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Abstract

Knowledge sharing and absorption are required to achieve and sustain competitive advantage.
Firms’ dynamic capabilities assist in mediating the effects of knowledge sharing and absorption
on organizational innovation performance. Therefore, this study proposed a conceptual model to
investigate the relationships among knowledge sharing capability, absorptive capability, dynamic
capability, and organizational innovation performance. The partial least squares method was em-
ployed to examine the relationships. Questionnaire surveys were collected from the top 500
manufacturing companies in a typical emerging market, Taiwan. The results showed the positive
effects of knowledge absorptive capabilities on dynamic capability and then on organizational
innovation performance. In addition, the effects varied for companies with high and low innova-
tion investment.

Keywords: Dynamic capabilities, Knowledge sharing, Absorptive capabilities, Organizational
innovation performance.

Introduction

Innovation is the key path for an enterprise to sustain its competitive advantages (Matthyssens,
Vandenbempt, & Berghman, 2006; Orfila-Sintes & Mattsson, 2009). Nowadays, as competition
has been globalized, production cost is no longer different between companies, and innovation is
the key to competitiveness. In addition, knowledge management and innovation activities are dy-
namic capabilities for organizations (Zollo & Winter, 2002), and in order to survive in this era of
knowledge competition, an enterprise
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environmental evolution (Peteraf, 1993). Teece (1986) believed that traditional competitiveness
analysis is unable to evaluate an organization’s organizational innovation performance and to
guide its strategic direction in a fast changing environment, and thus he proposed the dynamic
capabilities theory to help organizations in coordinating internal and external information to sus-
tain their knowledge management systems and gain a competitive advantage. A firm needs to ac-
cumulate past experience and transform individual knowledge into organizational knowledge, and
then, with the aid of continuous learning, the firm should develop the competence required to
adapt to environmental changes. In addition integrating, transforming, and applying dynamic ca-
pabilities are crucial determinants of innovation (Helfat & Peteraf, 2003). The main purpose of
this paper is to observe how companies use dynamic capabilities to transfer knowledge manage-
ment capabilities into organizational innovation performance.

The capability acquiring comes from knowledge absorptive capability. Cohen and Levinthal
(1990) stated that absorptive capability is acquired by an organization on basis of existing knowl-
edge, as well as by recognizing, absorbing, and using external knowledge. Zahra and George
(2002b) further explained absorptive capability from the perspective of dynamic capability, and
noted that absorptive capability is a set of processes for analyzing knowledge accumulation and
transformation, and that it can lead to competitive advantage (Liao & Wu, 2010; Tsai, 2010).
That is, absorptive capability is sustained and created through the development of dynamic capa-
bility. Furthermore, knowledge sharing in an organization will increase its potential absorptive
capability (Spender, 1996). This paper attempts to study the effects of dynamic capabilities on
organizational innovation performance with an empirical approach, based on dynamic capabili-
ties, knowledge sharing, and absorptive capability. The main purpose is to review knowledge
management studies, focusing on the effects of dynamic capability, knowledge sharing, and ab-
sorptive capability on organizational innovation performance and to propose a conceptual model
and hypotheses. Furthermore, we analyze different types of firms and their dynamic capabilities,
knowledge sharing, and absorptive capabilities as well as their relationships with organizational
innovation performance, and finally highlight the practical implications of the results for manag-
ers.

Literature Review

This section reviews studies on knowledge management, innovation and organizational innova-
tion performance, dynamic capability, and knowledge absorptive capability It then develops a
model to describe the relationships among knowledge management, dynamic capability and or-
ganizational innovation performance.

Knowledge Management

Knowledge creates a capability that enables firms to seize opportunities while analyzing informa-
tion, and is crucial to achieve competitiveness (Liao & Wu, 2010). However, only the advanced
application of knowledge management can lead to a sustained competitive advantage. Knowledge
management is widely applied to knowledge-based and learning organizations that seek to build a
knowledge system based on all the available organizational information. The American Produc-
tivity & Quality Center stated that knowledge management is a strategy to acquire appropriate
knowledge, which assists in internal information sharing and improves organizational efficiency.
Wiig (1997) proposed his Knowledge Management model with a principle that states that knowl-
edge can be useful if it is well organized and used to improve efficiency and maximize profits.
Roberts (2000) viewed knowledge management as “getting the right information to the right peo-
ple at the right time to provide a competitive edge.” Knowledge management is explicitly defined
as a way to create and uncover knowledge, to make it concrete, and then to transfer and reutilize
it (Demarest, 1997). We believe that classifying, storing, selecting, and using organizational
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knowledge will help companies to improve their profitability and competitiveness, and thus a
successful knowledge management system plays an important role in a company’s success.

