting impact on the development of 
sustainability as a more strategic capability across the bank. The inhibiting 
effect was in the significantly dormant character of the exogenous forces in 
the industry. During this period the RBS group was facing intense competi-
tion in all the markets it served, especially in the U.K. retail and commercial 
banks, and building societies, as well as from a number of international com-
petitors headquartered in London such as Barclay’s Group and Citi Group 
(RBS Annual Reports; The Turner Review). The intense rivalry across the 
banking industry increased the economic rationalization of the company’s 
executives and provoked riskier management decisions (informal conversa-
tions). Thus, the normative style of the majority of banking institutions 
including RBS was oriented toward “maximizing shareholder value” rather 
than on other sustainability dimensions.

Phase 2: Scaling up: Sustainability as a Transitional Capability 
(2008–2009)

Accelerating Institutionality.  The macro-environment in the year 2008 was very 
challenging for RBS. With the financial crisis in full swing, RBS had the worst 
performance in its history and its period of market leadership came to an abrupt 
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end. RBS only survived due to a government bailout, which resulted in the 
bank being placed under public ownership and scrutiny. RBS faced numerous 
challenges. It needed to regain clients’ trust, ensure that its activities were ethi-
cal, provide trustworthy expert advice, and repay the taxpayers’ investment. If 
in the first phase, the bank’s management felt it has control over the dynamics 
of the institutional environment, in this period, the power shifted to the hands 
of its stakeholder groups. Pressures for change emanated from the government, 
emerging social movements such as “Occupy Edinburgh” movements, and 
negative media coverage. Nevertheless, the global financial crisis and the tur-
bulent macro context broadened managers’ intentionality toward sustainabil-
ity. There was a new-found emphasis on sustainability which was intended to 
symbolize the ambitious renewal of RBS. During this period the logic and 
practice of sustainability started to be shared as a distinct framework by the 
divisional managers beyond the original intentions of the sustainability team. 
As a former manager suggests: “Sustainability has a different connotation, it 
talks about long-term sustainable business. . .” (SM 2). A contributing factor 
to the changing managerial intentionality toward sustainability during this 
phase was the change in the Bank’s leadership. After the appointment of a new 
chief executive, Stephen Hester, in November 2008, the Group’s chairman Sir 
Tim McKillop was replaced along with the seven Group non-executive direc-
tors. A new, smaller board of directors, headed by the Group’s new chairman 
Phillip Hampton, was formed (RBS Annual Report and Accounts, 2009; Sus-
tainability Reports; see Table 4 for supporting data relating to Phase 2).

Toward Shared Intentionality.  The majority of RBS senior managers saw an 
opportunity in changing the organizational culture and rebuilding RBS into a 
“sustainable” bank following its partial nationalization (informal conversa-
tions; participant’s observation). An essential part of the recovery process was 
to revise the meaning and the practice of sustainability across the organiza-
tion’s various divisions. Toward the end of 2009, CSR developed into a tran-
sitional capability, which was used to help traumatized employees to change 
behaviors and buy into a new character for the bank. This happened mainly 
through the process of reflecting on past mistakes, evaluating the various pro-
cesses and activities in the Bank in terms of their “sustainability” and framing 
new sustainability behaviors in the Bank (informal conversation; participant 
observation). During this phase, the CSR team, which was renamed the Sus-
tainability team, became a key mechanism for this transition, acting as an 
internal adviser during the recovery process. Nonetheless, it was not a straight-
forward process for RBS. To stimulate the restructuring process, the new CEO 
initiated a group-level Strategic Review in November 2008. It aimed at sub-
stantial changes in internal processes such as prioritization of stakeholders, 
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management of organizational risks and uncertainties, and integration across 
the organizational divisions and multiple businesses in the Group.

Toward Functional Integration.  As a result of the strategic review, two main struc-
tural changes took place. One was the simplification of the Group’s strategy to 
manage a variety of risky assets that were discovered (e.g., banking products, 
trades, deals, portfolios, and businesses owned in emerging market countries). 
The second was the efforts by the TMT to integrate the sustainability agenda 
into the corporate governance structure of the Bank through the development 
and inclusion of a Group Sustainability Committee formed from the same sus-
tainability team. It had an overarching role in assessing sustainability behaviors 
across the different functions of the Bank and advising on areas requiring 
development. Internally, the sustainability team became highly respected 
within the organization, as many employees believed that “it made our opinion 
heard on board level” (informal interview with employee 5). This was a small 
step toward rebuilding the Bank’s internal confidence.

