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ABSTRACT 

 

Absorptive Capacity is a popular concept that has been studied as the key source of 

sustainable competitive advantage of firms. Scholarly works on this issue are diverse 

and employs multitude of approaches and theories. However, despite many studies 

carried out, controversies remained with regards to issues related to the focus, factors 

contributing and diverging views on how Absorptive Capacity as a social construct is 

related to competitive advantage.  

 

This study was conducted to probe deeper into how Absorptive Capacity contributes to 

sustainability of firm’s competitive advantage. It was carried out as a case study to 

address a growing concern that past studies had failed to provide a collective 

understanding and a unified operationalization of the concept of Absorptive Capacity, 

implying that the construct might have been reified and taken for granted. In addition, 

there were growing calls for more research on Absorptive Capacity to be conducted in 

its natural setting to gain greater insights of real life complexity and that issues related 

to Absorptive Capacity development can be captured and understood. Data was 

collected through interviews, observations of events and social practices of 

organizational members and analysis of both historical and current documents. 

Theoretically, the study adopted strategic management viewpoints and the Resource 

Based View and Dynamic Capability View provided the theoretical frameworks for 

analysis. The focus was on building a theory based on the complexity of Absorptive 

Capacity in real-life setting.  

 

The principle finding of this study is that Absorptive Capacity contributes to building 

of organizational resilience. The Company profited from external information by 

correctly identify, acquire, process and assimilated into its existing knowledge stock 

before being exploited for commercial gains. Second, the study found that Absorptive 

Capacity is a two-stage sequential process. The first is context dependent whilst the 

second was problem dependent. However, rather than both being linear, the first stage 

was more cyclical.  Third, the transition from the knowledge updates to exploitation 

was not immediate. The time taken for relevant external information to be captured 

and assimilated into the firm’s knowledge reservoir is contingent upon its knowledge 

management structure and the timing gap between the making of decisions to actual 

implementation depended more on its management and decision making structures. 

Four, six factors were found to contribute to the development of Absorptive Capacity. 

Finally, this study suggests a new improved model of Absorptive Capacity 

development to extend the intellectual discourse on this topic. 
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CHAPTER ONE 

 

INTRODUCTION 

 

1.1 Introduction  

 

Businesses are becoming more complex. Globalization is making them more 

competitive. As such, to survive, firms must be constantly vigilant and adopt actions 

and strategies that will and can withstand challenges. They must be able to spot 

dangers, detect threats, identify opportunities and change the way they do things and 

adopt new strategies to meet changing market conditions. In short, because of the 

changing nature of business processes and productions, commercial firms must be 

sensitive to changing market conditions and external business environment. They 

have to continuously develop their adaptive capabilities to stay competitive and to 

sustain their competitive advantage.  

 

In academia, much of the work to enlighten the abilities of firms to benefit 

from exploiting external information to sustain financial performances is found in 

strategic management, organizational learning and knowledge management 

literatures, and one of the major concept that emerged as a significant organizational 

research issue in recent decades is Absorptive Capacity (AC). The concept was 

introduced by Cohen & Levinthal in 1990 and refers to the ability of a firm to 

identify, assimilate and exploit external knowledge for commercial gains. However, 

despite many research findings and papers written on and about AC thus far, little is 
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known about the real processes of how companies remained competitive, maintained 

their strategic positions and responded to competition to stay ahead of its 

competitors.  

 

Lane et al. (2006), reviewed 289 peer-reviewed academic papers (published 

from 1991-2001) which adopted the concept and found that AC, as an issue for 

research, was popular due to the overlap of contemporary research areas, mainly 

strategic management, organizational learning and knowledge management. 

However, they highlighted two major research concerns. Firstly, despite large 

volumes of literature on and about AC, they are yet able to provide a collective 

understanding of concept or conclude what past findings had collectively 

accomplished. As such, they lamented, AC, as a construct, might had become reified 

and taken for granted. Secondly, they observed that past researches are largely 

influenced by the philosophy of positivism, adopting the hypthetico-deductive 

methodology. AC is viewed as a product of rational decisions to achieve efficiency 

and effectiveness. As such past studies adopting this approach assumed that AC 

exists in a vacuum. They applied the laws of the natural sciences. Methodologically, 

they are technically biased and failed to address the real relationships that AC has 

with other phenomena in organizational functioning.  

 

As a result, there are growing calls in extant literature for more studies to 

provide greater insights of AC and adopt a more qualitative approach so that the real-

life complexity and problems of AC can be captured. They argued, it is only through 

studying AC in the context in which it existed will we be able to offer more in-depth 

explanation of the process through which AC developed and how AC, might, in 
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itself, creates a context for the organization to react to internal and external stimuli to 

survive and grow in a competitive operating environment. In short, qualitative 

methodology has the advantage of allowing us to have deeper understanding how AC 

came into being, the forces which caused AC to change and developed and the 

organizational consequences of such changes and developments. As New & Payne 

(1995) had noted, whilst the hypothetico-deductive approach is capable of having to 

score high on rigour and cleverness, this traditional method of doing research scores 

low on connection to ‘real’ problems.  