In a fast moving and knowledge-based economy, technology can help customers save time in
searching for substitutable product replacements (Liao & Wu, 2010). Consequently, it is harder
for companies to build and maintain a long term competitive advantage in this context. Organiza-
tional innovation performance in knowledge management consists of the application of various
core competences and innovation activities that together form a company’s core competitiveness.
Along with customer innovation, firms create and transfer value through searching, filtering, clas-
sifying, reinforcing, integrating, and storing creative ideas. This paper aims to study the effects of
an organization’s dynamic capabilities on organizational innovation performance and to trace the
causes and effects between organizational knowledge and competitive advantage.

Knowledge Absorptive Capability

The study of knowledge absorptive capability begins with Cohen and Levinthal's (1990) theory of
absorptive capability. Cohen and Levinthal examined organization’s absorptive capability from
the perspective of acquisition and innovation. March and Simon (1958) noted that most innova-
tive activities come from “borrowing” rather than “invention.” Here, “borrowing” refers to ob-
serving knowledge or experiences from other organizations and creating new ideas, whereas “in-
vention” means creating new ideas. Thus, based on the comments of March and Simon (1958), it
seems that the capability of introducing new knowledge in the organization is a key factor to the
innovation capability (Cohen & Levinthal, 1990).

Cohen and Levinthal (1990) stated that an organization’s existing related knowledge (like basic
skills and common languages) will affect the recognition of knowledge value, knowledge assimi-
lation, and usage. The capabilities to recognize knowledge value, and to assimilate and use
knowledge, are known as absorptive capacity, which is defined as the capacity to acquire, recog-
nize, assimilate, and use external knowledge on the basis of prior related knowledge.

Cohen and Levinthal (1990) defined absorptive capability as made up of three basic capabilities,
which are recognizing useful external knowledge, understanding and assimilating the new knowl-
edge, and applying it to commercial ends. Zahra and George (2002b) noted that most of the re-
lated empirical studies show that there is a positive correlation between knowledge absorptive
and innovation capabilities and that together they can build a sustainable competitive advantage.
They also suggested that absorptive capability is formed by potential absorptive capability and
realized absorptive capability and that absorptive capability is a potential capability that allows a
firm to gain, assimilate, transform, and use new information.

Innovation and Organizational Innovation Performance

Innovation is the gathering of ideas from internal and external customers and then producing
valuable products or services, and it includes innovations related to technology, products, and
processes (Tsai, 2010; Voss, 1992; Wingwon, 2012). Innovation behaviors may consist of inter-
nal process improvements, the development of new products, and novel strategic plans of product
line management and organizational management. Johnson and Johnston (2004) differentiated
organizational innovation performance from knowledge creation by stating that it is more focused
on the product side and on the performance of new products with regard to the dimensions of
market, cost and financial performance.

The creation of organizational innovation performance is based on a series of complicated inno-
vation activities which form a value chain (Orfila-Sintes & Mattsson, 2009; Tsai, 2010). Chris-
tensen, Kaufman and Shih (2008) noted that different types of innovation affect decision making
behavior (strategic innovation), product development (product and process innovation), and tech-
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nical support mode (technical innovation). Storey, Emberson, Godsell, and Harrison (2006)
pointed that the process of procurement, manufacturing, distribution, and servicing from supplier
to consumer forms strategic innovation in the value chain. In addition, firms need external re-
sources to complement the insufficiency of their internal techniques, and thus they will release
and exchange their unused resources to external organizations and form interactive cooperate
networks. In this regard, Chesbrough (2003) advised companies to commercialize their core tech-
niques and sell, transfer or license their idle techniques to companies in order to create a new
source of profits.

This paper focuses on the effects of organizational knowledge management and organizational
innovation performance on the competitiveness and market acceptance of the organization. In this
paper, the organizational innovation performance is measured with the following three common
criteria: product innovation, process innovation, and profitable innovation.