However, our findings also identified two ambiguities that constrained the 
full integration of sustainability within RBS and its development from an 
operational capability to a strategic dynamic sustainability capability within 
the Bank. On the one hand, besides the restructuring plan that the new execu-
tive team initiated at the beginning of this period and their attempt to change 
dysfunctional habits in various parts of the organization, the TMT was often 
reticent to be the first in the industry to introduce certain practices or products 
related to a sustainability agenda. A senior manager recounts,

He used this interesting phrase which was just to brain me a bit: . . . Just 
remember planers get the arrows, settlers get the land,’ so the first people to 
explore a new territory got shot and the winners are those behind them. So this 
was the kind of attitude. (SM 6)

On the contrary, although shared intentionality and understanding toward sus-
tainability beyond profit maximization and market growth started to develop 
within the Bank, its dependency on the U.K. government, which owned 70% 
of the Bank, challenged the TMT’s efforts to fully invest in the areas that the 
newly established Group Sustainability Committee recommended.

Phase 3: Sustainability Emerging as a Dynamic Capability 
(2010–2012)

In Phase 3, sustainability took the form and function of a strategic dynamic 
capability for RBS. The process was supported by embedded intentionality 
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toward sustainability and its strategic integration into the Bank’s governance 
structure and processes (see Table 5 for supporting data relating to phase 3).

Embedding Intentionality.  Two main developments allowed intentionality 
toward sustainability on the micro level to develop from being shared in 
Phase 2 to becoming embedded in RBS’s strategy. First, there was a growing 
collective view across the Bank that sustainability could drive synergies 
between economic, environmental, and social value. Second, RBS was focus-
ing on retrenching as a regional Bank with a more local focus on its business 
operations. During this phase, and guided by the Strategic Review during the 
2008–2009 period, RBS management focused on improving its internal and 
external stakeholder relationships through the creation of strategic unity 
about sustainability across the Bank. As one of the interviewees explained,

the focus was no longer a top-down approach but there was an emphasis on 
shared learning, learning from each other” (SM 10). Another former manager 
also stated: “In contrast to Fred, Stephen understands the value of making 
friends across the organization. He often says that pure face-to-face 
communication is the best cure for the crisis. (SM 3)

An emphasis was placed on internally motivated initiatives such as sus-
tainability-oriented workshops, conferences, and open discussions with 
RBS’s primary stakeholder groups, which were organized through the 
Sustainability function of the Bank. Their purpose was to enable group inter-
action and stimulate a collective understanding of sustainability built on the 
synergy between economic, environmental, and social values (participant 
observation, diary notes). For example, one such conference took place in 
December 2012 in London (participant observation). Participants referred to 
the event with different names, but mostly they used expressions such as 
“idea generator,” “brainstorming exercise,” and “building a shared common 
sense” (diary notes, participant observation). According to one of the partici-
pants “disseminating our own and our stakeholder narrative stories enable 
us to connect but also to introspectively assess and learn from past practices 
and mistakes.”

In contrast to the second phase of capability building where the manage-
ment aimed to communicate one single meaning and definition of sustain-
ability across the organization, during the third phase they agreed that there 
are multiple stakeholder parties with different, even conflicting preferences 
and goals which often manifested in different behaviors (interviews, informal 
conversations). As a result, the TMT objective became to accommodate the 
different visions of a “sustainable bank” by allowing ambiguity in the way 
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people across the Bank envision the concept, but at the same time focusing on 
communicating the underlying issues associated with it.

Toward Strategic Integration.  In this phase, RBS adopted a relational approach 
to developing sustainability as a strategic dynamic sustainability capability. 
One of the first activities undertaken in support of the new approach was the 
revision of the Bank’s stakeholder list to include previously overlooked 
stakeholder groups. This move was mainly triggered by fears of continuing 
shifts in the industry as well as increasing pressure from affected customer 
and community groups. To accelerate learning about customers’ and employ-
ees’ needs, the Bank integrated a number of support mechanisms and prac-
tices, such as a new voting-software system for customers and internal 
channels for employee feedback.

This new relational approach to engagement with various stakeholder 
groups was accelerated through an increase in group-level communication 
across divisions and departments. Previously during Phases 1 and 2, manag-
ers rarely discussed issues with colleagues outside their departmental silos. 
However, the restructuring of the organization and, in particular, the inclu-
sion of a Sustainable Committee represented by the head manager of every 
department encouraged knowledge sharing and consensus building. 
Furthermore, following the objective to enable communication, coordination, 
and learning across various levels of the organization, the Bank introduced its 
RBS Ambassadors Program, based on internal volunteers who act as ambas-
sadors of ideas and opinions emerging across their local divisions or branches 
as well as intermediaries between the top management and the lower levels 
of management. According to the head of the program, this initiative helps to 
“influence opinions of people outside and inside the organization.” Taken 
together, the data suggest that the development of a dynamic sustainability 
capability was initiated collectively through interaction with stakeholders 
both externally and internally and an alignment of their perspectives.