 

This research was motivated, conceptualized, planned and carried out with 

the above in mind. 

 

 

1.2 Statement of problem and research questions 

 

AC is the concept introduced by Cohen & Levinthal in 1989. It refers to the ability of 

a firm to identify, assimilate and exploit external knowledge for commercial gains 

and has become one of the major concepts to emerge in organizational research in 

recent years. This was contributed by the unique perspective this construct provides 

and due to its overlap with other popular trends in contemporary research in strategic 

management, organizational learning and knowledge management (Lane et al., 

2006). However, they noted that despite large stream of research done and papers 

written so far, researchers had exhibited a rather diverse understanding when 

operationalizing the construct. As a result, we are yet to have a collective 
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understanding of what AC is all about and how it is implicated in enabling a firm to 

sustain its competitive advantage.     

 

Todorova & Durisin (2007) attempted to provide a solution by proposing a 

revised model of AC development based on Zahra & George (2002)’s modification 

of the original concept proposed by Cohen & Liventhal (1990). They suggested that 

a model of AC should capture the dynamics of the process of how AC developed. 

This is because, they argued, development of AC is a path-dependent process, and 

any increase of knowledge in one area of expertise will affect future development of 

capabilities of the organization as a whole. Whilst the new model proposed enhanced 

our understanding and put AC on a clearer footing, a question remains - how does a 

firm, while operating in changing market conditions and hostile economic 

environment, able to learn from events around it and then, capitalize on the 

knowledge gained to reinvent itself, operationally and strategically, to stay 

competitive and continue to do so over long period of time?  

 

In short, the problem statement can be stated as –  

 

…  Despite vast amounts of works carried out on AC, not many research or 

papers were able to properly explain the nature and dynamics of AC 

development and how organizations develop their abilities to remain 

competitive and sustain their competitive positions.  
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Therefore the major research question that needs to be answered then is,  

 

How does, in real life, AC is implicated, developed and contributed in 

enabling a firm to sustain its competitive advantage? 

 

It is this question that this research seeks to answer. The method employed was 

chosen to heed the calls for more research to study the phenomenon in the context in 

which it existed. Research was carried out to explore and gain better insights of how 

the company, PTG, developed over the years and in the process, becoming what it is 

now. Central to this is the belief that the phenomenal growth within a span of twenty 

years is largely contributed by the firm’s abilities to respond to external stimuli to 

remain competitive and sustain its competitive advantages. In sum, the Company was 

able to sustain it current position because it was able to correctly identify, evaluate 

the nature and potentials of external events, add-value to its knowledge stock and 

assimilates the knowledge gained within its operational structure and finally exploit 

this ‘new knowledge’ to produce the capacity to sustain its competitive advantage.  

 

 

1.3  The purpose of research   

 

In principle this study seeks to explore and to gain better insights of how the 

company’s AC developed over the years and in the process, enabling the company to 

grow to what it is now. In general, the aim is to explore and identify the nature and 

capture the dynamics of AC development in real-life setting. It is focused on gaining 

deeper understanding of how an organization adds value to its existing knowledge 
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stocks through the process of scanning its operating environment, identifying and 

capture relevant (external) information, process and assimilate the new knowledge 

into its operational and decision making structure and, finally leveraged them to 

build competitive capacities to sustain its position as a the undisputed leader of the 

industry.  

 

Specifically, the objectives of this study are; 

 

a. To determine and describe the nature of AC in context. 

b. To map the process of how an organization determines and secures internal 

and external information, evaluates and enhances its know-how and finally 

exploit the newly updated and enhanced knowledge reservoir to create 

innovations and develop response strategies and affirmative actions to 

implement decisions designed to overcome problem(s) and to maintain its 

competitive advantage.  

c. To describe and explain the dynamics of AC development and growth. 

d. To identify the factors which contribute in enabling the Company to 

sustain its competitive advantage. 

 

Data collected for analysis were gathered from a twelve-month long case study 

carried out in PTG. Analysis of archival documented records of over twenty years 

and interviews with over forty PTG senior managers, long serving employees and 

retail partners were carried out. In addition, other economic and significant political 

and social event data in Vietnam were also studied to understand the macro and 
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industrial impacts on the business. Data was collected with the following intentions 

in mind. 

 

a. To map out the growth of PTG based on the patterns and chronology of 

events from its inceptions in 1995 to 2017 and from there on, to identify 

locate significant growth patterns and development phases of the company. 

b. To study the nature and characteristics of the processes, roles of 

organizational participants and resources employed in the development of 

the organizational know-how and the exploitation of the Company’s 

knowledge reservoir. 

c. To trace the dynamics of organizational activities and processes that 

explain the organization’s capabilities to recognize the values of 

information, acquire it, assimilate it and apply it to enhance its 

competitive positions and from there on, to identify factors, actions and 

responses by the organization to maintain its competitive advantage. 

d. To describe and explore linkages between external events and the 

company’s operating and growth strategies so as to identify relevant 

factors viewed by the organization as opportunities and threats to its 

competitive advantage. 

e. To offer explanations on how AC is involved and implicated in the 

development of innovations, affirmative actions and new organizational 

routines and management systems to overcome competitive business 

environment and changing market conditions to sustain its competitive 

position in real life setting. 
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The analytical approach adopted is both contextual and processual. 