Dynamic Capabilities

Teece, Pisano, and Shuen (1997) defined dynamic capabilities as a firm’s ability to integrate,
build, and reconfigure internal and external competences to address rapidly changing environ-
ments. Thus, dynamic capability can be seen as a way to obtain greater competitive advantages.
Henderson and Cockburn (1994) further explained that dynamic capability is when a manager
increases, abandons, integrates, or reconfigures resources in order to change the resource-based
value and to create and develop new values. It is also a dynamic force that creates competitive
advantage when associated with other resources. Zollo and Winter (2002) defined dynamic capa-
bilities as a learned and stable pattern of collective activity through which the organization sys-
tematically generates and modifies its operating routines. Luo (2000) pointed out that dynamic
capabilities include three essential ingredients: capability possession (distinctive resources), ca-
pability deployment (resource allocation), and capability upgrading (dynamic learning). Capabili-
ties are increasingly updated through capability learning and building, and the creation, transfor-
mation, integration, and development of specific capabilities and resources will aid the realization
of organizational strategies. Eisenhardt and Martin (2000) argued that dynamic capabilities are a
set of processes that create, integrate, associate, and release resources, and that firms consolidate
and allocate resources in order to fit or create market changes.

In sum, dynamic capabilities highlight the processes and the ability that an organization has to
consolidate and transform its operating processes when facing environmental changes. Therefore,
in this paper, dynamic capabilities are viewed as the abilities that an organization has to consoli-
date and coordinate its entire operating processes and to reallocate and transform them in the
shortest time to respond to a rapidly changing environment.

Research Hypotheses

Knowledge absorptive capability and dynamic capability

According to Cohen and Levinthal (1990), acquired knowledge (for example, basic skills and
common languages) will affect a firm’s recognition of knowledge value, assimilation, and usage,
and these are also known as an organization's “absorptive capacity.” In sum, organizational
learning and absorptive capability affect a firm's ability of knowledge acquisition and assimila-
tion (Wingwon, 2012). Dynamic capabilities are defined as the abilities that a firm has to inte-
grate, build and reallocate internal and external resources in order to respond to a rapidly chang-
ing environment. Therefore, we assume that if a firm increases absorptive capability, it will effi-
ciently acquire external knowledge and quickly modify company strategy.

H1 : Potential absorptive capability positively affects dynamic capability.
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Knowledge transformation is the ability that an organization has to consolidate existing knowl-
edge with new knowledge (Zahra & George, 2002a). From an empirical perspective, it is to add
new knowledge or to remove or reinterpret existing knowledge. The capacity of knowledge ex-
ploitation is the ability to introduce knowledge systematically into the organization after it has
been transformed in order to modify, extend, and expand competitive capabilities (Zahra &
George, 2002a).

In brief, organizational learning and potential absorptive capability impact a firm's abilities of
knowledge transformation and exploitation. Dynamic capabilities can be considered as a way to
find new sources of competitive advantages. In addition, absorptive capability is a way to analyze
organizational knowledge accumulation and circulation. The development of dynamic capabilities
can efficiently create and sustain organizational competitive advantages. Therefore, in this paper,
we assume that when realized absorptive capability is improved, dynamic capability will also be
promoted so as to respond to the rapidly changing environment.

H2 : Realized absorptive capability positively influences dynamic capability.

Zahra and George (2002a) suggested that potential absorptive capability and realized absorptive
capability are necessary, rather than sufficient, conditions to obtain organizational competitive
advantage, and both of them are crucial to performance improvements. There is always gap be-
tween potential absorptive capability and realized absorptive capability. When the ratio of real-
ized absorptive capability to potential absorptive capability is high, this means that the organiza-
tion is able to use the acquired knowledge efficiently and that it positively affects the organiza-
tion’s performance. The gap between those two capabilities is influenced by the inter-
organizational social integrative system, which includes formal and informal knowledge sharing
and affects an organization's knowledge transformation and exploitation capabilities (Spender,
1996).

In short, potential absorptive capability and realized absorptive capability constitute the necessary
conditions for an organization to develop its competitive advantage. The more knowledge that is
shared in an organization the higher the ratio of realized absorptive capability to potential absorp-
tive capability. Therefore, we assume that there is significant positive correlation between real-
ized absorptive capability and potential absorptive capability. In addition, the greater the knowl-
edge sharing capability in an organization, the stronger the positive relationship between potential
absorptive capability and realized absorptive capability.

H3 : Potential absorptive capability positively affects realized absorptive capability.

H4 : Knowledge sharing capability positively influences the relationship between potential ab-
sorptive capability and realized absorptive capability.