The majority of structural transformations observed during the third 
phase of capability development established the context for information 
processing, interaction, and collective action both from the inside and the 
outside of the organization. The observed structural micro-foundations can 
be represented by the following four themes: less codification of knowl-
edge realized through the reduction of the number and the pages of policies 
related to sustainability; bringing together conflicting practice-based logics 
through the creation of new frameworks of operations; changes in the struc-
ture of decision-making, as well as a continuous integration of sustainabil-
ity within the governance structure through the involvement of the 
Sustainability committee and internal promotions.
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Key structural changes included the alignment between the risk and sus-
tainability logic through the development of the Group’s new ESE (ethical, 
social, and environmental) policy framework initiated in 2010 (RBS World, 
Issue February 2012). The framework was designed for managing environ-
mental, social, and ethical risks related to key clients. The primary objective 
of the new framework was to manage reputation and credit risk by integrating 
sustainability principles. Continuing stakeholder protests in the sector trig-
gered this initiative. Moreover, during this phase, the structure of the deci-
sion-making process was further restructured through the integration of 
stakeholder engagement panels where senior managers, outside experts, and 
stakeholders form a dialogue based on an open agenda. During this period, 
the established Sustainable Business Committee established in Phase 2 con-
tinued to play a key role in integrating and embedding sustainability practices 
in the core of the Bank’s operations and overall strategy. It was further devel-
oped to include not only members of the sustainability team but also repre-
sentatives, such as the head manager of every department. Such minimal 
restructuring was strategic and aimed to further encourage knowledge shar-
ing and consensus building in the group’s governance structure (interviews, 
internal documents). Broadly, the main purpose of the Sustainable Banking 
Committee is to supervise and challenge how the Bank’s management is tak-
ing into account sustainable banking and reputation-related issues, making 
decisions, and implementing actions that consider the long-term stakeholder 
interests (internal documents). Furthermore, the bank introduced a new posi-
tion—head of conduct and regulatory affairs, who was assigned to directly 
supervise the implementation of the sustainable principles and code of con-
duct within the risk function of RBS and report directly to the CEO. 
Sustainability principles were also integrated as a guiding framework for 
RBS’s strategy. Overall, the third phase of developing a dynamic sustainabil-
ity capability was triggered by a need to engage external and internal stake-
holder groups in a continual conversation about sustainability.

Stabilizing Institutionality.  During the third phase, the institutional pressures 
affecting the development of sustainability as a more strategic capability for 
RBS can be characterized briefly as moderate in intensity. They involved 
continuing customer dissatisfaction over high executive bonus compensa-
tions (e.g., Stephen Hester’s possible compensation of 750,000 and £1.1 mil-
lion salary) and the occurring IT problems in June 2012 (HL Paper 27-II). 
However, the data show also regulatory and political recognition by the gov-
ernor of the Bank of England at the time Sir Mervyn King over the progress 
of the executive team toward a more sustainable bank (HL Paper 27-II, p. 
249). Furthermore, toward the end of 2012, numerous stakeholders already 
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started to appreciate the steps that RBS has started to take to become a more 
sustainable bank (informal conversations with stakeholders, perception of 
interviewees). The more positive view and satisfaction of the U.K. govern-
ment toward RBS CEO’s efforts in rebuilding the bank after the financial 
crisis gave more confidence to the bank managers to continue the process of 
strategically integrating sustainability in core operations and strategy. To 
ensure that the bank is responding to moderate but existing institutional pres-
sures and regulation while embedding sustainability across the organization, 
the senior management undertook some structural organizational changes 
such as introducing a new post—head of conduct and regulatory affairs. 
Moreover, this change in the governance structure of the bank stimulated the 
collective intention, knowledge sharing, and consensus building toward the 
sustainability agenda.

Discussion

In the present research, we sought to address two research questions. The first 
question is, what are the micro-foundations of a dynamic sustainability capa-
bility, and how do they become aggregated at different levels of context? In 
addressing this question, we also sought to answer calls for multilevel studies 
by adopting a case-based processual study of RBS (cf. Alcaraz & Thiruvattal, 
2010; Cooper et al., 2016; Porritt, 2007; Sharma et al., 2007; Starik & Rands, 
1995). The micro-level foundations “turn,” which seeks to understand the 
origins of aggregate concepts like capability or sustainability by looking at 
their constituent parts, such as the organizational behaviors underpinning 
them, shares a concern with contextualization (Barney & Felin, 2013; Felin 
et al., 2012). In the following section, we develop a conceptual framework to 
explain our findings and the contributions we seek to make toward a fresh 
consideration and reconceptualization of the micro-foundations of organiza-
tional behavior toward sustainability.

