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Abstract

The effect of exploitation capacity (EC) vis-a-vis organizational performance (OP) has not been
sufficiently studied and has low empirical evidence in developing countries such as Colombia.
Absorption capacity based on exploitation capacity (EC) is considered to have been relevant for
organizations in developing countries to significantly increase their performance via innovation. We
examined the effect of exploitation capacity versus organizational performance using a sample of 227
companies located in Medellin, Colombia. The main findings indicate that companies can generate
exploitation capacities in order to increase organizational performance, essentially seeking to combine
information from different sources for their benefit, thereby directly contributing to the growth of benefits
in the companies under study.
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1. Introduction

Corporate studies already recognize and value absorption capacity as an important notion. Its
relevance is based on the possibility of creating and capturing new knowledge for the development
and growth of the company from a real and potential approach, as research on this capacity’s
construct is multidimensional (Zahra & George, 2002; Nieto & Quevedo, 2005; Lane et al., 2006;
Arbussa & Coenders, 2007; Grimpe & Sofka, 2009; Malhotra et al., 2015).

Therefore, it can be noted that Absorption Capabilities (AC) have increased considerably in
the literature over the last two decades, thereby expanding their conception, levels and research
dimensions both in companies and the environment. Hence, AC has acquired a second-order
construct denomination, composed of four-first order variables: 1) acquisition, 2) assimilation, 3)
transformation and 4) operation (Camisén & Forés, 2010, Kostopulos et al., 2011, Flatten et al.,
Engelen et al., 2014, Enkel & Heil, 2014).

Thus, the challenge of current research is to bridge the knowledge gap by studying the
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relationship between first-order constructs of AC, such as EC, with other constructs or variables
such as OP in developing countries. This statement is interesting, given the scarcity of empirical
studies in the literature regarding the effect that EC has on OP. This paper undertook to analyze the
effect of exploitation capacities on organizational performance, in a representative sample of
organizations located in the city of Medellin, Colombia.

2. Exploitation Capabilities

According to Zahra and George (2002), ACs are conceived as the ability of an organization to
generate processes, routines and business dynamics that facilitate generation of value based on
knowledge acquired in the external environment of the company. This is done through acquisition,
assimilation, transformation and exploitation. These are multidimensional variables which facilitate
an approach to the four dimensions from different viewpoints (Table 1).

Table 1. Dimensions of Absorption Capacity (AC)

Dimension Definition

Acquisition It refers to the possibility of obtaining knowledge from sources external to the company.

capacity

Assimilation It is associated with the possibility that the new external knowledge is understood and

capacity learned by the members of the company.

Transformation It is given by combining the two previous capabilities to create new knowledge that is

capacity useful for generating value in the company.

Exploitation Development of routines that allow the generation of new processes, products and

capacity systems that strengthen current capabilities, or which allow for the development of new
capabilities in the company.

Source: Authors’ own work, based on Zahra & George (2002), Jansen (2005) and Volberda et al.
(2010).

According to the table above — and in light of the purpose of this paper — the dimensions to be
analyzed are Exploitation Capacities (EC), whose fundamental objective is to study the effect that
EC produces on organizational performance. Therefore, EC is regarded in this paper as the
capacity that develops routines to apply and use knowledge, thereby enabling the creation of new
goods, systems and processes that improve current competencies and create new entrepreneurial
competencies (Cohen & Levinthal, 1990) all the while increasing OP.

3. Organizational Performance

Increasing OP has been one of the core issues of management (Neely, 1999). In practice,
entrepreneurs, leaders and scholars are concerned with understanding and analyzing this subject,
as evidenced by the extraordinary number of articles on the subject (Choong, 2014). In regards to
this understanding, Neely (2002) points out that OP can be understood as the level of achievement
attained by an organization, through information processing and analysis with the aim of supporting
decision making.

In this vein, Forza and Salvador (2000) argue that OP is management based on (i) providing
communication and (ii) collecting, processing and delivering information on performance and
activities of people which are not developed by individuals. Conversely, Julnes (2007) states that
OP is understood as any services, products and programs generated by the company which
produce information about the organization’s performance.

It is worth noting that it is only as late as the late sixties that organizational measurement
systems (OMS) are introduced, based on different metrics, measurement forms, and indicators
(Johnson, Johnson, Kaplan & Norton 1992; Kaplan & Norton 1996; White, 2008). However, Choong
(2014) deems it necessary to more appropriately define conceptual frameworks that combine
specific research interests, for the proper development of the OMS.
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Therefore, measurement researchers have argued in favor of and against a particular
performance measurement system called OMS (Choong, 2014), as research on this topic is
conducted in a prescriptive or historical way, thus leaving aside scientific, mathematical or logical
analyses (Neely 2005, Gunasekaran & Kobu 2007, Petersen et al, 2009, Sole & Schiuma 2010; &
Choong 2014), related to innovation — amongst other variables.

