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Abstract

Purpose: this paper aims to examine the mediating effect of absorptive capacity on the the
relation between two construct: learning orientation (LO) and market orientation (MO) and
organizational performance (OP).

Design/methodology/approach: data were gathered through field survey of 190 senior
managers in manufacturing organizations in Jordan. The analysis was conducted using
two-stage least squares estimators for latent variable models.

Findings: Results indicate that learning orientation, market orientation and absorptive
capacity all have a positive and significant effect on organizational performance. Moreover,
results suggest that absorptive capacity partially mediates the relationship between learning
orientation and organizational performance. This study concludes that while knowledge
acquisition and values of external knowledge are important, related prior knowledge, basic
skills and research and development (R&D) (absorptive capacity) are important as well.

Practical implications: For managers in manufacturing organizations, the study proposes
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that organizations should focus on attaining high levels of Learning orientation and market
orientation while also giving attention to building internal knowledge and basic skills
including R&D.

Originality/value: This paper is the first to examine the mediating effect of absorptive
capacity on the relationship between learning orientation, market orientation and
organizational performance.

Keywords: Learning orientation, Market orientation, Absorptive capacity, Organizational
performance

1. Introduction

While an abundance of literature exists confirming the positive relationship between learning
orientation (LO) and organisational performance and market orientation (MO) and
organisational performance (OP), there remains a lack of clarity regarding the relative
contributions of a market and learning orientation to organisational performance. For
example, Baker and Sinkula (1999a) state that in the absence of one or the other, it would be
better for an organization to have a strong MO. Conversely, Baker and Sinkula (1999b) argue
that a MO does not have a direct effect on organisational performance. Farrell (2000) state
that LO positively affects organisational performance. Whereas Farrell and Oczkowski (2002)
found overall support to the claim that MO has a stronger relationship with organisational
performance than does LO. In a recent study, Vijande et al. (2005) indicate a positive
relationship between MO and organisational performance, but no effect for LO and
organisational performance. Long (2013) also found a positive impact of market orientation
on organizational performance but no effect of LO.

Studies also examined the effect of absorptive capacity on competitive advantage and
organisational performance. Recently, absorptive capacity has been one of the most studied
aspects of knowledge management (Jansen et al., 2005; Tu et al., 2006; Lane et al., 2006;
Todorova and Durisin, 2007; Fosfuri and Tribg 2008; Lichtenthaler, 2009; Tortoriello, 2015).

Absorptive capacity refers to the ability to acquire, understand, employ, and eventually take
advantage of knowledge available outside the organization (Tortoriello, 2015). Absorptive
capacity has been recognized as an important driver of organizations innovative performance,
sustainable competitive advantage and drivers of organisational performance (Zahra and
George, 2002; Jansen, Van Den Bosch and Volerda, 2003; Lenox and King, 2004; Tu et al.,
2006; Fosfuri and Tribg 2008; Tortoriello, 2015).

Few studies paid attention to the mediating effect absorptive capacity on the relationship
between LO, MO and organisational performance. Di Zhang (2009) examined the mediating
effect of absorptive capacity on the link between organisational strategic orientations (such as
learning orientation and market orientation) and organisational performance outcome
indicators (such as innovation, customer satisfaction and loyalty, and financial performance).
He found that absorptive capacity mediated the relationship between strategic orientation and
organisational performance. Gutiérez et al., (2010) studied the relation between absorptive
capacity and organizational learning in a - total quality management (TQM) context. They
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found that a positive and significant relationship exists between absorptive capacity and
organizational learning orientation. Lord (2012), in a study of institutional investment
management, found that greater absorptive capacity contributes to greater portfolio
diversification and higher risk-adjusted returns over a five-year period and that a committee’s
absorptive capacity partially mediates the effect of its members’ expertise in diverse asset
classes on portfolio diversification.