Emerging Process Model of Sustainability Dynamic Capability 
Development (2002–2012)

The importance of context has been emphasized by scholars of organizational 
behavior. For instance, Fisher and Hutchings (2013, p. 805) state succinctly 
that “context matters,” while Rousseau and Fried (2001, p. 2) argue that con-
textualization “makes our models more accurate and our interpretation of 
results more robust.” Indeed, context over time is at the heart of processual 
studies (Pettigrew, 1997). In this study, we identified three distinct periods in 
which the micro-foundations of a sustainability capability developed at RBS. 
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They included Phase 1 (2002–2007) Sustainability as an operational capabil-
ity; Phase 2 (2008–2009) Scaling up: Sustainability as a transitional capabil-
ity, and Phase 3 (2010–2012) Sustainability as a dynamic capability (see 
Figure 2 for our 3-i process model).

In general, capability development concerns the transformation of individ-
uals’ intentions into new, coordinated patterns of knowledge, interests, and 
coherent actions. The few empirical studies focused on exploring the capabil-
ity development process define the process as being gradual and cumulative 
rather than sudden and response to existing capabilities (Montealegre, 2002). 
The explored case of the RBS confirms the cumulative character of the pro-
cess development when it comes to the development of sustainability organi-
zational capability but pinpoints the centrality of sudden exogenous shocks as 
essential triggers in the transformation of existing capabilities through time.

The empirically rooted capability development model involved micro-
foundations on the micro and meso level as well as institutional inhibitors 
and accelerators on the macro-level which shape the development process. 
The study shows that the interrelationship, referred to as alignment in this 
study, between the explored micro-foundations defines the nature and the 
form that sustainability capability would take through time. The remainder of 
the section is organized around the development of the micro-foundations of 
organizational behavior and sustainability capability over the three phases.

Figure 2.  Process Model of Dynamic Sustainability Capability Development 
(2002–2012).
Note. RBS = Royal Bank of Scotland; TMT = top management team.
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Behaviors and Individuals.  Between 2002 and 2007, sustainability was largely 
confined to the communications, marketing, and PR activities of the Bank. 
While the small team making up the Corporate Responsibility department 
framed their intentions in terms of the wider sustainability of the Bank at the 
micro level of context, the senior management and Board viewed CSR in 
terms of the Bank’s image, exercised through corporate philanthropy at the 
meso level of context. At this stage, CSR was having little impact on the 
wider behaviors of individuals in the Bank. Several reports identifying sys-
temic risks pertaining to various products and services, such as the illegal 
selling of payment protection insurance (PPI) and systemic risks, for instance, 
were ignored. This was due to two reasons: First, all the banks were engaging 
in these activities, and second, it was profitable. This, however, began to 
shift, particularly with the resignation of the CEO, Fred Goodwin, in 2008, 
and the appointment of Stephen Hester as Group CEO, who was charged with 
rescuing RBS. With the rescue of RBS, and intense pressure on the Group at 
the macro level of context, CSR took on new urgency, and sustainability 
intentions began to be shared throughout the Group. At the end of the study 
embedded sustainability principles were embedded in the operations and 
strategic direction of the Group.

Previous research has directed attention toward the relationship between 
pro-sustainability attitudes, behaviors and passions of employees (Banerjee, 
2001; Sharma & Henriques, 2005), and those of leaders (Branzei et al., 2004; 
Robertson & Barling, 2013; Sharma, 2000; Unsworth et al., 2013). Indeed, 
our study shows a direct correlation between the two. The higher-order goals 
held by the senior management team and Board between 2002 and 2007 
emphasizing financial returns, growth, and reputational management domi-
nated lower-order sustainability intentions embedded in the Corporate 
Responsibility department. With the change in CEO and restructuring of the 
Board, corporate responsibility, and eventually sustainability were elevated 
as higher-order goals, thus shifting the “psychological climate” within the 
Group (Norton et al., 2017). Intentionality, including the attitudes, beliefs, 
passions, and orientations of employees, and their scaling is, therefore, a key 
micro-foundation of organizational behavior and a sustainability capability. 
However, intentionality at different levels of context also takes on its own 
character, suggesting that such micro-foundations also change over time and 
at different levels of context as they scale.

