A Service of

ECOMNZTOR pr

Make Your Publications Visible.

Leibniz-Informationszentrum
Wirtschaft

Leibniz Information Centre
for Economics

Asogwa, Cosmas Ikechukwu et al.

Article

Absorptive Capacity, Business Venturing and Performance:
Corporate Governance Mediating Roles

Cogent Business & Management

Provided in Cooperation with:
Taylor & Francis Group

Suggested Citation: Asogwa, Cosmas Ikechukwu et al. (2020) : Absorptive Capacity, Business
Venturing and Performance: Corporate Governance Mediating Roles, Cogent Business &
Management, ISSN 2331-1975, Taylor & Francis, Abingdon, Vol. 7, Iss. 1, pp. 1-40,

https://doi.org/10.1080/23311975.2020.1839157

This Version is available at:
https://hdl.handle.net/10419/244991

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

.: BY https://creativecommons.org/licenses/by/4.0/

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1080/23311975.2020.1839157%0A
https://hdl.handle.net/10419/244991
https://creativecommons.org/licenses/by/4.0/
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

. e Taylor & Francis
«X* cogent

business & .
marlwagement Cogent Business & Management

ISSN: (Print) (Online) Journal homepage: https://www.tandfonline.com/loi/oabm20

Absorptive Capacity, Business Venturing and
Performance: Corporate Governance Mediating
Roles

Cosmas lkechukwu Asogwa, Osmund Chinweoda Ugwu, Anthonia Uju
Uzuagu, Samson Ige Abolarinwa, Godwin Keres Okoro Okereke, Honesta
Chidiebere Anorue & Favour Amarachi Moghalu |

To cite this article: Cosmas Ikechukwu Asogwa, Osmund Chinweoda Ugwu, Anthonia Uju
Uzuagu, Samson Ige Abolarinwa, Godwin Keres Okoro Okereke, Honesta Chidiebere Anorue &
Favour Amarachi Moghalu | (2020) Absorptive Capacity, Business Venturing and Performance:
Corporate Governance Mediating Roles, Cogent Business & Management, 7:1, 1839157, DOI:
10.1080/23311975.2020.1839157

To link to this article: https://doi.org/10.1080/23311975.2020.1839157

8 © 2020 The Author(s). This open access ﬁ Published online: 08 Nov 2020.
article is distributed under a Creative
Commons Attribution (CC-BY) 4.0 license.
N\
[:J/ Submit your article to this journal & sl Article views: 1042
A P
& View related articles (3 @ View Crossmark data &'

CrossMark

@ Citing articles: 2 View citing articles &

Full Terms & Conditions of access and use can be found at
https://www.tandfonline.com/action/journallnformation?journalCode=oabm?20


https://www.tandfonline.com/action/journalInformation?journalCode=oabm20
https://www.tandfonline.com/loi/oabm20
https://www.tandfonline.com/action/showCitFormats?doi=10.1080/23311975.2020.1839157
https://doi.org/10.1080/23311975.2020.1839157
https://www.tandfonline.com/action/authorSubmission?journalCode=oabm20&show=instructions
https://www.tandfonline.com/action/authorSubmission?journalCode=oabm20&show=instructions
https://www.tandfonline.com/doi/mlt/10.1080/23311975.2020.1839157
https://www.tandfonline.com/doi/mlt/10.1080/23311975.2020.1839157
http://crossmark.crossref.org/dialog/?doi=10.1080/23311975.2020.1839157&domain=pdf&date_stamp=2020-11-08
http://crossmark.crossref.org/dialog/?doi=10.1080/23311975.2020.1839157&domain=pdf&date_stamp=2020-11-08
https://www.tandfonline.com/doi/citedby/10.1080/23311975.2020.1839157#tabModule
https://www.tandfonline.com/doi/citedby/10.1080/23311975.2020.1839157#tabModule

Asogwa et al., Cogent Business & Management (2020), 7: 1839157
https://doi.org/10.1080/23311975.2020.1839157

CrossMark

Received: 04 August 2020
Accepted: 09 October 2020

*Corresponding author: Anthonia Uju
Uzuagu, Department of Business
Education, University of Nigeria,
Nsukka, Nigeria

E-mail: anthonia.umeji@unn.edu.ng

Reviewing editor:
Collins G. Ntim, Accounting,
University of Southampton,
Southampton, UK

Additional information is available at
the end of the article

cogent--0a

<k cogent

business &
mManagement

ACCOUNTING, CORPORATE GOVERNANCE & BUSINESS ETHICS |

RESEARCH ARTICLE

Absorptive Capacity, Business Venturing and
Performance: Corporate Governance Mediating

Roles

Cosmas Ikechukwu Asogwa®, Osmund Chinweoda Ugwu?, Anthonia Uju Uzuagu®*,
Samson Ige Abolarinwa*, Godwin Keres Okoro Okereke®, Honesta Chidiebere Anorue® and

Favour Amarachi Moghalu®

Abstract: This study offers insight through Structural Equation Modeling (SEM) into
the joint impact of corporate absorptive capacity and corporate new business
venturing on the performance of manufacturing firms in Nigeria as moderated by
the quality governance mechanisms. Using the structured survey design, and
respondents’ data from 330 employees of manufacturing firms, we provide evi-
dence that both absorptive capacity and corporate new venturing entrepreneurship
dimensions do not directly yield significant positive impact on firms’ performance.
Rather, the significant effect depends on the quality of the corporate governance
mechanisms. Firms’ absorptive capacity as measured by acquisition, assimilation
(potential absorptive capacity), transformation, and knowledge exploitation (rea-
lized absorptive capacity) only resulted in value creation when mediated by key
governance mechanisms including frequency of board meeting, and the presence of
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firms grow in knowledge acquisition, managing
this knowledge becomes critical as agency pro-
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independent directors. Similar effect was detected on the effect of corporate new
business entrepreneurship dimensions including innovation, proactivity, new busi-
ness venturing and strategic renewal on firms’ performance in manufacturing
sector. The path analysis showed that optimal board size, frequency of board
meeting and the presence of independent directors jointly shape the way corporate
new business entrepreneurship dimensions affect firms’ performance. By implica-
tion, weak governance occasioned agency problems that reduce the potential of
corporate entrepreneurship to influence corporate financial performance positively.
Overall, firms that wish to reap the benefit of knowledge management and new
business venturing should develop their governance structures. Thus, board size and
independent directors are expected to be optimal to enhance and achieve sufficient
monitoring while frequency of board meeting should be given a priority to encou-
rage knowledge sharing that will translate into higher financial performance.

Subjects: Economics; Finance; Business, Management and Accounting

Keywords: absorptive capacity; corporate entrepreneurship; new business venturing;
assimilation; acquisition; corporate governance; mediation; innovation; independent
directors; board size; proactivity; strategic renewal

1. Introduction

The capacity to create sustainable businesses within existing corporate organizations depends on
the firms’ ability to recognize and exploit new information from diverse sources (Cohen &
Levinthal, 1990; Lis & Sudolska, 2020; Lumpkin & Dess, 1996; Miller, 1983). Most innovations in
organizations are products of borrowed ideas rather than inventions (Mueller, 1962). Borrowing
ideas for innovations is stressed in knowledge and strategic management (Lane & Lubatkin, 1998)
both of which are very vital for growing businesses in fierce competitive and turbulent business
environment (Kuratko & Morris, 2018). Creating new business requires strong investment in R & D
activities, which are made possible through an enhanced knowledge base (Cohen & Levinthal,
1990). Thus, to take an existing business to a higher performance level through business venturing,
the organization needs to develop the capacity to recognize and exploit new knowledge from
diverse sources (Cohen & Levinthal, 1990). Such recognized and borrowed knowledge would help in
building and advancing innovative ideas that could be commercialized (Cohen & Levinthal, 1990).
Expanding the organizations’ new customers’ base; creating new business lines, and building
market niches could largely depend on firms’ ability to recognize newly available information in
the market and exploit it strategically (Cohen & Levinthal, 1990; Jimenez-Barrionuevo et al., 2011,
Zahra & George, 2002). This only suggests that new business venturing requires active knowledge
management and transfer including acquiring and exploiting new knowledge for commercial ends
(Cohen & Levinthal, 1990; Zahra & George, 2002). Thus, jointly, knowledge recognition, acquisitions
and management-often called absorptive capacity (Cohen & Levinthal, 1990; Zahra & George,
2002) and new business venturing could impact firms’ financial performance (Jimenez-Barrionuevo
et al,, 2019).

But business managers behave opportunistically and could embark on knowledge hunt and
business empire building to meet self-interested although hidden agenda (Jensen & Meckling,
1976). Such behaviour could reduce the effect of knowledge absorption power and corporate
business venturing on firms’ financial performance, which suggests that corporate governance
could play a significant meditating role in shaping the joint performance effect. Agency problem
which often occurs where corporate control is separated from ownership has always under-
pinned the corporate knowledge transfer and corporate business-venturing activities (Lis &
Sudolska, 2020). Thus, the agency problem could largely determine the extent of the phenom-
ena’s joint effect on firm’s performance in volatile corporate environment. Moreover, because
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corporate entrepreneurship dimensions including the formation of new business, innovation and
strategic renewal are complex activities (Day, 1994), they usually occasion agency problem
through opportunistic creation of businesses and knowledge exploitation activities. For corporate
organizations to achieve higher performance through new business venturing, boards ought to
play key roles including monitoring innovation activities, allocating authorities, reducing conflicts
of interest and creating opportunities for knowledge identification and exploitations (Lis &
Sudolska, 2020). It thus suggests that effective corporate boards should be set up to efficiently
create space and allocate new business-venturing authority to entrepreneurial employees in
order to mitigate potential goal deviations (Lis & Sudolska, 2020). An important governance
mechanism such as frequency of board meeting could encourage consistent deliberation on
innovation projects that could leverage new business venturing ideas with the capacity to
change performance level. In addition, boards that meet frequently could promote an enhanced
monitoring that would mitigate transaction opportunisms (Asogwa et al., 2019) often occasioned
by business acquisitions. Evidence also shows that effective corporate governance motivates
synergy around business acquisition, which is more value-adding relative to agency-motivated
business acquisitions (Rani et al., 2020). This relation underpins the importance of quality
governance on new business venturing and knowledge acquisition adventure performance
effect. Therefore, enhancing firms’ absorptive capacity and charting the course of corporate
new business venturing including proactivity, innovation and strategic self-renewal remain the
key role of strategic decision board (Lis & Sudolska, 2020).

However, the role boards play in shaping entrepreneurial activities and corporate absorptive
capacity has been less examined by researchers (Randi, 2013). Though Hagen et al. (2005) called
for such investigation, so far, the response by researchers has not been encouraging particularly
from Nigerian context. There is literature that examined the effect of the phenomena to a certain
extent. However, most of the available studies apart from focusing on developed economies (e.g
Jiraporn et al., 2018; Koo, 2019; Koo & Kim, 2019; Shapiro et al., 2015) concentrated on the direct
effect of corporate entrepreneurship on firm performance (Aktan & Bulut, 2008; Altuntas &
Donmez, 2010; Karacaogulu et al., 2013). Moreover, several of the papers did not investigate the
effect of entrepreneurial managerial employees’ absorptive capacity on firm performance and
their impact on corporate new business venturing as moderated by corporate governance. For
instance, Jimenez-Barrionuevo et al. (2019) showed that corporate entrepreneurship and absorp-
tive capacity affect firms’ performance. However, the study did not examine whether the effect
depends on firms’ frequency of meeting, educational diversity of the board members, the inde-
pendence of the members of the boards and the composition of their boards. Another recent study
(Magtari et al., 2020) examined the impact of country-level corporate governance on entrepre-
neurial conditions. Though the study showed that corporate governance is relevant to entrepre-
neurial performance, absorptive capacity was not connected and the effect on corporate financial
performance was not examined. Thus, specifically, whether ownership structure, frequencies of
audit committee meeting and board meeting and compositions shape absorptive capacity of
employees and corporate entrepreneurship ideas to mitigate realized absorptive capacity exploita-
tion and innovation deviations that influence firms’ performance are yet to be clearly explained in
an empirical research particularly as it affects Nigerian manufacturing firms. There is thus little
understanding of the mediating role of corporate board composition, board leadership, ownership
structures and firms’ absorptive capacity behavioural impact on new business creation among the
manufacturing firms in Nigeria.