Dynamic capability and organizational innovative performance

Teece (1986) extended the dynamic capability concept from resource base, proposing that dy-
namic capability is the capability to change according to environmental changes. When the indus-
trial environment changes rapidly and market competition is extremely fierce, dynamic capabili-
ties emphasize the real-time response to the reconfiguration of resource capabilities in order to
adapt to environmental changes (Teece et al., 1997). In sum, dynamic capability emphasizes a
firm’s responses to environmental changes. When industrial or technical improvements occur,
market uncertainty will be significantly intensified, and thus, organizational innovative perform-
ance will be impacted by dynamic capabilities.

H5 @ Dynamic capability positively affects organizational innovative performance.
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Methodology

The conceptual model is based on the relationships among dynamic capability, knowledge shar-
ing, absorptive capability, and innovative performance. This study analyzes the data by the Struc-
tural Equation Modeling (SEM) method to verify hypotheses. This section presents the details of
the research model, measurement application, research subjects, and data analysis. This paper
applies knowledge management theory with organizational dynamic capability to examine the
relationship between knowledge management and innovative performance. Based on the litera-
ture review, this study proposed five hypotheses and a conceptual model, as shown in Figure 1.

Potential
absorptive
capability

H1

Knowledge
sharing
capability

Innovation
performance

Dynamic
capability

Realized
absorptive
capability

Figure 1. Conceptual model

A questionnaire was used to observe how knowledge management is applied in R&D and related
departments and to study the effects of dynamic capability on organizational innovative perform-
ance. The questionnaire covered five dimensions and contained 23 questions. The five dimen-
sions are as follows:

1) potential absorptive capability (acquisition and assimilation);

2) realized absorptive capability (transformation and exploitation), based on Nonaka and
Takeuchi (1995), Quinn, Anderson, and Finkelstein (1996), and Zahra and George’s
(2002a, 2002b) knowledge absorptive capability evaluation;

3) knowledge sharing capability is based on the knowledge sharing and organizational
innovation performance survey and knowledge sharing evaluation proposed by Dechant
and Marsick (1993);

4) dynamic capability (integration and transformation) is based on Nonaka and Konno's
(1998) dynamic capability studies and evaluation;

5) organizational innovation performance (product innovation, process innovation, and
profit innovation) is based on Olson, Walker, and Ruekert (1995) and Cooper and Klein-
schmidt's (1996) organizational innovation performance measurement.

Veugelers and Cassiman (1999) stated that analysis based on key sampling and a company’s own
internal information technically can ensure the feasibility and integrity of the data. Gan, Liow,
Gupta, Lendermann, Turner, and Wang (2007) pointed out that analysis based on key sampling is
applicable to specific industries for forecasting purposes. The top five hundred manufacturers in
Taiwan are used as the research subjects. Top managements are invited to provide their opinions.
We sent out 500 questionnaires and received 123 responses, giving a response rate of 24.6%.

This paper uses Structural Equation Modeling (SEM) for data analysis, including path analysis
and exploratory factor analysis, in order to analyze the relationships among the variables and fac-
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tors examined. In addition, the model proposed in this paper is verified by the Partial Least
Squares (PLS) method, which is a statistical approach that probes or builds forecasting models.
Unlike common forecasting models, PLS is able to deal with more than one set of prediction and
response properties. Wu (2007) stated that PLS is a highly practical statistical method, as it can
handle responsive and formative indexes simultaneously, which the traditional linear-based SEM
LISREL technique cannot do.

The number of samples must be considered when the SEM method is applied. If the number of
samples is insufficient, the goodness-of-fit, representativeness, and accuracy of the results will be
adversely affected. According to Anderson and Gerbing (1988), the number of samples must be
more than 200 in order to apply the SEM method in empirical studies, while Hayduk (1987)
stated that 50 to 500 samples is the most appropriate, and if the number of samples is below 50,
then convergence will not be achieved. Chin (1998) noted that PLS is a non-parametric statistics
method, does not rely on any parameterized distributions, and will work with a relatively small
sample size, such as 30-100. Zeng and Hsu (2008) mentioned that the PLS algorithm allows the
iteration of explicit variables to calculate high level dimensions. Compared with LISREL, PLS
does not require the normality and randomness of variables, and the path analysis does not need
too many samples, and thus this paper uses this approach. Specifically, the SmartPLS software
developed by Ringle, Wende, and Will (2005) from Hamburg University in Germany is used for
SEM model structuring and data analysis.