Interactions and Processes.  The confinement of CSR activities within the 
Corporate Responsibility team as an operational capability at the micro con-
text in Phase 1 restricted the integration of sustainability in the wider opera-
tions, or strategic direction of RBS at the meso, or organizational level of 
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context. While the head of Corporate Responsibility had quarterly meetings 
with the CEO, providing a method of coordination, the emphasis was on 
corporate philanthropy, brand, and reputational management rather than 
wider integration. In Phase 2, however, the change in CEO and the restruc-
turing of the Board changed the nature of sustainability interactions. It was 
during this phase that several members of the original CR department also 
took on more senior communications roles in the headquarters of RBS. With 
the emerging emphasis on sustainability by the new CEO, Stephen Hester, 
and the restructuring of the Board through 2009 to improve corporate gov-
ernance, CSR took on a more functional, rather than just operational role at 
RBS. By Phase 3, however, sustainability was embedded in the core princi-
ples guiding strategy at RBS.

Indeed, the micro-foundations approach emphasizes the interaction of 
individuals and processes (cf. Barney & Felin, 2013; Felin et  al., 2012). 
Previous studies suggest that boards and senior leadership play an important 
role in organizational commitment to, and dissemination of base-line sustain-
ability practices (De Villiers et al., 2011; Nidumolu et al., 2009; Sharma & 
Vredenburg, 1998; Valente, 2012; Walls & Hoffman, 2013; Whiteman & 
Cooper, 2000, 2011). In our study, the integration of CSR activities pro-
gressed through three phases in tandem with intentionality, beginning with 
limited operational integration and bounded intentionality, to a partial func-
tional integration with shared intentionality, and to full strategic integration 
with embedded intentionality. While it was, as Winter (2003), points out, a 
force majeure from the wider macro environment and the near collapse of 
RBS that precipitated the change, the interactions between individuals, be 
they the CSR team, or changing CEOs, and processes that incorporate the 
“manifold influences of the element of time” (Winter, 2012), were central to 
the evolution of micro-foundations underpinning organizational behavior and 
a sustainability capability at RBS. These findings help to extend those of 
Bansal (2003) who found that the factors influencing the scale, scope, and 
speed of organizational responses to environmental issues include individual 
concerns and organizational values by showing that such factors are not so 
much characteristics as they are processes that emerge over time through 
interactions at different levels of context.

Structures and Emergent Outcomes.  The micro-foundations approach suggests 
that structures at different levels of context influence emergent outcomes 
(Felin et al., 2012). They do so by both constraining and enabling actions 
(Barney & Felin, 2013). In Phase 1, the structure of Corporate Responsibility 
as a department within the wider marketing and PR functions in the micro 
context of RBS, as well as the wider governance structures of the Group in 
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the meso context, gave executive directors considerable influence over the 
overall direction of the Group, constraining the scaling of sustainability a 
relatively restricted operational capability. However, the wider institutional, 
or macro context consisted of a light-touch regulatory framework, an empha-
sis on shareholder value, particularly in the City of London, and media 
encouragement of growth (Martin, 2014; Schifferes & Roberts, 2014), con-
strained the behaviors of senior executives, which cascaded through the hier-
archy of the Group (Bapuji et al., 2012; Gavetti, 2005). However, with the 
financial crisis of 2007/2008, the quickly changing institutional context, 
including the media, public perception, and regulatory change, acted as an 
accelerator in both the restructuring of the Group itself and enabled the shar-
ing of sustainability intentionality, and the functional integration and trans-
formation of sustainability involving its purposeful scaling within wider 
operations and structures. This took place through a concerted educational 
program led by the former Corporate Responsibility department, whose name 
had now changed to a Sustainability department. Finally, in phase three, a 
combination of a changing regulatory environment in both the United King-
dom and Europe, media and public perceptions of banking, the institutional, 
or macro context acted as a stabilizer of sustainability in RBS, which had 
become embedded in both the intentions at Board level of the Bank, but also 
integrated within its wider corporate strategy. These findings, therefore, con-
tribute to understanding both the macro and the micro-foundational condi-
tions that drive behaviors in relation to sustainability through time and over 
different levels of context.