Therefore, to bridge the literature gap, this study examines the meditative impact of corporate
governance mechanisms on corporate absorptive capacity and new business-venturing effect on
the performance of manufacturing firms in Nigeria. It proposes that the joint impact of corporate
absorptive capacity and corporate new business activities on firms’ financial performance depends
on the quality of firms’ corporate governance. In other words, it raises questions whether higher
frequency of board meeting, optimal board size and the level of the boards’ independence
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characterized firms that significantly benefit from corporate entrepreneurship and firms’ knowl-
edge transfer.

Using evidence from 330 respondents from 100 listed firms, this study found evidence that
corporate absorptive capacity and firms’ new business-venturing effects on firms’ performance
depend on the quality of firms’ governance structures. High level of board independence and
frequency of board meeting characterized firms that performed higher in terms of innovation, new
business-venturing, corporate proactivity and strategic business renewal. Moreover, as board size
becomes optimal, firms’ knowledge acquisition, assimilation, transformation and exploitation
increase firms’ performance.

This study makes and documents the following contributions. Firstly, this study provides evi-
dence that frequency of board meeting characterized firms that advance their commercial and
financial performance through new business venturing, innovation and proactivity among the
manufacturing firms in Nigeria, thus advancing the role of knowledge management on firms’
performance. Secondly, the study contributes by demonstrating that, firm’s acquisition of knowl-
edge, assimilation, transformation and exploitation of new knowledge from external and internal
sources advance firms’ performance only when boards’ level of independence is high. Two con-
tributions are made from this perspective namely firms that maintain independence mitigate
opportunistic behaviour that helps in realization of firms’ absorptive capacity pursuit and that
commercialization of innovations product can only yield profit when the level of boards’ indepen-
dence increases. Thirdly, this study contributes to the body of knowledge by providing strong
empirical and theoretical review on firms’ corporate entrepreneurship, absorptive capacity and
governance performance effect. Thus, the review provides the stream of literature on the phenom-
ena while also showing the potential new directions to new authors.

Finally, unlike most prior research, the present study contributes by addressing the important
issue of how governance structures interact with the potential and realized knowledge absorptive
capacity to impact corporate innovation, self-renewals, proactivity, and new business creation
from the key four dimensions of corporate entrepreneurship. From this perspective, we further
advanced the frontier of literature on absorptive capacity-corporate entrepreneurship performance
effect by comparing prior results such as Jimenez-Barrionuevo et al. (2019) that omitted govern-
ance structures. In this way, the study also contributes by reconciling our evidence with papers
that focused on corporate governance and entrepreneurship performance without connecting
absorptive capacity interactions. Asnsio-Lopez, et al. (2019) found evidence that there was no
consensus regarding the relationship between governance and innovation as empirical results
point to both positive and negative effects. In conclusion, they recommend that a new study trying
to clarify the relationship is very essential. By analyzing entrepreneurial activities, absorptive
capacity and governance structures mediating role on their joint impact on firm’s performance
this study reconciles the past conflicting results. These contributions are important because they
would help to redefine the present corporate board structure for efficiency gain that would
encourage corporate entrepreneurship new business venturing and absorptive capacity building
and at the same time help to increase firms’ profitability.

2. Background of the study

Absorptive capacity is one of the concepts that explains how companies build up their strength to
acquire skills from external partners and exploit the acquired new knowledge to innovate and grow
competitively. Zahra and George (2002) expounded on absorptive capacity and defined the phe-
nomenon as “a set of organizational routines and processes by which firms acquire, assimilate,
transform and exploit knowledge to produce a dynamic organizational capability”. From the above,
absorptive capacity embraces the organizational ability to identify external knowledge and at the
same time realize the value of the skills, combine new knowledge factors within the organizational
knowledge stock (Cohen & Levinthal, 1990; Zahra & George, 2002). It also encompasses applying
the knowledge to create innovations to contribute to business progress (Cohen & Levinthal, 1990).
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Developing proper absorptive capacity is very important for firms because it measures firms’ ability
to assimilate, transform and exploit both internal and external knowledge resources in shaping
their dynamic responses to business competitive environment and open innovation (Cohen &
Levinthal, 1990; Zahra & George, 2002).

On the other hand, corporate new business venturing is recognized as an effective tool for
improving corporate competitive advantage (Covin & Miles, 1999). Corporate entrepreneurship was
used by Miller (1983) to describe the development of entrepreneurial activities in existing corporate
organizations. Peterson and Berger (1971) used the term to describe a strategic plan and leader-
ship model by large firms to mitigate the threat of market turbulence (Sakhdari, 2016). Interest in
corporate entrepreneurship has continued to grow. Zahra (1995) sees corporate entrepreneurship
as the sum of a firm’s innovation, renewal and venturing efforts. Evidence from Morris and Kuratko
(2002) showed that corporate entrepreneurship represents a framework for the enhancement of
prevailing change and innovation in an organization. Thus, it provides plans for handling effectively
new competitive pressures that face companies. The key essence of organizational new business
venturing is that it constitutes a strategy to promote ongoing process of entrepreneurial activities
to realize a competitive advantage through innovations (Kuratko & Morris, 2018). Corporate
entrepreneurship is value adding (Khandwalla, 1987) and generally helps organizations to achieve
efficiency and effectiveness (Barringer & Bluedorn, 1999; Li et al., 2009). Therefore, both corporate
absorptive capacity and new business venturing are complementary (Zahra et al., 2009). As such,
they can jointly impact corporate performance. Both phenomena operate in the realm and frame-
work of dynamic capabilities theories (Eisenhardt & Martin, 2000), which also has agency theory
implications (Asensio-Lépez et al., 2019; Lis & Sudolska, 2020). Dynamic capabilities theory in sum
explains technical knowledge and competences adjustment for corporate innovation in a rapidly
changing and competitive environment (Teece et al., 1997).

In applying dynamic capabilities theory to achieve absorptive capacity and innovation, conflicts
of interest occur in which case, the realized absorptive capacity could be exploited at the expense
of the principals. Advancing corporate absorptive capacity to build new ventures could thus be very
damaging when carried out with little understanding of the corporate control mechanisms med-
iating impact. Strategic boards play essential roles in this regard. Generally, the boards ensure
corporate operational control to mitigate deviations from corporate goals due to new venturing
pursuit that might be driven by transaction opportunism. Beyond that, the board provides the
enabling support, and knowledge management tools such as boundary markings and resource
allocation that could leverage new business creation (Birkinshaw, 2003). Thus, the boards give the
organizational activities including the entrepreneurship venturing employees the sense of direction
and focus. Without clear sense of direction regarding where the company is heading for or the
missions the company stands for as regards new business venturing and new knowledge hunt,
corporate venturing activities could become a random series of corporate useless initiatives
(Birkinshaw, 2003). In other words, their joint impact on firms’ performance could be drastic
when not moderated by the quality governance. Thus, when governance structures moderate
the effect, higher degree joint effect could be realized (Asensio-Lopez et al,, 2019; Lis & Sudolska,
2020). Birkinshaw (2003) warns in this regard that although each business venturing initiative on
its own may be perfectly rational, investors are likely to denounce the effect as incoherent or
troublesome strategic activities if not well underlined by agency theory. This only emphasizes the
need for decision board in harnessing absorptive capacity and corporate entrepreneurship for
maximum performance effect. Tylecote and Visintin (2007) found that corporate governance is
one of the main determinants for innovation and technological change though study was not
specific on how the mechanisms interact with firms’ new business venturing to influence corporate
performance. Tribo et al. (2007), Latham and Braun (2009), Tsao et al. (2015), Balsmeir et al.
(2014), and Zhang et al. (2014) argue that new business venturing innovation efforts and perfor-
mance results largely depend on factors that are influenced by corporate governance mechanisms
such as ownership structures, shareholder identity or the functioning of the board of directors
(Asensio-Lépez et al., 2019).
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It is on this background that this study examined the joint impact of absorptive capacity and
new business venturing on firms’ performance as moderated by the governance quality
mechanisms. The rest of the paper is organized in five sections namely 3, 4, 5, 6 and 7.
Section 2 dealt with theoretical literature review. Section 4 handles empirical literature and
hypothesis development. In section 5, research design was presented. Section 6 presents the
empirical results and discussions. Finally, in Section 7, the study presents the summary and
conclusion.

3. Theoretical literature review

The ability of firms to achieve their objectives largely depends on their potential capacity. Thus,
corporate organizations possess the capacity to perform certain activities including corporate
entrepreneurship and increasing its absorptive capacity. This reality underpins the well-known
theory of dynamic capabilities, which define the capacity or ability of firms to carry out certain
activities successfully. Teece et al. (1997) identified dynamic capabilities as “the ability to inte-
grate, build and reconfigure internal and external competencies to address rapidly changing
environment”. In a fast changing environment, scholars have used the dynamic capabilities theory
to explain the effect of firms’ absorptive capacities on firms’ entrepreneurial performance. Based
on the Teece et al. (1997) view, dynamic capabilities theory involves a framework of three
components in relation to entrepreneurial goals, which include sensing, identifying and assessing
new emerging opportunities. This applies to absorptive capabilities and corporate entrepreneur-
ship innovation. Corporate innovation, for instance, involves engaging creativity by sensing, iden-
tifying and assessing new emerging opportunities. To be able to identify, opportunity and exploit it
for commercial ends, corporate absorptive capacity would have to increase. Thus, realized poten-
tial and absorptive capacity would thrive when approached from the view of the capabilities
theory. Thus combined, dynamic capabilities encompass seizing necessary resources to address,
grasp and capitalize on its opportunities, and changing the organization’s tangible and intangible
assets, renewing core competences, building innovation, and developing new customer value
proposition through new business venturing and proactivity (Cirjevskis, 2019). Corporation can
thus configure the internal resources to match an ever-changing business environment and to use
its stock of knowledge to exploit. In this case, it can be inferred that dynamic capabilities enable
firms to seize innovation, new business and self-renewal opportunities to engage the immediate
business demand. Thus, the theory provides a good framework to analyze the joint impact of
firms’ absorptive capacity and entrepreneurial ideas by encouraging the expansion of firm’s stock
of knowledge, which can lead to higher corporate performance and the achievement of compe-
titive advantage. In sum, dynamic capabilities emphasize resources development and renewal
that could encourage new business venturing and self renewals. Wade and Hulland (2004)
showed that the theory could be useful for firms that are operating in rapidly changing environ-
ment. In addition, its application according to them can help firms to gain a position of a superior
sustained competitive advantage. Cirjevskis (2019) and Teece and Leih (2016) maintained that
generally, dynamic capability theory directs organizations towards producing new goods and
services, which consumers would more likely high demand. In addressing the joint impact of
corporate absorptive capacity and corporate entrepreneurship, we anchor our research on
dynamic capabilities theory.