However, these studies are undermined by some important limitations. For example, Di
Zhang’s (2009) study narrowly examined the mediating effect of absorptive capacity on the
relationship between LO, MO and organisational performance without examining the direct
effects of LO and MO on organisational performance. Gutiérez et al., (2010) examined
organisational learning orientation and did not use the well-established LO construct
developed by Baker and Sinkula (1999b). The study was also conducted in a TQM context
with a narrow focus on TQM teams. Lord’s (2012) study examined the mediating effect of
realised and potential absorptive capacity in an investment management context. This paper
aims to examine the relative contribution of LO, MO and absorptive capacity on
organizational performance in addition to assessing the mediating effect of absorptive
capacity on the relationship between LO, MO and organisational performance.

2. Literature review
2.1 Learning Orientation

Learning orientation refers to the extent to which organisations obtain and share information
concerning changes in the market, customers’ expectations and needs, competitors’ actions,
and new technologies’ development, in order create new products or services that are superior
to those of competitors (Calantone et al., 2002).

Bennett (1998) state that commitment to learning necessitates top management support,
training initiatives, and the payment of whom who translate their learning into superior
performance. Basically, workers must be encouraged to challenge the status quo, to develop
new ideas, innovate, and continuously evaluate their activities with a view to improving
performance. The relation between LO and organizational performance was the interest of
many scholars. In this context, several studies declare a positive effect of LO on
organisational performance (Baker and Sinkula, 1999a; Farrell and Oczkowski, 2002;
Calantone, et al., 2002; Celuch, et al., 2002; Farrell, et al., 2008; Martinette and
Obenchain-Leeson, 2012).

2.2 Market Orientation

MO refers to an organization-wide generation of market intelligence pertaining to current and
future customer needs, spreading of intelligence across departments and organization-wide
responsiveness to it (Kohli and Jaworski, 1990). In other words, MO involves the use of
superior organizational skills in understanding and satisfying customers. It facilitates an
organization’s ability to anticipate, react to, and capitalise on environmental changes, thus,
leading to superior performance (Mahmoud and Yusif 2012).
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Narver and Slater (1990) state that MO has three components. The first component is
customer orientation, which reflects the needed activities for acquiring and circulating
customers’ information. The second component refers to competitor orientation, which
requires an effort to gather and disseminate information about competitors of the
market-oriented organization. The third component, refers to interfunctional coordination,
encompasses the integration of all organization’s functional units to create superior value for
customers (Narver and Slater, 1990).

Celuch et al. (2002) examine the effect of MO and LO on organizational capabilities.
Calantone et al. (2002) study the effects of a LO on organization innovation capability and
performance, results indicate a positive relationship between LO and organization
performance (market share, new product success and overall performance). Calantone et
al.(2002) state that LO facilitates the generation of resources and skills essential for
organization performance. Vijandeet et. al., (2005) found that MO has a positive effect on
organizational performance, whereas LO has a negative direct relationship with performance.
Farrell and Oczkowski (2002) found that MO has a stronger relationship with organizational
performance than does LO. Long (2013) found a positive impact of MO on organization
performance but no effect for LO.

2.3 Absorptive Capacity

Absorptive capacity has been heavily examined by researchers in their analysis of diverse,
significant and complex organizational phenomena (Zahra and George, 2002). Moreover,
absorptive capacity has been studied across the fields of strategic management, technology
management, international business and organizational economics (Lane and Lubatkin, 1998;
Kedia and Bhagat, 1988; Glass and Saggi, 1998). Researchers believe that organizations
endowed with high level of absorptive capacity could help attain their competitive advantage
and outperform their competitors (Yan, 2014). Patel et al., (2015) state that absorptive
capacity plays a role in both increasing and managing variations in innovation outcomes.
Moreover, Tsai (2001) state that an organization’s absorptive capacity is closely linked to its
innovation performance, as well as financial performance (Kostopoulos, Papalexandris,
Papachroni, and Loannou, 2011). Roper and Xia (2014) found that absorptive capacity plays
an important role in determining organization’s growth.

Cohen and Levinthal (2007) state that the ability of an organization to identify the value of
new, external information, assimilate it, and apply it to commercial ends is significant to its
innovative capabilities. More importantly, they show that the ability to evaluate and utilize
outside knowledge is mainly a function of the level of prior related knowledge which
encompass basic skills or a shared language, but may also include knowledge of the most up
to date scientific and technological developments in a particular field. Therefore, they
indicate that, prior related knowledge confers an ability to recognize the value of new
information, assimilate it, and apply it to commercial ends. These abilities collectively
constitute what is called an organization’s “absorptive capacity.”