The Nature of Sustainability Organizational Capability: From 
Ordinary Capability to Dynamic Capabilities Via a Transitional 
Capability

By paying closer attention to the occurring micro-foundational dynamics in 
the capability development process, we observe variability in the alignment 
of micro-foundational constructs which tends to shape the form and the func-
tion of sustainability as an organizational capability. Our data also show that 
the sustainability capability development process is a complex process mod-
erated by changing institutional environment and the presence of a number of 
institutional factors that moderate the occurring micro-foundational transfor-
mations. Although limited research exploring sustainability as an organiza-
tional capability acknowledges the existence of ordinary and dynamic 
capabilities, there has been a lack of research which examines how sustain-
ability capability transforms from being a non-dynamic or ordinary into a 
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dynamic, strategic capability in the context of changing institutional dynam-
ics. The findings of this research study showed the presence of what we enti-
tled a “transitional capability,” a capability that features micro-foundational 
characteristics similar to those of both ordinary and dynamic capabilities but 
neither of them completely.

In the first phase of development, sustainability as an organizational capa-
bility as examined in the case of RBS shared characteristics with those dis-
cussed in the literature—ordinary capabilities, also called operational 
capabilities (Cepeda & Vera, 2007). During this phase, the sustainability 
capability can be recognized under the form of routines orientated toward the 
corporate responsibility function of the bank. Some of these functional rou-
tines included benchmarking with other banks in regard to mainly philan-
thropic activities, writing reports, and donating money to charities. In this 
way, sustainability, while containing the origins of an eventual dynamic sus-
tainability capability, reflected an operational capability (cf. Winter, 2003), 
used for the marketing, public relations, and reputational enhancement of 
RBS (cf. Lo & Sheu, 2007). During this period, the sustainability capability 
reflected the bank’s ability to perform basic functional activities limited to a 
particular organizational division rather than a (Winter, 2003; Helfat & 
Peteraf, 2003; Salvato & Rerup, 2011). However, besides their operational 
function in the organization, under the form of ordinary capability, the sus-
tainability activities mainly oriented toward the economic dimension of sus-
tainability enhanced the bank’s reputation across the industry.

It was not until the second phase beginning in 2007, however, that the 
sustainability operational capability took on wider functionality within the 
Group’s operations, eventually, in the third phase beginning in 2010, becom-
ing embedded within the organization’s strategy as a dynamic sustainability 
capability with the capacity “to purposefully create, extend or modify” the 
Bank’s processes for creating its product or service offerings (cf. Helfat et al., 
2007, pp. 1, 4; Winter, 2003). Although radical changes are associated some-
how instantly with dynamic capabilities, the analysis suggests that extremely 
turbulent exogenous shocks can lead to internal disturbances and misalign-
ment in the interrelationship between some micro-foundations composing 
them which on the contrary can constrain the level of impact the capability 
under study can have in the process of organizational adaptation and develop-
ment. In the explored case of the RBS, while a number of characteristics of 
the operational, non-dynamic nature of sustainability banking capability 
were observed, the exogenous shock that the bank experience in the face of 
the global financial crisis stimulated transformations in the company’s micro-
foundations which modified the company’s bundle of resources and compe-
tences, a main attribute of dynamic capabilities (Bowman & Ambrosini, 
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2003). The organizational inertia and to a large extent the organizational fear 
across the bank due to the high level of social and political pressures 
obstructed the process of initiating and legitimizing the sustainability agenda 
equally across the various management teams. Sustainability adapted the 
form and function of a dynamic capability from the co-alignment between the 
individual-based, process-based, and structure-based micro-foundations, 
namely, embedded intentionality and strategic integration. As reviewed in the 
literature review, postulations about the nature of dynamic capabilities differ 
among scholars. For example, in contrast to Zollo and Winter’s (2002) view 
of dynamic capabilities as being structured and persistent in a given organiza-
tion, Rindova and Kotha (2001) identify dynamic capabilities as emergent 
and evolving. Our findings suggest that the truth is in the middle when sus-
tainability is explored. While it can be assumed that a dynamic capability can 
be persistent in a given organization, as they typically have a long-term com-
mitment to specialized resources (Winter, 2003) such as the investments in 
developing the Sustainability function (e.g., hiring more specialists, design-
ing new voting software systems allowing internal-external feedback), the 
sustainability organizational capability emerged and evolved as dynamic 
capability as suggested by Rindova and Kotha (2001) through time from hav-
ing simply an operational function for RBS (e.g., philanthropic, external 
brand-image function). Our findings extend work into capabilities by show-
ing that the development of a dynamic capability stemmed from the scaling, 
embedding, and integration of an operational capability. Moreover, this study 
makes a novel contribution to the literature by examining the sustainability 
transition and providing a fine-grained analysis of the changes that occur in 
the micro-foundations of sustainability as an organizational capability. 
Previous research has called for a more in-depth exploration of how sustain-
ability becomes more dynamic and integrated with the organizational setting, 
transforming it into a business asset (Amui et al., 2017). By exploring the 
transformations/changes and alignment between the different micro-founda-
tions which occur as a result of the changing context, our study tries to ulti-
mately shed light on the sustainability transition dynamics and challenges.