The fundamental theory dealing with absorptive capacity in relation to management studies
was laid by Cohen and Levinthal (1990). The authors show that the ability to exploit external
knowledge is an essential part of innovation capabilities. Based on Cohen and Levinthal (1990), the
capability to evaluate and utilize knowledge from outside source depends on the degree of
knowledge previously acquired. This prior knowledge could include basic skills and shared lan-
guage that enhance understanding. It may also include knowledge of the newly emerging scien-
tific or technological developments and changes in a given field of endeavor (Cohen & Levinthal,
1990). Based on this perspective, the previously acquired related knowledge offers managers the
opportunity to understand that new information has value in the environment and to commercia-
lize the knowledge. Thus, when well recognized, they need to assimilate it, and exploit it for a
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commercial purpose and organizational effectiveness. Cohen and Levinthal (1990) state that those
abilities together comprise firm’s absorptive capacity.

Absorptive capacity is generated in many ways including through research and firms’ manufac-
turing operations (Cohen & Levinthal, 1990). Organizations that carry out their own R & D have
been found to be better able to use available information from outside the firms (Allen, 1977
Mowery, 1983). Thus, absorptive capacity may be sourced through firm’s R & D activities. Research
also demonstrates that corporate absorptive capacity could be developed as a “byproduct of a
firm’s manufacturing operations” (Cohen & Levinthal, 1990). Through direct involvement in man-
ufacturing activities, an organization may better be able to recognize and exploit new information
relevant to a particular product market (Abernathy, 1978; Rosenberge, 1982). By implication, the
production experience could offer the organization the background methods and models to
recognize, assimilate and transform the value of new acquired knowledge. It could also offer
them the opportunity to understand methods to recognize or automate specific production
processes. Cohen and Levinthal (1990) suggest that organizations can source absorptive capacity
by engaging in human capital development. This is always achieved when firms send their employ-
ees for advanced technical trainings and education.

Based on the above review of the theory of absorptive capacity, the concept of absorptive
capacity will better be developed through an examination of the cognitive structures that underlie
learning and education (Cohen and Levinthal (1990). The authors argue that basis of the idea of
absorptive capacity is that the organization requires prior related knowledge to assimilate and use
new external knowledge. This observation has been authenticated by studies on the field of
cognitive and behavioural sciences at the individual level (Cohen & Levinthal, 1990). Absorptive
capacity relates to memory development. Accumulated prior knowledge enhances both the ability
to put the knowledge into memory what was referred to as the acquisition of knowledge and the
ability to recall and use it according to research on memory development. With respect to the
acquisition of knowledge, memory development is self-reinforcing in that the more objects,
patterns and concepts that are stored in memory, the more facile is the individual in using them
in new settings (Bower & Hilgard, 1981). In this regard, some psychologists suggest that acquired
knowledge increases learning because memory is developed by associative learning in which
events are recorded into memory by establishing coverage with pre-existing concepts (Bower &
Hilgard, 1981; Cohen & Levinthal, 1990). Thus, Bower and Hilgard (1981) suggested that the
breadth of categories into which prior knowledge is organized; the differentiations of those
categories and the linkages across them permit individuals to make sense of and in turn acquire
new knowledge.

Absorptive capacity theory has since been further developed by Zahra and George (2002). Zahra
and George (2002) noted that the role of absorptive capacity is emphasized in strategic manage-
ment issues (Lane & Lubatkin, 1998). It is also emphasized and stressed in technological manage-
ment (Schilling, 1998), and international business (Kedia & Bhagat, 1988). Absorptive capacity also
involves understanding organizational business economics (Glass & Sagi, 1988). Absorptive capa-
city was also placed among the areas of organization learning (Duchek, 2013; Huber, 1991),
knowledge management (Chiva & Alegre, 2005), and dynamic capabilities (Mowery et al., 1996).
The relationship among absorptive capacity strategic management, organizational learning and
dynamic capabilities is often emphasized as the key knowledge management relationship that
advances the organizational innovations. Based on strategic management perspective, the con-
cept of absorptive capacity is usually associated with the assumptions of the resource-based view.
Following this way of thinking, Nahapiet and Ghosal (1998) find social and intellectual capital to be
key sources of the company's competitive advantage. They claimed that social capital facilitates
the development of intellectual and human capital by influencing the conditions that are vital to
enhancing knowledge sharing and transfer (Nahapiet & Ghosal, 1998). The relationship between
absorptive capacity and organizational learning is thoroughly studied by Anderson and Sun (2010),
where they suggest that absorptive capacity or firms’ dynamic capability is a good example of
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organizational learning design that involves firms’ relationship with new external knowledge
sources. In respect of dynamic capabilities, Mowery et al. (1996) focused on absorptive capacity
of inter-firm knowledge transfer within strategic alliance. From this view, they explained the
effectiveness of technology-based capability transfer using dynamic capabilities theories
(Mowery et al., 1996). In other words, knowledge transfer is highly promoted between firms in
related industry.

To further broaden absorptive capacity Zahra and George (2002) identified four components of
absorptive capacity and grouped them into two categories. They include potential absorptive
capacity and realized absorptive capacity. Potential absorptive capacity was divided into two
namely knowledge acquisition and assimilation while realized absorptive capacity was also
grouped into knowledge transformation and knowledge exploitation. Knowledge acquisition is
the firm’s capability to identify and acquire knowledge that is generated from outside the organi-
zations, which is vital to the firms’ successful operation. They explained that knowledge transfor-
mation is firms’ ability to develop and refine the corporate activities such as routines that enhance
the combination of internal existing knowledge and the knowledge that is freshly acquired and
assimilated. Knowledge exploitation encompasses the organizational programs that permit firms
to refine, extend and enhance existing capabilities or to create new knowledge by engaging the
knowledge acquired and transformed into organizational operations.

Evidence also shows that Lis and Sudolska (2020) clarified issues with the scope of absorptive
capacity components by referring to five dimensions. They include firstly, identifying and recogniz-
ing external knowledge, secondly, processing and understanding the external knowledge, and
thirdly, combining the acquired external knowledge with the existing internal knowledge to
commercial ends. Practically, the mechanisms and practices contained in a firm’s absorptive
capacity are very important for innovations and business growth. For instance, Zahra and George
(2002) identified the social integration structures which help firms to profit economically from the
potential of their absorptive capabilities. This suggests that businesses should shift from potential
absorptive capacity to realized absorptive capacity if they are to profit from absorptive capacity.
Zahra and George (2002) noted that such designs may be of formal character such as social
network, which shares ideas. Duchek (2013) focuses on knowledge absorptive practices of family-
owned, high-tech German company operating in an engineering industry and identified knowledge
absorptive practices including technology scouting as an acquisition dimension, face-to-face
communication as a knowledge assimilation and informal promotion of new ideas by key organi-
zation members as knowledge exploitation dimension. Duchek (2013) highlights that technology
scouting refers to “a structured observation and early recognition of opportunities, relevant
changes and technological developments”.

The researcher shows that scouting for new technology reflects through an active search for
knowledge sources from both internal and external sources. The knowledge can be sourced from
the internet, branch and scientific publications. When obtained such external knowledge would be
employed into company projects. Knowledge search also has to do with conference participations,
forums’ meetings, and participation in training sessions in order to understand the acquired new
knowledge in the field. The identified knowledge would be imported into an organization for
commercialization of innovation. Apart from conferences, face-to-face communication provides
an enabling environment for effective knowledge sharing, discussion of complex issues, provision
and reception of feedback and helps in setting up networks within corporate firms. From this
practice, it remains the key role of leaders’ engagement to introduce new ideas into an organiza-
tion. The key leaders also help to convince approvals of absorptive capacity building projects while
also playing change agents’ role. Such practices show an enhanced absorptive capacity knowledge
building that could leverage organizational performance.

Drawing from the classical theory of firm, organizational projects always occasion agency cost
and conflicts. Agency theory explains the principal agent relationship in firms (Jensen & Meckling,
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1976) and argues that left uncontrolled managers would not run a business in the best interest of
the owners as there would always be a conflict of interest. To minimize the conflict, there would be
need for independent boards that would play key roles in strategic management. The board would
monitor the activities of the managers, who implement decisions to ensure that they do not
deviate. Strong fulfillment of organizational routine could be built on strong corporate governance.
In a fast-changing environment, the dynamic capabilities theory enables corporate organizations
to adjust their intellectual capacity base in order to address challenging turbulent cases. Moral
lapses in managers could push firms to pursue ideas most likely to benefit them. Research by
Roychowdhury (2006) showed that managers engage in activity manipulation in order to benefit
self at the expense of shareholders. On the other hand, the entrepreneurial managers need to be
appropriately supported in their efforts to achieve entrepreneurial goals, increase their knowledge
base, which could benefit the shareholders. Dynamic response to competition is expected to
enhance stakeholders’ value rather than just focusing on specific group of stakeholders’ at the
expense of others. This potential behaviour of managers connects capabilities theory and agency
theory as a framework for corporate entrepreneurship and absorptive capacity of firms to interact
to define firms’ financial performance. Thus, based on the above view, it is clear that the dynamic
capabilities theory has implications for both agency and stakeholder theories. Freeman (1984) view
is that business objective should be broad-based in effect and as such must be stakeholder
focused. Stakeholder theory highlights that corporate organization has a duty to all their stake-
holders. Thus, firms should pattern their behaviour including their corporate entrepreneurial
activities and governance rules to satisfy all parties that have stakes in them. If such view is
accepted by the entrepreneurial managers, corporate entrepreneurship would be built on value
creation potential. This implies that managers focusing on activities including absorptive capacity
and business venturing could advance the financial welfare of the firms (Borlea & Achim, 2013).

4. Empirical literature and hypotheses development

4.1. Empirical literature

In this section, we focused on the review of related literature on the joint impact of absorptive
capacity and corporate entrepreneurship on firms’ performance. Because corporate innovation is a
dimension of the new business venturing, we focused also on the impact of absorptive capacity on
innovation performance, which indirectly indicates how absorptive capacity affects firms’ perfor-
mance. The review also examined the impact of governance on firms’ performance to establish
that there is a link between corporate governance and firms’ innovation performance.