In fact, some research highlights the importance of the level of business innovation as a vital
aspect for organizational performance analysis (Danneels & Kleinschmidt, 2001). One of the
studies indicates that organizational innovation has a direct impact on performance, understood in
terms of sales growth, market share and profitability (Akgiin et al., 2007). Another paper states that
OP linked to innovation can be studied from the perspective of return on investment for
shareholders. In turn, this would allow for comparisons to similar organizations both in terms of
potential investors and shareholders, so as to establish the investment level for a company (Ellinger
et al., 2002).

4. Exploitation and Performance Capabilities

The literature shows that the relationship between companies’ absorption capacities and
organizational performance is positive (Chen et al., 2009; Jiménez-Jiménez y Sanz-Valle, 2011;
Leal-Rodriguez et al., 2014; Tsai, 2001). Likewise, Ali et al. (2016) argue that absorption capacities
are one of the most important determinants of a company’s ability to acquire, assimilate, transform
and effectively operate new knowledge, aiming to increase innovation while directly impacting OP.
As a result, organizations are making efforts to increase AC, in order to exploit new knowledge both
internally and externally. Consequently, this contributes to high performance (Ali et al. 2016).
Companies that have knowledge-building capabilities will eventually have a better understanding of
new technologies, which will result in the generation of new ideas and the development of new
innovative products, services, processes or businesses (Tsai, 2001) thereby impacting OP.
Therefore, we propose the following hypothesis.
Hypothesis: Exploitation capacities have a positive effect on organizational performance.

5. Methodology

Data collection was conducted by way of the use of a questionnaire-type instrument. In order to
verify validity of the instrument used, we utilized the construct validity (factor analysis) method. In
terms of factor reliability, we measured the Cronbach’s alpha coefficient. The latter was calculated
in both cases as >0.800, which is satisfactory. A 5-point Likert scale was used; in the case of
exploitation capacities, (1) means absolutely nothing, and (5) meant completely done. In the case of
organizational performance, (1) meant not important at all, and 5 meant very important.

Confirmation of the measurement model was performed using confirmatory factor analysis
(CFA), thus seeking to test the relationship between the latent variables and the respective items.
The validation of the hypothesis relationship was performed under the model of structural
equations, where data were analyzed using EQS 6.3.

The questionnaire administered with the companies enquired respondents as to the
development and evolution of the EC and the OP, alluding to what happened in the last 3 years of
operation, as suggested by the literature (Flatten et al., 2011a; 2011b , Akling et al., 2007, Ellinger
et al., 2002). In order to clarify the relationship analyzed, the questionnaire clarified that growth — in
terms of volume and number of sales — is growth achieved thanks to current and new customers.
Conversely, in the case of market share growth, it is the comparison with their competitors in the
same period of time. The conceptual model and its relationships can be seen in Figure 1.
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Figure 1. Conceptual model
6. Sample

The structural equations model (SEM) was examined using a sample of 227 valid responses. It also
shows the relevance of obtaining an adequate sample in this type of analysis. In addition, some
scientists recommend that an appropriate sample should have at least 200 informants (Garver &
Mentzer 1999; Sivo et al., 2006; Hoe, 2008), although there is no consensus in empirical studies as
to the optimal level of its sample size (Schreiber et al., 2006, Kline, 2010, McQuitty, 2004).

The sample is composed of organizations located in Medellin, Colombia, which belong to the
industrial and service sectors. 227 managers or leaders of the innovation area answered the
questionnaire. As for company size, the Ministry of Commerce, Industry and Tourism in Colombia
believes that organizations with up to 200 employees qualify as being small and medium
enterprises, which in the case of this study make up 88.5% of the sample.

7. Results

The research comprises two moments to be analyzed and to explain the findings under the SEM: (i)
the evaluation’s measurement model, and (ii) the structural model test. Table 2 shows that the
means reached are considered relatively low for both variables, with results between 3.35-3.38, and
similar standard deviation between 1.06-1.15. The correlation value for latent variables is above the
appropriate level (0.386) with significance vis-a-vis p<0.05.

Table 2. Correlations, means, standard deviations, reliability.