Conclusion

The micro-foundations approach to understanding the constituent elements of 
aggregated phenomena emphasizes the role of behaviors and individuals, inter-
actions and processes, emergent outcomes and structures in its origins, and how 
they aggregate over time (Barney & Felin, 2013; Felin et al., 2012). Our study 
has adopted a case-based processual approach that tracked the development of 
sustainability dynamic capability from an operational capability and its impact 
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on organizational behavior. We identified, in particular, the role that bounded, 
shared, and embedded intentionality, operational, functional, and strategic inte-
gration, and crucially, the constraining, accelerating, and stabilizing influence 
of institutionality plays at the micro, meso, and macro levels of context. The 
aggregation of micro-foundations into higher-level phenomena such as sustain-
ability, we show, occurs through complex interactions over time. Our study 
also shows that context, and the changing context, in particular, matters.

Contributions to Practice

The theoretical contributions that our study makes to understanding the 
micro-foundations of organizational behavior as it relates to developing a 
dynamic sustainability capability outlined in the previous section also have 
implications for practice. First, our study shows that the development of a 
sustainability dynamic capability involves a multilevel interaction of micro-
foundations over time. The purposeful development of such capabilities, 
then, requires a multilevel focus. Second, context is critical. Leveraging con-
text is, therefore, an important mechanism for changing organizational 
behaviors as they relate to sustainability. Finally, the experience of RBS 
shows clearly that sustainability operational capabilities are not a substitute 
for sustainability dynamic capabilities. Dynamic sustainability capabilities 
involved a multilevel embedding of intentionality and integration in both the 
operations and the strategic direction of the organization.

The use of single case studies, while appropriate for exploratory studies 
and theory-building (Mintzberg, 2005; Siggelkow, 2007), trades off some 
generalizability for accuracy. Only through “the contextual detail in the nar-
rative” will the reader be able “to judge the transferability of the ideas” 
(Langley, 1999, pp. 694–695). While we would caution against generalizing 
the experience of RBS to other organizations, we believe that the micro-foun-
dations identified in this study, and their interaction with different levels of 
context over time are likely to be a useful analytical lens for investigating the 
drivers, issues, and trajectories of organizational behavior and sustainability 
in other organizations.

Limitations and Future Research

Although our study contributes empirically to calls for examining the transi-
tion of and toward sustainability, showing emerging sustainable-related 
changes in the micro-foundations (managerial behavior, interactions, pro-
cesses, structure) of the capability development process, several caveats need 
to be acknowledged, which offer some fruitful avenues for future research. In 
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this study, we applied a processual research design and analysis relying on 
rich qualitative research data which allowed us to provide a more holistic 
understanding of the sustainability capability development process through 
time. However, difficulties related to the depth of the analysis per given year 
need to be acknowledged. In this respect, future studies can explore each one 
of the identified three phases in the sustainability capability development 
process in greater depth. In this study, we discussed some of the implications 
of exogenous institutional factors (the constraining, accelerating and stabiliz-
ing impact) on the development process of sustainability as an organizational 
capability. However, some degree of vagueness may persist due to the scale 
of the research study and its multilevel nature. Future research can attempt to 
specify in greater detail the type of institutional factors and their influence 
specific to a given micro-foundation over time. Adopting a more positivistic 
approach through quantitative research methods is encouraged to test the 
relationship between these dynamics and to further generalize conclusions.

In addition, this study suggests that the micro-foundations are an impor-
tant driver behind organizational behaviors as they relate to sustainability, but 
it also shows that different levels of context influence its trajectory. Moreover, 
our findings raise the issue of the role that an external force majeure plays in 
significant transformations of organizational behaviors. The context in which 
we studied the role of micro-foundations in the development of a sustainabil-
ity capability is unique. Future research studies could adopt comparative 
case-based approaches to tease out different combinations of micro-founda-
tions as they evolve over time and in different contexts (Eisenhardt & 
Graebner, 2007).
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Appendix

Research Steps Undertaken to Ensure Inter-Coder Reliability

Step 1: Open-Coding.  To manage open coding, WordStat software was 
employed. The Week 1 log transcripts were put into WordStat, one docu-
ment for each participant. The ability to compare data by participant and 
week was enabled by creating separate documents for each log and each 
participant. This was an important decision to make before coding began to 
facilitate data analysis.