Liu et al. (2017) examined the path relationship between tie strength, absorptive capacity and
firm innovation performance in Chinese manufacturing industries. Using a survey conducted
among Chinese manufacturers in four industries, they found that in Chinese manufacturing
industry, tie strength is positively related to innovation performance and that absorptive capacity
has a positive impact on innovation performance. Firms’ absorptive capacity mediates the
relationship between tie strength and innovation performance. This means that absorptive
capacity affects performance by mediating with firms’ innovation strategies. By implication,
firms that identify knowledge, assimilate it and exploit it can enhance their financial perfor-
mance. In a related study, Tseng et al. (2011) examined whether the three knowledge sources,
knowledge input, knowledge spillover and knowledge absorptive capacity, really increase the
innovation performance of firms in the Taiwan IC design industry. The study found evidence that
knowledge input is positively related to innovation performance while knowledge spillover effect
is partially positively related to innovation performance. In addition, they found that knowledge
absorptive capacity is positively related to innovation performance, which suggests that absorp-
tive capacity is directly related to innovation while indirectly, related to firms’ financial perfor-
mance. In other words, firms that build their knowledge base possess the capacity to identify
future knowledge, and exploit it for the enhancement of both innovation and financial perfor-
mance. Petti and Zhang (2013) investigated the relationships between absorptive capacity,
technological entrepreneurship and their impact on Guangdong technology firms’ performance.
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The study found evidence that greater absorptive capacity results in greater technological
entrepreneurship, which in turn leads to greater financial performance. They conclude that
absorptive capacity and technological entrepreneurship mediate the innovation impact on
firms’ performance, which means that as firms’ absorptive capacity increases, entrepreneurial
and financial performance increase. Chandrashekar and Mungila Hillemane (2018) focused on
the key determinants of innovation performance of a firm in a cluster and the role of absorptive
capacity in furthering the cluster linkages and the potential to enhance the innovation perfor-
mance of a firm. The survey research showed that internal factors of absorptive capacity of a firm
have a significant positive influence on the degrees of both intra-cluster linkages and extra-
cluster linkages. The study also found that external factors of absorptive capacity of a firm
significantly impact the degree of intra-cluster linkages, which enhance firms’ innovation perfor-
mance. Overall, the study identified that absorptive capacity factors could be exploited to
enhance innovation while also advancing firms’ performance. Furthermore, positive relationship
was identified by Medase and Barasa (2019) who investigated how specialized capabilities
including absorptive capacity and marketing capabilities influence innovation commercialization
in manufacturing and service firms in Nigeria. Using 2012 data from Nigeria Innovation Survey,
they found that absorptive capacity measures comprising openness and formal training posi-
tively affected innovation performance while marketing capabilities as indicated by new product
marketing and marketing innovation positively associated with innovation performance.
However, the authors warned that their study findings could be limited by the presence of
unobserved variables. Despite the limitation, absorptive capacity and marketing knowledge
capability directly impact innovation and indirectly enhance firms’ financial performance.
Hurmelinna Laukkanen (2012) examined the role of absorptive capacity and appropriability
regimes and the interplay between them. The study argues that an appropriability regime can
play a dual role when external knowledge and the knowledge-base of the firm form the basis for
absorptive capacity, which then contributes to innovation performance. An empirical analysis
shows first that the strength of the appropriability regime has a positive effect on absorptive
capacity especially the acquisition of knowledge together with good connectedness to external
knowledge sources and high levels of internal R&D. By inference, the idea of absorptive capacity
and the appropriability regime positively related to innovation performance. Thus, both direct
and moderating effects can be found, though the degree of the effect somewhat differs from
knowledge acquisition and application. Martinez-Caro et al. (2020) investigated how IT assimila-
tion can encourage potential and realized absorptive capacity and how these can, in turn,
facilitate organizational agility and performance. A survey of 110 respondents of Spanish com-
panies using Advanced analytical methods of PLS-SEM showed that there is a positive relation-
ship between three preceding constructs in the study namely IT assimilation, potential and
realized absorptive capacity and organizational agility. This implies that a direct relationship
between organizational agility and firm performance exists. Wang et al. (2010) examined the
relationship between knowledge acquisition, knowledge absorptive capacity, and innovation
performance in SMEs. Questionnaire data were collected from R &D managers or owners of 49
SMEs of the bicycle industry in Taiwan. The results showed that the depth and the breadth of its
owner’s technical and industrial experiences best explained absorptive capacity of an SME. In
turn, the absorptive capacity and the knowledge acquisition activities of an SME affect its
innovation performance. By implication, SME owners’ technical and industrial experiences are
contributing factors to their companies’ knowledge absorptive capacity and diversity of knowl-
edge sources contribute to innovation performance of companies, which indirectly enhances
firms’ performance. Deshpande (2018) investigated the relationships between advanced manu-
facturing technology (AMT), absorptive capacity, mass customization (MC) capability, competitive
advantage, and organizational performance measures. Using data from 232 Indian manufactur-
ing managers, they found that absorptive capacity has a positive impact on MC capability and
that MC capability mediated the relationship between AMT and the financial and market perfor-
mance. Further analysis showed that AMT positively impacted MC capability and MC capability
positively impacted both time to market and financial and market performance. Thus, as absorp-
tive capacity increases, firms’ performance increases.
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Empirical studies have also been carried out for corporate governance, innovation Performance
and absorptive capacity. Randi (2013) examined the board processes by examining the impact of
absorptive capacity on the board task performance. The study explored three dimensions of
corporate absorptive capacity namely exploratory learning, transformative learning and exploita-
tive learning. The author found that the three dimensions of absorptive capacity positively and
significantly mediate the relation between presence of knowledge and skills and board task
performance. The qualitative finding shows that the information flows have an impact on absorp-
tive capacity. The study also found that in Norway, the role and power of the CEO and division of
labour between the CEOs and the chairs might have an impact on board task performance. The
study also reported that the comprehensive utilization of consensus has an impact on transfor-
mative and exploitative learning. Thus, firms’ absorptive capacity relates to corporate governance.
Consistently, Jiraporn et al. (2018) found that board independence leads to significant high
investment innovation and innovation productivity. They thus conclude that corporate governance
drives the organizations’ product innovation vision including knowledge absorption capacity.
However, they were not clear on whether such innovation was driven by the technical and
engineering experience of the independent board leader and how such governance mechanisms
moderate the joint impact of absorptive capacity and innovation on firms’ performance. Koo and
Kim (2019) examined whether lucky grants to CEOs impact firm innovations and by extension long-
term growth. They found that innovation decreased if CEOs received lucky grant in previous years.
Thus, their evidence shows that lucky grants to CEOs reduced their incentive to invest in risky long-
term projects and as such negatively affects product innovation. Thus, compensation practices of
firms could shape the extent of their involvement in innovation and business creation. Koo (2019)
examined the extent to which specialists CEOs with strong firm-specific human capital enhances
innovation. The study found evidence that specialist CEOs promote both a higher magnitude of
innovation and higher quality innovation for their current firms. Thus they conclude that the
specificity of CEO human capital matters as regards innovation. Shapiro et al. (2015) investigated
the effects of corporate governance and ownership on the innovation performance of Chinese
SMEs. Using a unique sample of 370 private and small Chinese firms, they found limited evidence
that corporate governance affects innovation performance among Chinese firms. However, they
found the effect is context specific as it depends on the measure of innovation. When innovation is
measured by patenting activity, corporate governance yields significant effect on innovation. The
reverse was the effect when innovation was based on sales of new product. Ramirez and Tylecote
(2004) examined the effect of hybrid corporate governance and its effects on innovation. They
found that corporate governance with strong industry-specific expertise encourages long-term
innovation. Ndemezo and Kayitana (2018) investigated the impact of corporate governance, and
corporate entrepreneurship on firm performance with evidence from the Rwandese Manufacturing
industry. They found that the background-education and experience-and motivation of top man-
agers contribute significantly to both corporate entrepreneurship and corporate performance. Albu
and Mateescu (2015) examined the relationship between entrepreneurship and corporate govern-
ance among the Romanian listed companies. They found that some corporate governance
mechanisms such as board independence and institutional ownership are associated with corpo-
rate entrepreneurship. Thus they conclude corporate controls and compel corporate entrepreneurs
among Romanian companies.

Based on the review, there is no clear evidence of the meditative role of corporate governance
board on the joint impact of corporate absorptive capacity and new business venturing on firms’
performance. Thus, there is a research gap on the meditative impact of corporate governance
mechanisms on the absorptive capacity and corporate entrepreneurship effect on firms’ performance.

4.2. Hypotheses development
4.2.1. Absorptive capability and corporate entrepreneurship relation
Firms’ absorptive capacity relates to corporate entrepreneurship dimensions because it involves

applying the acquired knowledge and assimilated knowledge to create innovations for business
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progress (Cohen & Levinthal, 1990). Thus, the level of firm’s absorptive capacity could strongly
drive organizational innovation and business venturing (Cohen & Levinthal, 1990). Firms with high
absorptive capacity expand their innovation and proactivity goals. In addition, developing proper
absorptive capacity is very important for firms because it measures firms’ ability to assimilate,
transform and exploit both internal and external knowledge resources in shaping their dynamic
responses to business competitive environment and open innovation (Cohen & Levinthal, 1990;
Zahra & George, 2002). Absorptive capacity of firms influences their competitive advantage
positively. This is often achieved because the development of new products, product processes,
systems and organizational forms’ activities were linked to corporate entrepreneurship. To be able
to pursue new entrepreneurial ideas, new knowledge should be infused in the organization (Ade &
Habib, 2016). To take proactive step into the unknown future is highly risky. However, the prob-
ability of success would increase as the managers’ absorptive capacity rises as better information
would be obtained. Thus, firms that want to engage their corporate entrepreneurship models
should focus on increasing their absorptive capacity from diverse sources.

Zahra and George (2002) identified four components of absorptive capacity namely knowledge
acquisition, knowledge assimilation, knowledge transformation, and knowledge exploitation.
Knowledge acquisition was used to describe firm’s capability to identify and acquire externally
generated knowledge that is critical to its innovation and new business operations. They describe
knowledge assimilation as the firm’s routines and processes that allow it to analyze, to process, to
interpret, and to understand the information obtained from external sources. By implication, only
information acquired and well interpreted would be useful for corporate venturing success. In
absorptive capacity model, they explained knowledge transformation as a firm’s capability to
develop and refine the routines that facilitate combining existing knowledge and the newly
acquired and assimilated knowledge. They see knowledge exploitation as that which has to do
with the routines that permit firms to refine, extend and leverage existing competences or to
create new ones by incorporating acquired and transformed knowledge into operation. Consistent
with corporate entrepreneurship goals, knowledge exploitation is geared towards commercial ends
(Zahra & George, 2002).

Based on the above absorptive capacity of firms, it could be used to predict corporate
entrepreneurship behaviour including innovation and proactivity. The relationship between inno-
vation for instance, and absorptive capacity can also be seen from the comprehensive definition
of entrepreneurship innovations. Drawing from (Miller, 1983), it connects absorptive capacity as it
defines a company’s capability to create new products or modify existing ones in order to find
demands for its current and future markets. Thus, such elements could be achieved through
firms’ ability to acquire new knowledge, assimilate it, transform it and exploit it creatively to
address a pressing need. Potential absorptive capacity is the firm’s ability to acquire and
assimilate new knowledge also proceeding from outside the organization (Zahra & George,
2002). Thus, apart from the development, renewal and improvement of processes and products,
innovation describes perfecting production procedures and methods and the corporate entre-
preneurship dimension relates to the breadth and frequency with which innovations occur in
products and to the tendency to technological leadership (Antoncic & Hisrich, 2001). This is
important for absorptive capacity because it shows the propensity to support new ideas, novelty,
experimentation, and creative processes, leaving aside previously established practices and
technologies (Lumpkin & Dess, 1996).

Finally, R & D activities could result in two important issues relating to absorptive capacity-
innovation relationship. Firstly, R & D activities will help in generating innovations (Cohen &
Levinthal, 1990). Secondly, the activities would boost firm’s ability to identify, assimilate, and
exploit the knowledge created outside the organization (Cohen & Levinthal, 1990), thus permit-
ting R & D activities to promote higher degree of corporate entrepreneurship (Jimenez-
Barrionuevo et al., 2019). Overall, the exploitation of firms’ absorptive capacity would result in
financial progress of the firms. Jimenez-Barrionuevo et al. (2019) noted that innovation is easier
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to improve if the firm already has a high level of absorptive capacity. Martila et al. (2017) found a
positive relationship between absorptive capacity and firm performance. However, the relation-
ship is stronger when absorptive capacity is measured from multi-dimension. Zou et al. (2017)
found that absorptive capacity components positively affect innovation performance though the
effect is limited to firm performance when accounting measures are used. In addition, they
found that absorptive capacity is independent of size and age of firms. Jimenez-Barrionuevo et
al. (2019) study showed that realized absorptive capacity yielded a positive influence on both
new business venturing and self-renewal. They found that entrepreneurs could enhance poten-
tial and realize absorptive capacities at the same time in order to improve the end performance
of their corporate entrepreneurial projects. Thus, absorptive capacities strongly influence corpo-
rate entrepreneurial activities.

Based on this crucial relationship between absorptive capacity and dimensions of corporate
entrepreneurship, we state the following hypothesis.