Variables M SD 1 2
1. Exploitation capacities 3.38 1.15 (0.882)
2. Organizational performance 3.35 1.06 0.386* (0.926)
N = 226; Alfa reliability is show on the diagonal
*p < 0.05

The measurement model’s normal validity requirements are met in a satisfactory fashion (see
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Appendix A). The loads of all items are above 0.882 or 0.926, with a significance vis-a-vis p<0.05.
the latter indicates the convergent validity of each of the items. High reliability is suggested, since
Cronbach alpha values are greater than 0.8, as well as composite reliability above 0.9. At the
construct level, the EVA values are greater than 0.5; these results confirm the existence of
discriminant validity.

The structural model was estimated with the aim of verifying potential colinearity. The results
show minimum collinearity, along with VIF outflows below the threshold (5). Therefore, collinearity
in the structural model predictor construct is not a problem. The R2 value is above the appropriate
latent level (Falk & Miller, 1992); the R2 value among the variables is 0.386 with significance of p
<0.05.

The measurement model achieved good values of these indices: BBNFI, BBNNFI, CFI, and
IFl. Values above 0.90 in the BBNFI and BBNNFI indices allow us to observe an adequate
goodness of fit of the model (Ullman, 2001). Indeed, the values of the current model comply with
appropriate values. Similarly, values above 0.90 in the TPI index refer to acceptable quality of fit,
and values above 0.95 mean a very good model. The results for this index under this study are
0.962 (Hu & Bentler, 1999). The value obtained for RMSEA for the measurement model can be
considered appropriate.

Values between 0.05 and 0.08 in RMSEA evidenced the presence of an acceptable model
(Browne & Cudeck, 1993); the current model shows a value of 0.108. Another important aspect is
the load factors of each of the items. As for EC, this was the most important variable given its high
load (0.907), on account of the fact that companies “are good at combining information from
different sources for their benefit”, followed by the following statement: “the company has the ability
to work more effectively by adopting new technologies” (0.825), and “managers support the
development of prototypes” (0.802).

In regards to OP, the most relevant variable was the growth of profits (0.911), followed by the
other three variables with slightly similar values, albeit they have a high load: return on investment
(0.871), sales growth (0.853), and market share growth (0.811). These findings demonstrate the
existence of a direct and positive relationship between CT and OP (Hair et al., 2013).
Consequently, the hypothesis is corroborated. The results are shown in Figure 2.
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Figure 2. Results of the structural model
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8. Conclusions and Discussion

The findings obtained expand the relevant empirical evidence supporting the theoretical
development. These results also further the empirical validation of the study, given the high level of
compression of the EC - OP ratio in the real sector (Zahra & George, 2002; Jansen, 2005; Volberda
et al., 2010; Cohen & Levinthal, 1990; Flatten et al., 2011a; 2011b).

The organizational dynamics wherein firms compete in developing countries are those found
in developed countries; therefore, the empirical findings of the research make it possible to argue
the difference in the weight of the factors analyzed. In the specific case of the sample of
organizations studied, the weight obtained by the variable “they are good for combining information
from different sources for their benefit”, and in the case of the OP, the most important variable is
“growth of benefits” of companies.

Because of their multidimensionality attributes, ECs warrant more detailed analysis in their
relationship with the OP, where this research contributes in a concrete way, since it has allowed
with empirical evidence to validate the relation — more precisely to recommend that the good
combination of information from different sources for business benefit is a guarantee to drive the
growth of benefits in companies. The findings show that there is a direct and positive relationship
between EC and OP, which allows us to conclude that companies that develop CE increase their
chances of improving their OP.

Future studies should delve in the relationship of EC with specific OP variables such as
innovative, financial and non-financial performance, so as to facilitate a better understanding of this
relationship due to the specificity of the level of analysis. In addition, the study can be extended to a
significant group of organizations at the national level, which would in turn go to facilitate the
collection of relevant information in different places of Colombia.
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Appendix A:

Scale items. Results of confirmatory factor analysis.
Factor Composite

Loadings Reliability AVE

ACA  Exploitation capacities (a = 0.882) 0.943 0.847
ACA1  Managers support the development of prototypes 0.802
ACA2 Th‘e company regglarly re-evaluates and adapts 0.907

existing technologies in novel ways
ACA3 The company has the ablllty to work more effectively 0.825

by adopting new technologies
OP Organizational performance (a = 0.926)
OP1 Return on investment 0.871
OoP2 Profit growth 0.940 0.939 0.871
OP3 Sales growth 0.853
OP4 Increase market share 0.810
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