We worked together on the unit for assigning codes like phrase, sentence, 
or paragraph. We were used to free coding at whatever level of unit suited for 
the data in previous qualitative research, but all researchers needed to utilize 
the same level to make the ICR considerations meaningful. As the unit, we 
chose a sentence (Corbin & Straus, 1990).

As a result, in WordStat, a whole sentence is selected and codes are applied 
to it. Furthermore, we considered how many codes to use in each sentence 
and decided to use only one or two of the most relevant codes and no more 
than four codes (Miles et al., 2014). Because qualitative research generates 
more data than can be controlled, a selection method based on the research-
ers’ best judgment is required. This coding approach assisted in making ICR 
concerns more meaningful and focused analysis on more significant codes in 
the researchers’ opinion.

We then independently open-coded the Week 1 logs, creating codes as 
they read the logs. We then individually refined the codes produced to iden-
tify redundancies and delete insignificant codes or those not directly related 
to the phenomena being studied. This was achieved via renaming codes and 
deleting codes. This decreased the initial number of codes and produced more 
clear codes.

Step 2: Code Unification.  We exchanged codebooks so they could be reviewed 
before talking. Then we got together to go over each code and its definition. 
We merged codes with comparable definitions and refined definitions during 
the conversation. After that, one of the researchers prepared a new codebook 
reflecting the decisions and distributed it to the other researchers. The benefit 
of this is that all researchers have access to the most recent version of the 
project, making version control easier.

Step 3: Re-Coding.  Using the unified codebook, we independently recoded the 
Week 1 logs. During this procedure, each researcher avoided creating new 
codes, but there were times when a researcher believed a key topic had been 
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missed previously. If this was the case, a code was created and added to the 
unified code book. We addressed the addition during the following week’s 
session of coding with the logs. This procedure produced two sets of Week 1 
logs, each containing sentence-level codes from the same codebook.

Step 4: ICR Consideration and Researcher Collaboration.  We reconvened to go 
over the ICR once again. We found areas of agreement as well as potential 
disputed areas. Such occurrences were the topic of conversation, and we went 
over code definitions and offered instances of how they were putting the code 
into practice. If necessary, the code definition was refined. This stage pro-
duced a better codebook with a better grasp of the codes. In WordStat, we 
combined the coding files from each researcher. We took particular care to 
ensure that all researchers agreed with the generated codes and that there 
were no concealed conflicts. All researchers agreed that the coding process is 
fair and accurately reflects the insight hidden in the data.

Step 5: Repeat and Unify.  For each set of weekly logs, we repeated the preced-
ing four procedures. The analysis began with the creation of a Week 1 code-
book. We followed the same procedure to update the codebook with new 
codes for Week 2 as well as to apply the prior codes established in Week 1 if 
appropriate. This process was repeated until all weeks’ logs were coded. The 
logs were examined in order so that codes may emerge and develop in the 
same order.

Step 6: Re-Code All Logs.  Using the comprehensive codebook, we coded the 
logs in time order once more. We took care not to introduce new codes and 
only used ones that had already been agreed upon. This step’s main issue was 
coder fatigue (Miles et al., 2014). We reviewed the codebook once more in 
preparation for coding. While the number of individual codes was rather 
high, we discovered chances to aggregate some codes into themes, resulting 
in a reasonable number of categories. We also found it helpful to study the 
code definitions each time before we began coding. This provided grounding 
to previous work and helped to add consistency to the coding process and 
combat fatigue.

Step 7: Analyze Trends.  At this stage, extensive analysis had been carried 
out to determine the key themes in the logs. The next stage was to begin 
synthesizing and making sense of the analysis. To narrow the scope of the 
research, we selected to focus on the topics that appeared to change the 
most. The study removed themes with low variation. The argument was 
that this would reveal what the researchers thought was significant and 
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relevant to the phenomenon as they decided to discuss it more or less over 
time—the shift made it important.

Step 8: Co-Occurrence Analysis.  Because we were familiar with the narrative 
included in the logs, one frequent topic of conversation was how one theme 
seemed to be related to another. To investigate these discoveries further, we 
utilized WordStat to perform a co-occurrence analysis, discovering codes that 
were frequently used together.

Step 9: Constructing an Exploratory Model.  The examination of trends and 
linkages narrowed the number of potential variables to investigate to the  
core themes we thought were the most important for the phenomena under 
study.

Step 10: Discussion and Iteration.  The analysis of qualitative data is a time-
consuming and labor-intensive procedure. Reading and rereading transcripts, 
coding to discover themes, examining links between themes, and spotting 
patterns were all common tasks. The process we adopted facilitated the itera-
tive nature of the process.
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