Hypothesis 1: Absorptive capacity significantly affects firms’ corporate entrepreneurship
dimensions

4.2.2. Corporate entrepreneurship dimensions, absorptive capacity, governance mechanisms,
and firms’ performance

4.2.2.1. Corporate new business venturing and performance direct effect. The concept of corporate
new business venturing/entrepreneurship has been well defined in this study. Researchers have
considered it from the dimensions of innovation, proactiveness, new business venturing, risk
taking and strategic renewal. Because of the complementarities of the dimensions, research has
mostly considered them as one construct given that they all compliment and support each other.
Innovation connotes self-renewal while strategic renewal will benefit new business-venturing
activities in influencing performance. We develop this hypothesis from the complementarities
perspective. Corporate new business venturing has been regarded as the path business leaders
must follow in order to achieve the revolutionary era (Harmel, 2000). Jimenez-Barrionuevo et al.
(2019) showed that it is carried in organizations to produce some improvement in organizational
performance. Generally research positively links corporate entrepreneurship dimensions includ-
ing innovation and new business venturing to performance (Holt & Rutherford, 2007). Zahra et al.
(2000) found evidence that corporate entrepreneurship impacts firms’ performance including
return on assets, return on sales and growth in sales positively. However, they drew attention
that the effect is a long-run issue (Holt & Rutherford, 2007) because some factors of innovation
will be positively related to performance while others could provide negative link (Hall & Bagchi-
Sen, 2002). Lumpkin and Dess (1996), Hughes and Morgan (2007) conclude that corporate
entrepreneurship activities including innovation and proactiveness yield a positive impact on
corporate performance. Innovation particularly is identified by Bruderl and Peisendorfer (2000)
as the key factor that determines firm’s growth. Thus, there is a wide agreement that entrepre-
neurial innovators are expected to initiate economic development and change (Clydesdale,
2007), which can create value for shareholders through R & D (Kelm et al.,, 1995). There is
agreement that corporate entrepreneurship has remained a source of value creation and it
consists of technological change activities which lead to economic growth. Nelson and Winter
(1982) found evidence that corporate entrepreneurship is the main factor triggering economic
change. Together, Jimenez-Barrionuevo et al. (2019) found that corporate entrepreneurship
dimensions are critical to corporate performance though from innovation dimensions, they
reported insignificant effect on performance. Kostopoulos et al. (2010) found that absorptive
capacity contributes directly and indirectly to corporate innovation. Based on the above relation,
we postulate that:

Hypothesis 2: Corporate entrepreneurship significantly affects firms’ performance.
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4.2.2.2. Absorptive capacity and firm performance. Knowledge management is critical to firms’
sustainability and performance. Thus, expanding firms’ knowledge base is expected to enhance
firms’ performance. Viewed from the lens of dynamic capabilities theory, firms need to expand
their knowledge base to meet the challenging and turbulent business environment. In a
changing business environment firms need to exploit information advantage to remain com-
petitive. This behaviour also draws from resourced-based view where a firm sustains higher
competitive advantage due to larger share of tangible and intangible assets in the industry
(Penrose, 1959). One approach firms can use is to engage corporate absorptive capacity. The
concept of absorptive capacity was popularized in management by Cohen and Levinthal (1990),
who viewed it as a firm’s ability to acquire, assimilate, transform and exploit the knowledge for
commercial purposes. Thus, absorptive capacity involves continuous learning to achieve a
business objective or to gain a competitive stand. As a measurement construct, Zahra and
George (2002) view absorptive capacity from four dimensions. They include knowledge acquisi-
tion, knowledge assimilation, knowledge transformation and knowledge exploitations grouped
into potential and realized absorptive capacity respectively. Recent study shows that absorptive
capacity of firms enhances new business venturing (Howell, 2019), corporate financial and
economic performance (Jimenez-Barrionuevo et al., 2019) and competitive and growth advan-
tage (Lis & Sudolska, 2020). Corporate absorptive capacity has been found to enhance the
existing knowledge base of the company, which promotes new knowledge creation business
models, which in turn influence firms’ performance (Bojica & Fuentes, 2011; Cohen & Levinthal,
1990; Eisenhardt & Martin, 2000; Zahra & George, 2002). Kostopoulos et al. (2010) found that
absorptive capacity contributes directly and indirectly to financial performance. However, the
effect is in different span of time. Liu et al. (2018) showed evidence that absorptive capacity
can directly enhance performance within the manufacturing firms in China and can indirectly
impact performance through innovation. Wales et al. (2013) found that inverted U-shaped
relationship exists between absorptive capacity and firm performance, which suggests that
the effect can both positive and negative. Even if we agree that firms’ absorptive capacity
could yield negative effect, conventional understanding aligns more with the positive effect. A
firm with high absorptive capacity is going to exploit the industry, which would translate into
higher performance. Creativity, innovation and proactivity are most likely to increase with
higher knowledge acquisition and management. Thus, all things being equal we propose the
following hypothesis.

Hypothesis 3: Corporate absorptive capacity (knowledge exploitation) significantly enhances
firms’ performance in terms of ROA.

4.2.2.3. Corporate entrepreneurship and corporate governance quality mediating impact on firm
performance. While research has explored the relationship between corporate governance and
corporate innovation, little is written about how the governance mechanisms interact to mediate
their effect on firms’ performance. In this section of the hypothesis, we postulate the meditative
role of corporate governance mechanisms on joint impact of absorptive capacity and new business
venturing on firms’ performance.

4.2.2.4. Board size, corporate entrepreneurship and firm performance. Agency problems reduce
with optimal board size. Thus, board size mechanisms possess the potential to enhance the impact
of innovation on firms’ performance. Governance boards provide support to corporate entrepre-
neurship vision (Lis & Sudolska, 2020). To contain corporate potential failure that is due to
corporate innovation, effective board must be constituted. Thus, the potential disruption has
created an expanse need for good corporate governance structures to monitor the innovations
and enhance knowledge management. Efficient board that would carry out effective monitoring
must be open to ideas, but must also be prepared to put the structures and governance mechan-
isms that would manage both the internal and external agents of innovations. This role brings to
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fore the emerging need for corporate absorptive capacity management. Realization of corporate
entrepreneurship goals depends on the firms’ knowledge management and goal harmonization.
This only suggests that firms’ corporate entrepreneurship activities should be properly harnessed
by the strategic boards (Howell, 2019). Decision boards provide complementary role for fueling
absorptive capacity of firms (Zahra et al., 2009). Moreover, well-organized boards would mitigate
agency problems, which could interrupt the good innovation ideas among firms.

Good governance quality can be reflected on the boards’ characteristics (Hajawiyah et al., 2020).
Board characteristics involve such features such as the board size and composition in terms of
professional diversity. Like ownership structures, it has implication for agency problems (Jensen &
Meckling, 1976) and dynamic capabilities (Jimenez-Barrionuevo et al., 2019; Lis & Sudolska, 2020).
The increasing debate on the effect of board on corporate entrepreneurship has both negative and
positive side. From the positive perspective, larger number of directors enhance the overall
experience, information and advice that the company can use in advancing their innovation
agenda (Goodstein et al.,, 1994; Haynes & Hillman, 2010). Larger boards help firms to get con-
nected to their external environment and probably encourage connection that would enable
sources of resources for innovation (Jackling & Johl, 2009). Larger number of directors in a firm
could increase the company’s accessibility to greater number of external resources, including the
technological and financial resources, which leverage innovation speed (Shapiro et al.,, 2015).
Uncertainty characterizes corporate innovation activities. To reduce this uncertainty, corporate
organizations have to enlarge their boards as larger boards could easily possess the capacity to
handle such business uncertainty by connecting other less-risk-averse board members (Pfeffer &
Salancik, 2003). Thus, a well-diversified board will enhance innovation ideas that could significantly
affect firms’ financial performance. Where uncertainty in corporate entrepreneurship activities is
reducing the performance potential of corporate innovation and proactivities, increasing board
members could change such negative impact. The negative perspective to board size effect on
firms’ innovation points to the fact that as board size increases, greater diversity of opinions which
may lead to conflict and mistrust among directors does occur (Amason & Sapienza, 1997). This
could lead in turn to difficulties in frequent meeting. In addition, coordinating different opinions
could lead to strategic inefficiency (Goodstein et al., 1994; Ruigrok et al., 2006; Yermack, 1996).

However, higher number of board members have been found to reduce managers’ fraudulent
behaviour (Imoniana et al, 2016). This suggests that larger boards would be able to contain
managerial cost relating to activity manipulation in the name of corporate entrepreneurship.
Thus, higher board size will help in mitigating transaction opportunisms (Jensen & Meckling,
1976; Ramzi, 2009). Empirical evidence has also supported the idea that the ability of the board
to monitor effectively to limit the accounting information bias that could affect the disclosure of R
& D expenditures depends on the size or composition of the board (Man & Wong, 2013; Ramzi,
2009). Having a larger board is associated with less reporting manipulation (Xie et al., 2003)
because diversifying in term of board membership brings useful skills and monitoring ideas that
could help run the business in a more effective way than when the business is directed by few
individuals in the board (Yusoff & Idris, 2012). This means that corporate entrepreneurship ideas
would increase as corporate governance mechanisms including board size increases because more
ideas and direction would be provided (Al Magqtari et al., 2020). In turn, such increased entrepre-
neurship idea would translate into higher performance. As commercialization of innovation ideas
increases, the higher performance would be achieved. In this regard, Mashayekhi and Bazaz (2008)
found that a significant positive correlation occurred between board size and financial perfor-
mance thus confirming the argument that a larger corporate board representation yields more
valuable resources to organizations. Consistent with this, Xie et al. (2003) make case that big
boards in terms of representation are well equipped in terms of knowledge mix, which enhances
better monitoring of managerial activities including implementation of R & D policies.

Based on the above moderating relationship, we postulate the following hypothesis.
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Hypothesis 4: Board size moderates positively the effect of corporate entrepreneurship dimen-
sions (innovation, proactivity, strategic renewal and new business venturing) on firm
performance

4.2.2.5. The presence of independence directors, corporate entrepreneurship and firm perfor-
mance. Independent directors are important for corporate governance and performance (Guo &
Lu, 2012) because of their presence in the boards cushions agency conflicts of interest (Fuzi et al.,
2016). Independent directors are non-executive board of directors who hold no substantial nhum-
ber of shares and they do not represent any stakeholders. The presence of independent directors
brings neutrality to bear on the board. Moreover, they are more likely to be experienced than non-
independent directors because they are often exposed to different firms. They are professionals
with several years of proven experience. The role of independent directors embraces improvement
of corporate credibility and the standard of governance. They function as watchdog and play key
role in the management of corporate risk. Effective board should have at least 50% of them.
Therefore, a quality corporate governance board is expected to have independent directors.
Research has shown that the presence of external directors can fix certain knowledge gaps on
the board that can impact corporate innovation significantly, which can translate into higher firms’
performance. Yoo and Sung (2015) provided evidence that external independent directors have the
capacity to properly evaluate whether independent corporate entrepreneurship dimension agen-
das fit in corporate routines and reduce potential agency conflicts. Given their position, they can
direct innovation activities in a way that would enhance its performance effect. Consistently,
Rosenstein and Wyatt (1990), Peng (2004), and Brunninge et al. (2007) agree that their indepen-
dence places them in better position to supervise and direct management towards corporate
entrepreneurship goals. Independent directors can play an important role in the business of
acquisition that requires specialist knowledge. Such acquisitions can be value adding to the extent
of significantly impacting performance. Independent directors thus help in speeding up knowledge
transfer for innovations through network capability (Westphal, 1999). Evidence shows that firm
expansion through external directors can help to attract capital. Such expansion also enriches the
firms’ learning experience for innovation activities (Fried et al., 1998). Moreover, they can play a
meditative role because they can be expected to help promote innovation models that will boost
shareholder wealth, including R&D investments (Kosnik, 1987). These roles could translate into
higher quality innovation that would highly influence firms’ financial performance. Most impor-
tantly, their presence is most likely to interrupt any corporate activities that are opportunistic
(Ramzi, 2009). Guo and Lu (2012) found that independent directors from academic institutions and
law firms have positive effect on corporate performance, while independent directors from over-
seas yielded negative effect on performance. Thus, independent directors could mediate the effect
of corporate entrepreneurship on firms’ performance. Based on this, we postulate that:

Hypothesis 5: The presence of independent directors mediates the effect of corporate entre-
preneurship dimensions (innovation, proactivity, strategic renewal and new business venturing)
on firms’ performance.