Zahra and George (2002) conceptualise absorptive capacity as a set of organizational
processes through which organizations acquire, assimilate, transform and exploit knowledge,
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in order to enhance the organization’s ability to gain and sustain a competitive advantage.
Zahra and George (2002) suggest that absorptive capacity has two dimensions: potential
absorptive capacity, which relates to knowledge acquisition and assimilation capability. The
second dimension is realised capacity that focuses on the transformation and exploration of
knowledge. In this context, Patel et al., (2015) state that potential absorptive capacity
enhances the effects of entrepreneurial orientation on variability in innovation outcomes,
while realized absorptive capacity helps transform and exploit variability in innovation
outcomes to enhance organizations performance.

Cohen and Levinthal (1990) argue that organizational absorptive capacity depends on the
absorptive capacities of its individual members. Therefore, absorptive capacity builds on
prior investment in the development of its constituent, individual absorptive capacities. And,
like individuals’ absorptive capacities, organizational absorptive capacity will tend to develop
cumulatively. However, they argue that an organization’s absorptive capacity is not simply
the sum of the absorptive capacities of its employees, rather it should include organizational
aspects. Therefore, absorptive capacity refers not only to the acquisition or assimilation of
information by an organization, but also to the organization’s ability to use and develop it.

Organizational absorptive capacity is generated in a variety of ways. Cohen and Levinthal
(1990) contend that absorptive capacity may be created as a byproduct of an organization’s
research and development (R&D) investment. Other researchers suggest that absorptive
capacity may also could be developed as a result of an organization’s manufacturing
operations. For example, Abernathy (1978) and Rosenberg (1982) note that through direct
involvement in manufacturing, an organization is better able to recognize and exploit new
information relevant to a particular product market. Production experience provides the
organization with the background necessary both to recognize the value of and implement
methods to reorganize or automate particular manufacturing processes. Organizations also
invest in absorptive capacity directly when they send personnel for advanced technical
training (Cohen and Levinthal, 2000). Therefore, it is expected that absorptive capacity will
have a positive effect on organizational performance in the form of new product development,
new product success and profitability.

2.4 The Mediating Effect of Absorptive Capacity

Few studies examined the mediating effect of absorptive capacity on the relationship between
LO, MO and organizational performance. Di Zhang (2009) found that absorptive capacity
mediated the relationship between strategic orientation and organizational performance.
Gutiérez et al. (2010) found a positive and significant relationship between absorptive
capacity and organizational learning orientation. Lord (2012) argue that a greater absorptive
capacity contributes to a greater portfolio diversification and higher risk-adjusted returns over
a five-year period and that a committee’s absorptive capacity partially mediates the effect of
its members’ expertise in diverse asset classes on portfolio diversification.

While learning orientation focuses on commitment and agreement of organizational members
and their ability to unlearn old knowledge, and market orientation focuses on translating
collected knowledge into actions, they are different from absorptive capacity. Absorptive
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capacity works both at the individual and organizational levels to build on old and existing
knowledge, and promotes internal knowledge development which makes external knowledge
more generally usable regardless of its goal. Indeed, Tu et al. (2006) indicate that while the
definitions of absorptive capacity show a clear orientation to external knowledge and
information implicit in the definition is the notion that organizations are aware of internal
information and have access to it. More importantly, absorptive capacity has an explicit focus
on transformation and exploitation of knowledge, that is, transformation through combining
existing and new, acquired and assimilated knowledge, and exploitation, which is based on
routines that facilitate improvement, expansion, and influence on existing capacities or
generation of new ones, thanks to the knowledge acquired and transformed (Zahara and
George, 2002; Gutiérez et al., 2010;). Furthermore, Roper and Xia (2014) indicate that
strong internal capabilities (both learning and marketing capabilities) may enable an
organization to more effectively target, absorb and deploy the external knowledge necessary
to drive organization’s innovation.