Empirical Analyses

Analysis of Reliability and Validity

Cronbach’s alpha coefficient is employed to measure reliability. According to Byrne (1994), a
Cronbach’s alpha coefficient above 0.7 indicates valid reliability. The validity measurement relies
on the latent variables’ composite reliability (CR) and average variance extracted (AVE) values.
According to Fornell and Larcker (1981), a coefficient of CR value of 0.6 is an acceptable stan-
dard for normal composite reliability, and if it is above 0.7 then it is high composite reliability.
AVE is the average amount of the variance of indicators that is explained by their corresponding
latent variable. If the AVE is more than 0.5, it means that the corresponding latent variable pos-
sesses convergent validity. Finally, R’ is the explanatory power of the structural model path coef-
ficient. The reliability and validity analyses of structural model are shown in Table 1.

Table 1: Reliability and validity analyses

Composite P Cronbach’s

AVE Reliability k Alpha

Dynamic capability 0.643 0.900 0.676 0.862

Organizational innovation 0.543 0.871 0.516 0.827

performance

Knowledge sharing 0.669 0.890 0.466 0.840
capability

Potential absorptive 0.579 0.843 0.764
capability

Realized absorptive 0.708 0.906 0.546 0.862
capability
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The results of the reliability analysis show that the Cronbach’s alpha coefficient is above 0.7, and
thus the results are reliable. As for the validity, the CR value is above 0.8, so the model in this
work has high composite reliability. The AVE is above 0.5, which indicates that the latent vari-
ables have convergent validity. In addition, Hair, Anderson, Tatham, and Black (1998) pointed
out that if the observed variable factor loading’s absolute value (individual validity) is above 0.5
then it is within the acceptable range.

Discriminant validity describes the degree to which a variable is dissimilar to other variables.
Chin (1998) noted that discriminant validity can be measured by calculating the square root of
AVE for each variable, and the results should be greater than the covariance coefficient. The re-
sults for the correlation coefficient are shown in Table 2.

Table 2: Correlation table

. Organizational ~Knowledge Potential Realized
Dynamic . . . . .
capability innovation sharlpg absorp.tl.ve absorp.tllve
performance capability capability capability
Dynamic capability 0.956
Organizational inno- 0.723%** 0.730
vation performance
Knowledge sharing 0.719%* 0.632 0.660
capability
Potential absorptive 0.795%* 0.728 0.702%** 0.868
capability
Realized absorptive 0.473* 0.587 0.747* 0.683%** 0.772
capability

*: p <0.05; **: p <0.01; ***: p <0.001

For any two dimensions, the square root of AVE shows that the variables in the model are differ-
ent for each dimension, which means that the questionnaire has sufficient individual validity. In
sum, the results for the Cronbach’s alpha coefficients, CR, and AVE values all correspond show-
ing that the reliability and validity of the questionnaire, and thus the verification of the hypotheses
and model can be carried out.

Data Analysis and Testing

PLS is employed to test hypotheses. The results of PLS are shown in Figure 2. Figure 2 shows
that the five dimensions have strong explanatory power. The R’ value (0.676) of dynamic capabil-
ity demonstrates it can be explained by knowledge sharing capability, realized absorptive capabil-
ity, and potential absorptive capability. Moreover, the standardized path coefficient shows that
“dynamic capability” has a positive and the most direct influence on “organizational innovation
performance”. Thus organizational dynamic capability positively affects organizational perform-
ance. The standardized path coefficient of “potential absorptive capability” to “dynamic capabil-
ity” is 0.571, a positive and direct influence, and thus potential absorptive capability positively
influences dynamic capability. The standardized path coefficient of “realized absorptive capabil-
ity” to “dynamic capability” is 0.307. Realized absorptive capability positively influences dy-
namic capability. The standardized path coefficient of “potential absorptive capability” to “real-
ized absorptive capability” is 0.614. It is shown that potential absorptive capability and realized
absorptive capability are positively related. Considering “sharing capability” as the moderator
variable between “potential absorptive capability” and “realized absorptive capability”, it is found
that knowledge sharing influences potential absorptive capability and realized absorptive capabil-

1ty.
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Potential
absorptive

0. 571*
capability

(3. 996)

0.719*
(4. 208)

0. 614*
(3. 894)

Knowledge
sharing
capability

Innovation
performance
R’=0.516

Dynamic
capability
R?=0.676

Realized
absorptive
capability
R’=0.546

0. 307*
(4. 375)