4.2.2.6. Frequency of board meeting, and new business performance. One important corporate
governance mechanism is frequency of meetings. Boards that meet frequently reduce agency
problem by limiting opportunistic behaviour. Thus, the extent of the effect of corporate entrepre-
neurship could change positively or negatively depending on the frequency of board meeting.
Frequency of board meeting can keep corporate entrepreneurship ideas alive, which could mediate
the impact of the activities on the firms’ performance. Frequent board meeting allows directors to
devote more time and effort to the company strategy and to business operations. When they meet
frequently, there are higher chances of sharing their experience, knowledge and judgment regard-
ing business innovations. Such frequent meetings would provide more critical information and
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valuable resources (Forbes & Milliken, 1999) for advising the management team on important
matters for the company while reviewing the main strategic actions (Haynes & Hillman, 2010).
More frequent meetings are likely to result in a more efficient board and better governance (Chiang
and He, 2010). Such frequently meeting boards are likely to be valuable for building and developing
a network of relations among members (Gabrielsson & Winlund, 2000). As relationship improves,
ideas that would influence performance through corporate entrepreneurship could increase.
Research also demonstrates that good relations among directors may improve access to necessary
resources (capital, information, talent, etc.), thus reducing the risk of a shortage of resources for
R&D (Chen and Hsu, 2009). Also, frequent board meetings may give members a better under-
standing of R&D activities. When entrepreneurial executives meet regularly, they can develop
alternative strategies, and reduce uncertainty, which can lead to a greater probability of success
in innovative activities (Wincent et al., 2010). Corporate entrepreneurship ideas may emerge.
However, if boards do not meet regularly to incubate and provide support to the ideas, they may
not be developed effectively. Thus, where board meeting is not frequent, the impact on corporate
entrepreneurship could change how the activity affects firms’ performance.
Based on the above we postulate the above hypothesis.

Hypothesis 6: Frequency of board meeting significantly mediates the effect of corporate
entrepreneurship from the dimensions of innovation, proactivity, strategic renewal and new
business venturing on firms’ performance.

4.2.2.7. absorptive capacity, corporate governance and firms’ performance. Corporate absorptive
capacity addresses firms’ ability to acquire, assimilate, transform and exploit internal and external
emerging knowledge for commercial purposes (Zahra & George, 2002). Studies show that absorp-
tive capacity of firms enhances new business venturing (Howell, 2019), corporate financial and
economic performance (Jimenez-Barrionuevo et al., 2019) and competitive and growth advantage
(Lis & Sudolska, 2020), corporate absorptive capacity has been found to enhance the existing
knowledge base of the company, which promotes new knowledge creation business models. In
turn, such enhanced knowledge model can influence firms’ performance (Bojica & Fuentes, 2011;
Cohen & Levinthal, 1990; Eisenhardt & Martin, 2000; Zahra & George, 2002). Kostopoulos et al.
(2010) found that absorptive capacity contributes directly and indirectly to financial performance
though the effect is in different span of time. Liu et al. (2018) showed evidence that absorptive
capacity can directly enhance performance within the manufacturing firms in China and can
indirectly impact performance through innovation. Wales et al. (2013) found that inverted U-
shaped relationship exists between absorptive capacity and firm performance, which suggests
that the effect can be both positive and negative. Even if we agree that firms’ absorptive capacity
could yield negative effect, conventional understanding aligns more with the positive effect. A firm
with high absorptive capacity is going to exploit the industry, which would translate into higher
performance. Creativity, innovation and proactivity are most likely to increase with higher knowl-
edge acquisition and management.

While the direct impact of the absorptive capacity on firm performance has been noted, the
direction of the effect could change because of the application of governance mechanisms.
Corporate governance is a very vital control mechanism in any corporate firms. Where the
governance structure is not effective, agency problem could occur (Jensen & Meckling, 1976).
Agency problem and conflicts of interest could thus limit the effectiveness of absorptive capacity
to influence corporate performance. One way to limit agency problem is through regular board
meeting. But the level of its mediating role on absorptive capacity impact on firms’ performance is
well understood. The frequency of board meeting could shape the effect of absorptive capacity of
firms on the firms’ performance for various reasons. From resource-based view perspective, firms’
intangible and tangible assets provide firms an added advantage over its competitors. Similarly,
dynamic capabilities theory of Teece et al. (1997), which is “the ability to integrate, build and
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reconfigure internal and external competencies to address rapidly changing environment” under-
pins firms’ absorptive capacity from the context of board frequency of meeting. Firms that do not
meet regularly would not be able to identify and discuss the implications of the rapidly changing
environment on firms’ corporate entrepreneurship activities and performance. Thus, there is need
for frequency of meeting for firms to be able to acquire and assimilate new and existing internal
and external knowledge. Even when the knowledge is assimilated, transforming and exploiting it
for commercial purposes require regular exchange of ideas and board deliberation. Some realized
knowledge could be very sensitive, which means such information should be well managed. In
other words, the performance effect of such knowledge could be destructive if not well harmo-
nized through regular board deliberation. In a fast-changing environment, scholars have used the
dynamic capabilities theory to explain the effect of firms’ absorptive capacities on firms’ entrepre-
neurial performance.

We thus hypothesize the following.

Hypothesis 7: Frequency of meeting moderates the impact of absorptive capacity dimensions
(acquisition, assimilation, transformation and exploitation) on firms’ performance

4.2.2.8. The presence of independent directors, corporate absorptive capacity and firms’ perfor-
mance. The effectiveness of firms’ absorptive capacity to impact firms’ performance could depend
on the neutrality of the board. To make board neutral, the presence of independent directors must
be felt in the board. In this case, the advancement of firms’ absorptive capacity would be purposely
to enhance firms’ performance and not to promote opportunistic reason. Moreover, independent
directors are more likely to be experienced than non-independent directors. As such, their absorp-
tive capacity pursuit ideas would be more effective relative to less experienced non-independent
directors. Therefore, a quality corporate governance board is expected to have the presence of
independent directors that would enhance the firms’ ability to acquire, assimilate, transform and
exploit new knowledge for commercial purposes, which would translate into higher performance.
Research has shown that the presence of external directors can fix certain knowledge gaps on the
board that can impact corporate innovation significantly, through enhanced absorptive capacity
management, which can also translate into higher firms’ performance. Yoo and Sung (2015)
provided evidence that external independent directors have the capacity to properly evaluate
whether independent corporate entrepreneurship dimension agendas fit in corporate routines
and reduce potential agency conflicts. Such, evaluation could be effective as absorptive capacity
is objectively evaluated. Given the position of independent directors, they can direct innovation
activities in a way that would enhance their performance effect by promoting the firms’ knowledge
base through their connectivity. Consistently, Rosenstein and Wyatt (1990), Peng (2004), and
Brunninge et al. (2007) found that their independence places the directors in a better position to
supervise and direct management towards corporate entrepreneurship goals, which includes
accessing new knowledge for higher performance. Independent directors can play an important
role in promoting absorptive capacity for successful business acquisition since they have specialist
knowledge. Such knowledgeable acquisitions can be value adding to the extent of significantly
impacting performance. By increasing firms’ absorptive capacity, independent directors thus can
help in speeding up knowledge transfer for innovations through network capability (Westphal,
1999). Evidence shows that firm expansion of its absorptive capacity through external directors
can help to attract capital while also such expansion enriches the firms’ learning experience for
innovation activities (Fried et al., 1998) that enhance performance. Moreover, they can play a
meditative role because they can be expected to help promote innovation models by helping firms
to build higher knowledge base that will boost shareholder wealth, including R&D investments
(Kosnik, 1987, p. 1990). These roles could translate into higher quality innovation and new business
venturing that would highly influence firms’ financial performance. Most importantly, their
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presence is most likely to interrupt any corporate activities that are opportunistic (Ramzi, 2009) by
providing higher learning empowerment. Based on this, we postulate that:

Hypothesis 8: The presence of independent directors mediates the effect of corporate absorp-
tive capacity dimensions (acquisition, assimilation, transformation and exploitation) on firms’
performance.

5. Research design

This study used a survey research design (Figure 1). Thus, primary qualitative data were used in the
analysis. Questionnaires were used to get the qualitative data based on the questions raised on
the variables of corporate entrepreneurship and absorptive capacity dimensions. To be able to
examine and test the postulated hypotheses, the study focused on respondents from the manu-
facturing companies in Nigeria. Manufacturing companies in Nigeria are very strategic for Nigerian
economic development (Afolabi & Laiseinde, 2019) and they also involve heavily in growth and
competition strategies (Abolarinwa et al., 2020). The sector is also characterized by heavy R & D
activities that result in heavy innovations (Jimenez-Barrionuevo et al., 2019). Previous research has
shown that creating new businesses and constant knowledge adjustment are very important for
manufacturing firms (Lane & Lubatkin, 1998). Absorptive capacity study is very important in
manufacturing organizations because the firms are highly proactive, and need new knowledge
to widen their market share and competitive advantage (Jimenez-Barrionuevo et al., 2019).
Because the sector is not under strict monitoring, corporate governance structures would vary
and would highly drive managers’ behaviour and the organization’s performance.

This study targets respondents from the quoted firms in Nigeria. We recognized the need for
regional-based study to minimize the adverse effect of certain variables following the example of
Jimenez-Barrionuevo et al. (2019). As such, this allowed us to reduce the impact of political,
economic, socio-cultural, legal and technological differences that affect empirical results when
cross-country samples were used. However, we achieved generalization as corporate entrepre-
neurship and absorptive capacity variables performance impact mediated by corporate govern-
ance quality is studied across different sectors (Jimenez-Barrionuevo et al., 2019).

Nigerian Stock Exchange (NSE) has a comprehensive list of all the quoted firms in Nigeria and the
samples for this study were picked from the NSE database. There are 164 listed firms in the NSE as
of 18 May 2020. However, this study purposively selected only 100 firms that are directly or
indirectly involved in the manufacturing. The firms eliminated are firms in the financial and
other services industry. Following the prior researchers’ example (Antoncic & Hisrich, 2001;
Jimenez-Barrionuevo et al., 2019; Murray & Kotebe, 1999; Zahra, 1993), the study focused on the
CEOs, chief operating officers, and chief financial officers of the key departments as the main
respondents. Thus, maximum of three executive officers were randomly selected among 11
different organizational departments leading to 3300 respondents. The survey was done during
the COVID-19 Lockdown in Nigeria. As such, the questionnaires were emailed to the respondents
using the email addresses obtained from their company’s financial reports, their personal facebook
accounts, LinkedIn accounts, and through their listed directories at https://www.finelib.com com-
panies’ directory search engine.