In more details, Lichtenthaler (2009) argue that exploratory learning involves knowledge
acquisition (Lane et al., 2006) and corresponds to the idea of potential absorptive capacity
(Zahra and George, 2002). Whereas exploitative learning relates to knowledge assimilation
and utilization (Lane et al., 2006; Todorova and Durisin, 2007; Lichtenthaler, 2009),
reflecting the concept of realized absorptive capacity (Zahra and George, 2002). Schilling
(2002) argue that if organizations want to be learning oriented, investing in learning creates
absorptive capacity and thus improves the rate at which the organization can learn. Further, in
terms of prior knowledge and familiarity with new knowledge, Lane et al. (2006) affirm that
absorptive capacity results in assimilation of sought-after knowledge.

2.5 Research Hypothesis
Based on the earlier literature review, the following hypothesis were generated:

H1: Higher levels of learning orientation results in higher levels of organizational
performance

H2: Higher levels of market orientation result in higher levels of organizational performance
H3: higher levels of absorptive capacity result in higher levels of organizational performance

H4: Absorptive capacity mediates the relationship between learning orientation and
organizational performance

H5: Absorptive capacity mediates the relationship between market orientation and
organizational performance

3. Methodology
3.1 Data Collection

The study utilized a self-administered questionnaire survey of all Jordanian companies listed
on the Jordanian stock market. Senior managers of the companies, heads of units and
departments were informed of the nature of the study and its objectives and were assured of
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the anonymity of their personal and organizational data. In total 190 usable questionnaires
were returned.

3.2 Measures

LO was measured using the Baker and Sinkula (1999) measure, which consists of:
commitment to learning (3 items), shared vision (3 items), open-mindedness (3 items), and
Intra-organizational knowledge sharing (3 items). MO was measured by MKTOR developed
by Narver and Slater (1990) and Slater and Narver (1994) which consists of three
sub-constructs: customer orientation (6 items), competitor orientation (4 items), and
interfunctional coordination (4 items). Absorptive capacity was measured by a 6 item
measure developed by Szulanski (1996).

The study measured organizational performance through five dimensions of business
performance relative to all other competitors in the organization’s principal served market
segment over the past year: customer retention; new product success; sales growth; return on
investment; and overall performance. The study examines these measures individually and as
five indicators in a five item scale named business performance.

3.3 Analysis Procedures
In order to test the model, we have conducted a partial least square analysis (PLS).

PLS is a “second generation regression model that combines a factor analysis with linear
regressions, making only minimal distribution assumptions” (Gefen et al., 2000, p.71). PLS
allows for testing second order constructs and is suitable for complex models with numerous
exogenous and endogenous variables.

3.3.1 Measurement Model

First, we measured the reliability and validity of the model. We checked the internal
reliability of our model by measuring Cronbach’s alpha. The Cronbach’s alphas for our
constructs range between0.72 and 0.90, thus showing satisfactory levels of reliability. The
Cronbach’s alphas for all the constructs are presented in Table 1.

Table 1. Reliability results

Construct Cronbach’s Alpha
Learning orientation 0.90
Market Orientation 0.89
Absorptive capacity 0.82
Organizational performance | 0.72

Subsequently, a confirmatory factor analysis was conducted to assess convergent and
discriminant validity. First, the factor loadings were examined. A number of items were
excluded because of low factor loadings, shown in Table 2.
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Table 2. Items excluded due to low factor loadings or to increase discriminant validity

Item deleted Factor loading
AC1l 0.703
MoCus6 0.565
MoCmp7 0.676
MoFunll 0.652
MoFun12 0.552
P3 0.703
P4 0.620

All, but two factors loadings were greater than 0.6 which shows acceptable convergent
validity (Hair et al., 2014). Additionally, to address convergent validity, average variance
extracted was measured. The results are presented in Table 3.

Table 3. Average Variance Extracted Results

Construct AVE
Learning orientation 0.48
Market Orientation 0.41
Absorptive capacity 0.58
Organizational performance | 0.66

Table 3 shows the constructs’ AVEs. Fornell and Larcker (1981) recommended an AVE above
0.5 to indicate convergent validity. The AVEs in table 3 are either close enough to 0.5 or
higher than the 0.5 recommended value indicating convergent validity.

3.3.2 Structural Model

To test the structural model and the hypotheses, path coefficient analysis and bootstrapping
procedure with 5000 re-samplings were performed. The results are provided in Figure 1.