* p<0.05; **: p<0.01; ***: p <0.001

Figure 2: Empirical model with standardized path coefficients and t values

Further Analysis

Expenditures on R&D impact a company’s innovation capability and performance. National Sci-
ence Council (NSC) of Taiwan stated that the average R&D expenditures by Taiwanese compa-
nies have grown from 7.93% in 2003 to 12% in 2009 (National Science Council, 2010). In Tai-
wan, the manufacturing industry is mostly composed of small and medium-size companies, which
implies that they make insufficient investments and face heavy R&D costs. In general, R&D ex-
penditures account for 5% to 10 % of total firm revenue, with more than 10% for R&D oriented
businesses. Only a few large companies in Taiwan have R&D investments above 15% of revenue,
and thus compared to international companies the level of R&D investment is rather low. Based
on the figures from the NSC of Taiwan for year 2010, the firms in this study are divided into two
groups: 1) Low innovation investment companies (R&D expenditures below 12% of revenue,
62% of the all respondent companies) and 2) High innovation investment companies (greater than
12%, 38% of the all respondent companies). We concentrate on the analysis of these two groups
using different models to study the effects of knowledge integration on organizational innovation
performance for different types of organizations.

From Figure 3, the path coefficient shows that “potential absorptive capability” has the greatest
positive influence on “dynamic capability” (path coefficient equals of 0.732). With regard to the
main focus of this study, the effects of knowledge management on organizational innovation per-
formance, the path coefficient is only 0.667, and thus, compared to the entire model, the knowl-
edge management capability for a low innovation investment company has less influence on or-
ganizational innovation performance.

The structural model is examined using PLS for a cross-analysis of high innovation investment
companies, and the results are shown in Figure 4. From Figure 4, the path coefficient shows that
“potential absorptive capability” has the greatest positive influence on “realized absorptive capa-
bility” (the path coefficient is equal to 0.854). The effects of knowledge management on organ-
izational innovation performance for a high innovation investment company are higher than those
for low investment companies. We thus infer that high innovation investment companies are more
able to use knowledge management capability to improve organizational innovation performance
in order to sustain their competitive advantages.
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Potential
absorptive
capability

0. 732**
(3. 954)

0. 667*
(3.942)

0.612*

Innovation
performance
R?=0.445

Dynamic
capability
R?=0.559

Knowledge
sharing
capability

(3. 789)

Realized
absorptive
capability
R*=0.365

0. 067
(1.322)

*:p <0.05; **: p <0.01; ***: p<0.001

Figure 3: Structural model of low innovation investment companies
with standardized path coefficients and t values

Potential
absorptive
capability

0. 282*
(3. 258)

0. 610%
(4. 559

0. 535"

Knowledge (4. 228) 0. 854** Dynamic Innovation
sharing (4.918) capability performance
capability R?=0.597 R?*=0.472

Realized
absorptive
capability
R*=0.343

0. 579*
(4. 229)

*: p<0.05; **: p<0.01; ***: p <0.001

Figure 4: Structural model of high innovation investment companies
with standardized path coefficients and t values

Discussion

Hypothesis 1 is supported by the empirical results, and thus potential absorptive capability has a
positive impact on dynamic capability. That is, if a company can improve its potential absorptive
capability, it will be better able to acquire external knowledge more efficiently in order to rein-
force or modify company strategy. However, when examining different types of businesses, the
related path coefficient of low innovation and investment companies shows more influence than
that of high innovation and investment companies. The main cause of this was explained by
Zahra and George (2002b), who noted that potential absorptive capability includes knowledge
acquisition capability and knowledge assimilation capability, as well as the efficient acquisition
and exploitation of external knowledge in order to improve effective knowledge exploitation. In
addition, Szulansli (1996) noted that different industrial backgrounds or organizational cultures
have an influence the knowledge acquisition, assimilation, and value. Therefore, as low innova-
tion investment companies lack internal resources and rely on external assistance, they are subject
to a greater influence than other companies in this dimension.
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In addition, the results also show that potential absorptive capability is not only influenced by the
knowledge acquisition capability and knowledge absorptive capability, but also by the industrial
background and organizational culture of a firm. The main advantage of potential absorptive ca-
pability is that it can help a company to improve its operational knowledge and technical ability
with knowledge transfer, licensing, or purchase from external resources.