To apply a research ethic technique and to mitigate forced response, the researchers
approached the target executive officers through mass SMS to ascertain first their wiliness to
participate in the survey and whether they are personally involved in corporate entrepreneurship
strategies in their firms (Jimenez-Barrionuevo et al., 2011). We also promised them anonymity in
order to protect their identities. Out of the 3300 target respondents from the 100 companies, only
800 target company executives agreed to cooperate. Their reply to the questions proved that they
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well-understood corporate entrepreneurship and absorptive capacity dimensions and were
involved in the innovation strategies. As such, they appropriately possess corporate entrepreneur-
ship knowledge and absorptive capacity experience that qualified them to be involved (Cambell
1955; Jimenez-Barrionuevo et al., 2011). Therefore, we did not pre-test on the target sample as
they were all knowledgeable informants. After the main questionnaires were emailed, 330 ques-
tionnaires were returned, which constituted the final sample of this study.

Following the example of Jimenez-Barrionuevo et al. (2019), the study used several methods to
analyze the possibility of the presence of non-response bias from the sample. The study achieved
this by examining and comparing the attributes of the respondents’ firms who returned the
questionnaire vis-a-vis the general population with the following features including as return on
assets, return on equity, return on sales, and sales volume. Based on the analysis, we did not
discover any significant differences based on the sectors the respondents’ firms belong. This
implies that the sample was representative. A sample error of only 5% occurred. To mitigate the
desirable response bias, we encouraged anonymity by creating an email for respondents and
giving them access for them to email the questionnaire using the created emails. Following prior
research, we promoted response by ensuring the respondents that the copy of the result would be
emailed to them though at aggregate data level.

To ensure that the questionnaires are well scaled and that items of the questionnaires measured
what they purported to measure, we carried out a validity and a reliability test. Academics and
experts in the industry were consulted for the instruments’ validity. After thorough examination,
some items were removed from the corporate governance-corporate entrepreneurship mediation
construct. Question items relating to absorptive capacity, and corporate entrepreneurship dimen-
sions were validated accordingly, which implies that the validation given by the original designers
was maintained (Jimenez-Barrionuevo et al., 2011).

To be able to determine the reliability of the primary data, the questionnaires were pre-tested on
10 informants. An item from each of the dimensions of corporate entrepreneurship, and corporate
entrepreneurship-governance mediating performance effect was randomly selected from the pool
of the items. The Cronchbach Alphas pretest-retest revealed that the data collected were reliable
enough to inform our decision in this study. The reliability test yielded a high-level coefficient
Cronchbach Alphas greater than 0.9 (Innovation, Alpha = 0.973; Cochran’s Q = 156.878; Sig.
value = 0.001); (Proactivity; Alpha = 0.951; Cochran’s Q = 217.813; Sig. Value = 0.001); (New
business venture; Alpha = 0.984; Cochran’s Q = 43.806; Sig. value = 0.000), (Self Renewals;
Alpha = 0.984; Cochran’s Q = 43.806; Sig. value = 0.000), which is a good fit for data reliability of
corporate entrepreneurship dimensions. The corporate entrepreneurship-corporate governance
meditative also yielded a high Cronchbach Alphas coefficient greater than 0.9 (Innovation*Board
size; Alpha = 0.913, Cochran’s Q = 126.811, Sig. value = 0.001; Proactivity *Board size;
Alpha = 0.913, Cochran’s Q = 207.833, Sig. Value = 0.001; New business venture*Board size,
Alpha = 0.955, Cochran’s Q = 40.206, Sig. value = 0.000; Self-Renewal*Board size, Alpha = 0.920,
Cochran’s Q = 213.616, Sig. Value = 0.001) which is a good fit for data reliability of corporate
entrepreneurship dimensions and governance mediation effect. Therefore, Cronchbach Alpha of
0.98 indicates greater internal consistency of the scales, which signals par excellence in terms of
primary data reliability.

5.1. Variable measurements

5.1.1. Corporate entrepreneurship dimension measurement

For corporate entrepreneurship, since we analyzed the four main dimensions of intrapreneurship-
innovativeness, proactiveness, new business venturing, and self-renewal-we used and adapted the
scale proposed by Antoncic and Hisrich (2001), which was constructed taking into account the
scale for corporate entrepreneurship (Zahra, 1993). Thus, the scales used are as follows: Very
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Higher extent = 7, High Extent = 6; Moderate Extent = 5; Low Extent = 4, Very Low Extent = 3; No
Extent = 2; Undecided = 1.

5.1.2. Corporate Absorptive Capacity Measurement

We measured knowledge absorptive capacity by differentiating among the dimensions of acquisi-
tions, assimilation, transformation, and exploitation of knowledge to classify the first two and the
last two terms and obtain organization’s potential and realized absorptive capacity. To do so, we
used the scale proposed by Jimenez-Barrionuevo et al. (2011).

5.1.3. Governance mechanisms measurement

To measure quality of governance, this study drew the dimensions from the index of Javed et al.
(2006) where the quality of corporate governance is determined using 22 factors (Mousavi &
Moridipour, 2013) grouped under the board-independent group, the company’s property and
shareholders group, and clearness, disclosure and accountability group. We however focused on
the first group of seven factors dealing with board composition and characteristics such as (1)
board of directors’ independence, (2) the board size, (3) composition of the board in terms of
educational qualifications, (4) separation of CEO from the chairman, (5) percentage of non-execu-
tive directors, (6) the board meeting including audit committee meeting and the frequency of their
meeting, and (7) attendance of non-executive directors in the board. We raised questions with
regards to some of these mechanisms to determine how they interact with corporate entrepre-
neurship dimensions to influence performance of firms using a likert scale of 7 point from very high
extent through undecided 1 (7to 1).
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Figure 2. Structural model
equation for path analysis.

5.1.4. Performance measures

We evaluated the organization’s performance following the example of Murray and Kotebe (1999),
and Jimenez-Barrionuevo et al. (2019). The researchers measured performance by distinguishing
between financial and commercial performance. Financial performance comprises economic prof-
itability-return on assets (ROA) while the commercial performance factors include market share
and sales growth. Based on the study of Jimenez-Barrionuevo et al. (2019), the items ask about the
financial and commercial performance of most direct competitors. It thus takes the last three
years of activity as a reference (Jimenez-Barrionuevo et al., 2019). Research shows that comparing
the firm’s performance indices with those of its direct competitors as a performance measurement
is effective and widely used in related works (Choi et al., 2008; Jimenez-Barrionuevo et al., 2019).
In this present study, the scale asks about the meditative effect of governance structures on the
effect of corporate entrepreneurship dimensions on firm performance. Thus, the scales used varied
from very higher extent = 7, to undecided = 1.

5.2. Structural equation model

To show the relationship between the variables in the postulated hypotheses, we used structural
equation model (SEM). The use of SEM helped us to establish the scale reliability and the model
goodness of fit for the study. Thus, we used a model where indirect effect of corporate entrepre-
neurship dimension-governance quality construct is expected to influence firm performance. In
this case, the study modeled the meditative role with different governance mechanisms.

In the above Figure 2, performance is the dependent variable measured by return on assets
(ROA) and market shares (MKTS). INNBDZ is a variable that defined the board size and business
venturing innovativeness interaction. It takes the likert form scale between 7 and 1 in its dummy
measurement. SRWBSZ is a latent variable that defines the board size and strategic renewal
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interaction that takes the likert form scale between 7 and 1 in its dummy measurement. NBVBSZ
defines the board size and new business-venturing interaction, which takes the likert form scale
between 7 and 1 in its dummy measurement depending on the interaction intensity.
CE_Board_Size is a variable featured to capture the new business and board size factors’ combined
effect on business performance. It is used as a test statistic for the hypothesis purpose.

PROBSZ represents board size and proactivity dimension of corporate entrepreneurship inter-
action question term that takes likert value depending on the degree of board size in relation
to the dimensions. The value increases if the corporate entrepreneurship dimensions increase
as firms’ board size increases and vice versa. INNPID is an independent variable that measures
the effect of interactive term of corporate entrepreneurship innovation dimension and the
presence of independent directors, which takes value between 1 and 7. It takes a higher likert
value if firms increase the rate of performance as directors’ become less attached., PROPID is
an independent variable that measures the effect of interactive term of corporate entrepre-
neurship proactivity dimension and the presence of independent directors. It takes values
between 1 and 7, with a higher likert value if firms increase the scale of the dimensions as
directors’ become less attached. SRWPID is a variable that captures the impact of interaction
between strategic renewal dimension and the presence of independent directors. It takes value
between 1 and 7 depending on the intensity of the interaction effect. NBVPID is the measure
of the effect of interactive term of corporate entrepreneurship new business-venturing dimen-
sion and the presence of independent directors. It takes values between 7 and 1. A higher likert
value is taken if firms increase the performance as the directors’ become less attached.
CE_Ind_Directors is a variable featured to capture the new business venturing and presence
of independent directors’ factors’ combined effect on business performance. It is used as a test
statistic for the hypothesis purpose. INNFQM is a measure of the meditative terms of the
boards’ frequency of meeting and the firms’ corporate entrepreneurship innovation dimensions.
It takes values between 1 and 7 inclusive. PROFQM is a measure of the interaction between
proactivity dimension and the boards’ frequency of meeting, which takes values between 1 and
7 inclusive. NBVFQM is an independent variable that measures the effect of the interaction
between new business-venturing dimension and the boards’ frequency of meeting on perfor-
mance. It takes values between 1 and 7 inclusive. SRWFQM defines the interaction between
strategic renewal dimension and the boards’ frequency of meeting, which takes values
between 1 and 7 inclusive. CE_Freq_Meet is a variable featured to capture the strategic busi-
ness renewal’s factors’ combined effect on business performance. It is used as a test statistic
for the hypothesis purpose. For each of the meditative factors, questions are raised on each
dimension thus, innovation-new business development; proactivity-risk acceptance; new busi-
ness venturing-new business lines and strategic renewal- business concept.

AQFQM is an independent variable that measures the acquisition (potential) absorptive capacity
dimension and board frequency of meeting mediation effect. It takes values between 1 and 7. This
variable captured potential absorptive capacity-frequency board meeting effect on performance.
ASFQM is a measure of the assimilation absorptive capacity dimensions and board frequency of
meeting effect, which takes value between 1 and 7 depending on the intensity of the interaction
effect. Ab_Freq_Meet is a variable featured to capture the potential absorptive capacity and
frequency of the meeting effect on business performance. TRFQM measures the effect of trans-
formation (realized) absorptive capacity dimension and board frequency of meeting mediation on
performance. It takes value between 1 and 7. EXFQM defines the effect of exploitation (realized)
absorptive capacity dimension and board frequency of meeting mediation on performance. The
variable takes value between 1 and 7.

AQID is a measure of potential absorptive capacity acquisition dimension and independent
directors’ interaction effect on performance which takes values between 1 and 7. ASID is a
measure of potential absorptive capacity assimilation dimension and independent directors’ inter-
action effect on performance which takes values between 1 and 7. TRID measures realized

Page 23 of 40



Asogwa et al., Cogent Business & Management (2020), 7: 1839157 O;K-: cogent P b us | Nness & mana ge me nt

https://doi.org/10.1080/23311975.2020.1839157

absorptive capacity transformation dimension and independent directors’ interaction effect on
performance. It takes values between 1 and 7. EXID defines a realized absorptive capacity
exploitation dimension and independent directors’ interaction effect on performance which takes
values from 1 to 7.Therefore, AQFQM, ASFQM, AQID, and ASID define potential absorptive capacity
and corporate governance interaction effects while TRFQM, EXFQM, AQID, and EXID measure the
effect of realized absorptive capacity based on interaction of corporate governance mechanisms
and the absorptive capacity dimensions. Ab_Ind_Directors is a variable featured to capture the
combined absorptive capacity and the presence of independent directors’ effect on business
performance. CE_INN is a measure of corporate new business venturing direct effect on perfor-
mance. In this variable, the effect of innovation is explored without reference to corporate
governance. AB_EXP is measures of the direct effect of exploitation (realized) absorptive capacity
on firms’ performance. It was determined without recourse to corporate governance and takes
values between 1 and 7to compare with the meditative effects.