Learning
Orientation

0.22%**

Absorptive Organizational
Capacity (R2=0.29) |— 0.21%** performance
R2=0.33

0.15**

024***
Market V
Orientation

Figure 1. PLS analysis results
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First, as part of the analysis, the coefficient of determination was assessed (R2). R squared for
absorptive capacity was 0.29 and for organizational Performance, 0.33. This means that the
variance in the dependent variables can be explained by the independent variables by 29%
and 33% respectively.

H Business and Economic Research
A\ MacrOthI“k ISSN 2162-4860

Next step was to assess the path coefficients and their significance levels. The findings
supported our proposed model. A moderate positive and significant relationship was evident
in the link between LO and absorptive capacity, while weaker but significant relationships
existed between absorptive capacity and OP, LO and OP, MO and OP and MO and absorptive
capacity. This shows that learning orientation, market orientation and absorptive capacity all
had a positive effect on organizational performance with the highest being that of absorptive
capacity. It also shows that learning and market orientations had almost comparable effect on
organizational performance, as well as that absorptive capacity had a mediation effect on the
relationship between LO and OP with a total effect of (0.22+0.40*0.27=0.33) which was
higher than the direct 0.22. It also had a mediating effect on the relationship between MO and
organizational performance with a total effect of (0.24+0.15*0.21=0.27). A summary of the
hypotheses and the results is presented in Table 4 indicating a full mediation effect in the two
cases.

Table 4. Summary of the hypotheses and the results

Hypothesis Result

H1. higher levels of learning orientation results in higher | Supported
levels of organizational performance
H2. higher levels of market orientation results in higher | Supported
levels of organizational performance
H3. higher levels of absorptive capacity results in higher | Supported
levels of organizational performance
H5. absorptive capacity mediates the relationship between | Supported
learning orientation and organizational performance
H4. absorptive capacity mediates the relationship between | Supported
market orientation and organizational performance

4. Discussions and Conclusions

This study aimed at examining the relative contribution of LO, MO and absorptive capacity
on organizational performance. In addition this study intended to assess the mediating effect
of absorptive capacity on the relationship between LO, MO and organisational performance.
The study found a moderate positive and significant relationship between LO and absorptive
capacity and weaker relationships between LO and OP, MO and organizational performance,
and MO and absorptive capacity. More importantly, the study found a mediating effect of
absorptive capacity on the relationship between learning orientation and organizational
performance and the relationship between market orientation and organizational performance.

These findings have practical usefulness. Organizations which are able to recognize and
acquire relevant external information, are then able to apply or exploit their expanded
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knowledge. In this era of increased competition, market conditions are always changing, and
new competitive strategies are constantly being developed and used. Investment fiduciaries
must have the ability to obtain relevant information in a dynamic environment and then to
capitalize on it. Organizations need to focus on endowing their employees with knowledge
values, a shared vision and commitment to learning (high learning orientation). At the same
time, organizations need to focus on their competitors and customers who represent their
business in the present and the future (high market orientation). Also, managers should make
substantial investment in corporate dynamic capabilities, such as absorptive capacity, which
emphasizes on the assimilation and exploitation of knowledge and market intelligence
already learned. The study suggests that cultivating an organizational absorptive capacity
would magnify the benefits of learning and generating market intelligence. Organizations
need to be able to transform and exploit their acquired knowledge into products, services and
outcomes in order to satisfy their different stakeholders: including employees, investors and
customers (high absorptive capacity).

5. Limitation and Future Research

One limitation for this study is the small sample size. PLS requires bigger samples to work
better. Future studies can increase the sample size so that better discriminant validity and
estimations are reached. Another limitation of the study is the need to include control
variables for organizational performance. Researchers argued that numerous variables can
affect organizational performance and should be included in the analysis to obtain better
results. For example, Narver and Slater (1990) and Farrel and Ockowzki (1998) argued that
several variables may be used as controls in analyzing the effect of a market and learning
orientation on performance such as: relative size, relative cost, ease of entry, supplier power,
buyer power, market growth, competitive intensity, market turbulence, and technological
turbulence.
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