Hypothesis 2 is supported by the empirical results, showing that realized absorptive capability has
a positive impact on dynamic capability. That is, if the realized absorptive capability is improved,
it will aid the development of dynamic capability and enable the firm to respond to a rapidly
changing environment. However, when examining different types of businesses, high innovation
investment companies were more influenced by dynamic capability than low innovation invest-
ment ones.

Zahra and George (2002a, 2002b) pointed out that realized absorptive capability includes knowl-
edge transfer capability and knowledge exploitation capability, while Christensen, Suarez, and
Utterback (1998) noted that efficient knowledge exploitation helps to reinforce competitiveness
in high-technology companies that rely on research innovation. In support of this, the results of
this study and other recent research show that high innovation investment companies require real-
ized absorptive capability more than low innovation investment ones. The advantage of realized
absorptive capability is that it can help an enterprise to combine internal and external knowledge,
and the introduction of the latter will help companies to create their own knowledge and can posi-
tively influence their innovation abilities.

Hypothesis 3 is also supported. Potential absorptive capability positively influences the realized
absorptive capability. When examining different types of businesses, the path coefficient of high
innovation investment companies is greater than the one for low innovation investment firms, and
this is because the model for low innovation and research companies has less explanatory power
in the dimension of realized absorptive capability.

Based on the perspective of knowledge absorptive capability, knowledge acquisition and assimi-
lation capability are more important than staff learning motivation. However, when the two
measures are close, this means that the company recognizes the importance of internal learning
motivation with regard to the knowledge absorptive capability. Hypothesis 4 is supported by the
empirical results, indicating that when the ratio of the realized absorptive capability to the poten-
tial absorptive capability is high, this means that the organization is able to use the acquired
knowledge efficiently. In addition, the more knowledge is shared in an organization, the more
potential absorptive capability influences the realized absorptive capability, and the impact is
similar in firms with both high and low levels of innovation investment.

The empirical results show that dynamic capability has the greatest model explanatory power, and
the standardized path coefficient shows that dynamic capability has a positive and direct influ-
ence on organizational innovation performance and so it has a positive correlation with organiza-
tional performance. These results were same for firms with both high and low levels of innova-
tion investment.

According to Henderson and Cockburn (1994), dynamic capability creates competitive advantage
when associated with other resources. Teece et al. (1997) defined dynamic capability as a firm’s
ability to integrate, build, and reconfigure internal and external competences to address rapidly
changing environments. Knowledge integration is when a company brings in external resources
or extra profit by leveraging WHAT, while knowledge transfer is the ability to readjust and adapt
company fitness.
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Conclusion

This paper builds a conceptual model of the effects of knowledge management on organizational
innovation performance and proposes five hypotheses. The relationships among latent variables
are verified through PLS. The analysis results show that dynamic capability has a positive and the
most direct influence on organizational innovation performance. Therefore, there is a positive
correlation between dynamic capability and organizational performance. According to Teece et
al. (1997), dynamic capability is a firm’s ability to integrate, build, and reconfigure internal and
external competences in order to deal with rapidly changing environments. Meanwhile, the results
of this study show that dynamic capability can help a firm to integrate or transfer the organization
positions, processes, knowledge, or skills needed in order to address to the changing needs of the
market. Also, knowledge integration and transformation capability are needed to improve a firm's
organizational innovation performance, and this performance will be influenced along with
changes of dynamic capability; in other words, the greater dynamic capability is, the greater the
organizational innovation performance will be.

In management practice, if the potential absorptive capability is improved, external knowledge
will be easily acquired in order to adapt the company’s operational strategy, and the resulting im-
provement in absorptive capability will drive the growth of dynamic capability in order to better
deal with a rapidly changing environment. To improve organizational innovation performance by
using knowledge management, this paper suggests: 1. The realized absorptive capability can be
used to help an enterprise combine internal and external knowledge. The introduction of external
knowledge will help the enterprise to create its own knowledge or will positively influence its
innovation ability. 2. The transfer, licensing, or purchasing of external knowledge and application
of it in the enterprise can moderate the buffer time for knowledge assimilation and integration.

As the survey is executed from Taiwan’s top five hundred manufacturing companies, which are
characterized of OEM oriented, skillful, knowledge-intensive, and innovation research, and the
research timeline differs from one and other. Therefore, although dynamic capability facilitates
the improvement of organizational innovation performance, some differences persist in the stud-
ied documents.
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