Descriptions and analysis were made to gain insight as to what has happened and 

what is going on. This approach was taken to ensure that the insights captured will 

allow readers to make sense and ‘visualize’ the concept and understands the 

involvements of AC in the wider economic, social and organizational settings of the 

firm. In addition, in conducting this study, significant external events and changes 

occurred were viewed as stimulus for organizational actions and reactions. They are 

threats or indicators that formed the external context which prompted the firm to act 

and, by so doing, set AC in motion, enabling the dynamic of the processes and 

relationships between key actors to be studied in its real setting. 

 

 

As such, this study; 

 

 

a. Is not about seeking generalization or carried out to test or verify a set of 

predefined hypothesis in order to affirm or to reject a theory. Rather, it was 

conducted to capture the process of AC development is sustaining 

competitive advantage within a specific organization’s social practices, 

and as understood by organizational members – the context in which it 

(AC) existed. For that, findings will be context specific but contributing in 

broadening our understanding of AC in real-life. 

b. Is focused on improving and expanding the theory of AC first proposed by 

Cohen & Liventhal (1990), modified by Zahra & George (2002) and 

finally improved by Todorova & Durisin (2007). It was carried as a case 

study to capture the essence of AC in order to describe the concept in 

practice, based on academically accepted research processes. As such, this 
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research will contribute towards developing an improved theory of AC and 

enhancing our knowledge on AC development in its real-world context.  

 

1.4 Justifications  

 

 

 

This study was motivated by a lack of academic papers published and studies carried 

out to address the roles of AC in logistics organizations. These were acknowledged 

by Busse & Wallenberg (2011). They then suggested that more studies should be 

carried out because AC provides a perspective to understand how LSPs respond to 

constantly changing economic conditions and operating environment.  

 

In particular, this research seeks to address the following research gaps;  

 

a. The concept of AC has been studied and its construct thus far has been 

developed over three phases. The original one was proposed by Cohen & 

Liventhal (1990). This was expanded by Zahra & George (2002) and was 

further fine-tuned by Todorova & Durisin (2007) and Volberda et al. 

(2010). The two main contesting points are; a) what constitute major 

activities of the process of AC development, and, b) if the process (of AC 

development) is linear. Whilst Todorova & Durisin (2007) saw the merit 

of Cohen & Liventhal’s three-stage process, Zahra & George suggested 

that the process of converting knowledge into actions that will produce 

competitive advantage – potential and realized AC, and are made up of 

four distinct activities. This view was supported by Volberda et al. (2010). 
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These diverging views of the AC development process showed that it can 

be revisited and further expanded, the issues this study seeks to address. 

 

b. In operationalizing AC, past researchers had used variables like R&D 

intensity, knowledge content, organizational routines and processes and, 

others such as age and size, as proxies for the organization’s knowledge 

stock. But, these variables are gathered from multiple researches in 

different settings. As such, this study provides an opportunity to explore 

and have a clearer conceptualization of the concept especially on the 

proxies used to describe AC in its single, actual real-life setting.  

c. There is a trend that many past researches on AC and competitive 

advantages are slowly moving into the SM, OL and KM disciplines. 

Findings suggested that AC helps the speed, frequency and magnitude of 

innovation and that innovation produces knowledge that becomes part of 

AC, which then contributes to firms developing affirmative actions to 

sustain competitive advantages. Hence, this study will contribute towards 

enhancing our understanding of how firms continue to survive or even 

improve its long term competitive position.  

d. There were two opposing views with regards to knowledge characteristics 

which affects the absorption and assimilation by an organization - a) how 

to recognize the type of knowledge that are significant and which can 

enhance the organization’s ability, and b), how an organization assimilates 

and exploits such information for commercial gain once it was able to 

identify that such information is valuable and relevant. Our understanding 
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on these issues will be enriched as this study focused on how AC 

developed in the context in which it exists. 

 

e. Past studies had shown that the evolution and development of AC were 

affected by multiple factors and managerial roles which influenced 

knowledge search patterns, activation of organizational triggers and 

transformation of organizational knowledge. Organizational structure has 

also been found to be very crucial in facilitating knowledge transfer and 

shaping the AC of the firm. But a large majority of past studies have 

ignored the role of organizational structure in defining the AC of the firm. 

As such, this study will allow us to enhance our understanding of the 

dynamic capabilities, roles, contingent conditions and other factors such as 

organizational structure, culture and other economic and social influences 

on AC and vice versa.  

 

Methodologically, this study adopted and used the qualitative-inductive 

approach based on the following grounds; 

 

a. There have been growing calls for more studies in AC to adopt an 

inductive and qualitative based methodology. Zahra & George (2002) 

suggested that researchers can use interview data and secondary data from 

archives and those collected and analysed over multiple time horizons to 

better understand AC in its context. In addition, Spens & Kovaks (2006), 

in their review of research approaches in Logistics, found that qualitative 

research is gaining recognition in logistics research. Of the 378 published 