5.3. Scale reliability test

Following the examples of prior studies for example, Jimenez-Barrionuevo et al. (2019), we used
SPSS AMOS students’ version to carry out a one-dimensionality test of the scales through a
confirmatory factor analysis (CFA) to be able to get a reliable result. The study thus established
the normalities of the scales as the asymptotic covariance matrix did not converge (Ylinen &
Gullkvist, 2014). The study used composite reliability indicators as well in the scale confirmatory
analysis, thus helping the researchers to determine the convergence between a set of corporate
entrepreneurship dimension-corporate governance mechanisms construct items that stand for
latent variables (Ambad & Wahab, 2016). Through the confirmatory analysis, we estimated the
factor loading of each item using ordinary least squares (OLS). All the estimates were statistically
significant while we achieved higher loading factor of all the constructs greater than 0.7.
Composite reliability value of 0.7 exceeded the benchmark of 0.4 (Bagozzi & Yi, 1988: Fornell &
Larcker, 1981), indicating that the CFA yielded admissible results. Composite reliability loading for
all the constructs varied between 0.97 and 0.86.

5.4. Scale reliability test

This study used SPSS AMOS to carry out a one-dimensionality reliability test of all scales through a
confirmatory factor analysis (CFA) process (Jimenez-Barrionuevo et al., 2019. The study established
that the normalities of the model were negative while the asymptotic covariance matrix did not
converge as shown in Table 1. The estimated factor loading of each item was found statistically
significant. Thus, we achieved higher loading factor of all the constructs greater than 0.7. The
composite reliability of the construct including corporate entrepreneurship dimension board size,
corporate entrepreneurship dimension frequency of meeting and independents and absorptive
capacity governance quality mechanisms construct indicated higher scale reliability with values
exceeding 0.7, which exceeded the benchmark of 0.4 (Bagozzi & Yi, 1988: Fornell & Larcker, 1981)
while indicating that the CFA yielded admissible results. Composite reliability loading based on the
CFA of the constructs ranged between 0.97 and 0.86.

6. Empirical results and discussion

Figure 3 showed that the path analysis coe3fficients and factor loadings are good for the model.
Detailed discussion is done below.
6.1. Model fit analysis
6.1.1. Absolute, incremental and parsimony fit measures
The statistics presented in Table 2 showed that very good fit in the final model. First, absolute fit
indices, which determine how well the initial model fits the sample data, revealed that the

proposed model has good fit with the data. The chi-square value, which is a normal measure for
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Table 1. Summary of scales reliability tests

Factor Variables Factor Loading Individual Scale Composite
Coefficients Reliabilities Reliability
Corporate Entrepreneurship Board 0.96
Size Construct
INNBDZ 1.21* 0.75
(t-stat) (5.6)
SRWBDZ 1.13%* 0.67
(t-stat) (18)
NBVBDZ 1.11* 0.66
(t-stat) (4.88)
PROBDZ 1.00* 0.77
(t-stat) (1.92)
Corporate Entrepreneurship 0.87
Independent Directors’ Construct
INNPID 1.15** 0.68
(t-stat) (8)
PROPID 1.07** 0.79
(t-stat) (4.17)
SRWPID 1.00** 0.88
(t-stat) (4.61)
NBVPID 1.07+** 0.77
(t-stat) (12.4)
Corporate Entrepreneurship 0.86
Frequency of Meeting Construct
INNFQM 1.04* 0.78
(t-stat) (2.93)
PROFQM 0.96* 0.86
(t-stat) (2.85)
NBVFQM 0.93* 0.59
(t-stat) (8.16)
SRWFQM 1.00** 0.78
(t-stat) (3.73)
Absorptive Capacity Frequency of 0.87
Board Meeting Construct
AQFQM 1.26% 0.64
(t-stat) (2.28)
ASFQM 1.07** 0.79
(t-stat) (3.84)
TRFQM 1.15** 0.65
(t-stat) (4.85)
EXFQM 1.00* 0.53
(t-stat) (2.25)
Absorptive Capacity Independent 0.86
Directors Construct
AQID 1.11% 0.69
(t-stat) (2.15)
ASID 1.08 0.75
(Continued)
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Figure 3. Path analysis result.

Table 1. (Continued)

Factor Variables Factor Loading Individual Scale Composite
Coefficients Reliabilities Reliability

(t-stat) (2.25)

TRID 1.11* 0.76

(t-stat) (2.12)

EXID 1.00** 0.56

(t-stat) (4.75)

Source: Author using SPSS AMOS; * = significant at 5%; ** = Significant at 1%; *** = significant at 0.1%

assessing the overall model fit yielded p-values greater than 0.05. However, because Chi-Square is
sample sensitive, we used some other criteria in assessing the overall fitness of the model. Starting
with the badness of fit, RMSEA, which is very useful for detecting model misspecification, showed
that the model is not misspecified as the indexes for the performance dimension exceeded the fit
benchmark of 0.6. The acceptable RMSEA value should be less than 0.06 (Brown & Cudeck, 1999;
Hu & Bentler, 1999). We also assessed the fitness of the model using other absolute model fits
namely expected cross-validation index (ECVI) and- normed fit index (NFI). Both measures yielded
results that revealed that the model predicting the performance indicator is well specified. ECVI
yielded values equal to 9, 12, 9, & 8 for the performance index while NFI statistics yielded 0.88;
0.78, 0.86, 0.89 and 0.92 for performance index for the constructs. The model also yielded a good
parsimony goodness of fit index (PGFI) of 0.87, 0.75, 0.79 & 0.87 for the constructs. We also
compared the chi-square value to a baseline model following the example of prior researchers; in
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Table 2. Overall absolute, incremental and parsimony model fit tests for the constructs

Independent/Dependent Variables Return on Assets (ROA)
Model Fit Statistics

Corporate Entrepreneurship Dimensions Board Size Construct

Chi-Square (X?) (20) p > 0.05
Normed fit index (NFI) 0.88
Comparative fit index (CFI) 0.95
Root mean square error of approximation (RMSEA) 0.04
Expected cross-validation index (ECVI) 9
Parsimony goodness of fit index (PGFI) 0.77
Corporate Entrepreneurship Dimensions Independent Directors Construct

Chi-Square (X?) (20) p > 0.05
Normed fit index (NFI) 0.78
Comparative fit index (CFI) 0.85
Root mean square error of approximation (RMSEA) 0.04
Expected cross-validation index (ECVI) 12
Parsimony goodness of fit index (PGFI) 0.87
Corporate Entrepreneurship Dimensions Frequency of Meeting Construct

Chi-Square (X?) (20) p > 0.05
Normed fit index (NFI) 0.86
Comparative fit index (CFI) 0.97
Root mean square error of approximation (RMSEA) 0.047
Expected cross-validation index (ECVI) 9
Parsimony goodness of fit index (PGFI) 0.87
Absorptive Capacity Dimension Frequency of Board Meeting Construct

Chi-Square (X?) (20) p > 0.05
Normed fit index (NFI) 0.89
Comparative fit index (CFI) 0.87
Root mean square error of approximation (RMSEA) 0.05
Expected cross-validation index (ECVI) 9
Parsimony goodness of fit index (PGFI) 0.75
Absorptive Capacity Dimension Independent Directors Construct

Chi-Square (X?) (20) p > 0.05
Normed fit index (NFI) 0.92
Comparative fit index (CFI) 0.85
Root mean square error of approximation (RMSEA) 0.05
Expected cross-validation index (ECVI) 8
Parsimony goodness of fit index (PGFI) 0.79

Source: SPSS AMOS

this case, the null hypothesis is that all variables are uncorrelated. This study achieved this
comparison by engaging the comparative fit index (CFI), which yielded 0.95, 0.97 and 0.85 for
the performance predicting model. The parsimonious statistics implied that significant amount of
variance has been accounted for in the covariance matrix. In practice, the CFI should be close to
0.95 or higher (Hu & Bentler, 1999). Our analysis achieved such a fit and as such, the model is fit as
a good decision-making tool. Taking all the goodness and badness of fit tests into consideration,
we can confidently say that the corporate entrepreneurship dimension and absorptive capacity-
corporate governance quality model correctly fits the observed data.
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6.2. Descriptive statistics

The descriptive statistics in Table 3 showed that the standard deviations for all the variables are
normal and as such would not present a problem in the regression analysis. The mean values for
all the variables point to significance of the construct as above 5 point scale is achieved.

6.3. Correlation matrix
Table 4 presents correlation coefficients of the variables. The coefficients show that the multi-
collinearity of the variables would not constitute an issue as the coefficients are not very high.

6.4. Regression analysis

6.5. Findings and discussions

The analysis of the effect of absorptive capacity on new business venturing was found to be very
significant and positive (coefficient = 6.115; P-value <0.0001). This implies that firms’ acquisition and
assimilation (potential absorptive capacity) of new knowledge enhance firms’ corporate entrepreneur-
ship (Table 5). This finding is consistent with the theory that acquisition and assimilation of knowledge
enhance firms’ innovation while also advancing strategic self renewals that would in turn lead to
commercialization of creative ideas (Zahra and George (2002). Similarly, the realized absorptive capacity
(transformation and exploitation dimensions) was found to be positively influencing corporate entrepre-
neurship. Therefore, we accept the hypothesis that corporate absorptive capability significantly affects
firms’ new business venturing and innovation. Thus, both potential and realized absorptive capabilities
yield significant positive impact on corporate entrepreneurship. This finding is consistent with several
dynamic capabilities based on empirical results such as Zou et al. (2017) who found that absorptive

Table 3. Descriptive statistics

Variables N Minimum Maximum Mean Std. Deviation
ROA 330 ‘ 1.00 7.00 5.4682 0.43151
INNBDZ 330 2.00 7.00 6.1136 0.19771
PROBDZ 330 2.00 7.00 6.0591 0.16304
NBVBDZ 330 ‘ 2.00 7.00 6.0864 0.18853
SRWBDZ 330 2.00 7.00 6.0500 0.17906
INNPID 330 2.00 7.00 6.0773 0.24175
PROPID 330 ‘ 2.00 7.00 6.0682 0.11030
NBVPID 330 2.00 7.00 6.0591 0.16696
SRWPID 330 1.00 7.00 6.0591 0.23168
AQID 330 2.00 7.00 6.0818 0.21732
ASID 330 2.00 7.00 6.0364 0.15016
TRID 330 ‘ 2.00 7.00 6.0773 0.20062
EXID 330 2.00 7.00 6.0636 0.16867
INNFQM 330 2.00 7.00 6.1182 0.17998
PROFQM 330 ‘ 2.00 7.00 6.0500 0.14367
NBVFQM 330 2.00 7.00 6.0818 0.13582
SRWFQM 330 2.00 7.00 6.0273 0.18944
AQFQM 330 ‘ 1.00 7.00 5.8636 0.33089
ASFQM 330 2.00 7.00 5.9909 0.22004
TRFQM 330 1.00 7.00 5.9591 0.28680
EXFQM 330 1.00 7.00 6.0318 0.22153
CE_INN 330 1.00 7.00 6.0727 0.25483
AB_EXP 330 ‘ 2.00 7.00 6.1182 0.18770

Source: Author

Page 28 of 40



Cod
.

&

1839157

Asogwa et al., Cogent Business & Management (2020), 7

cogent--business & management

/10.1080/23311975.2020.1839157

//doi.org

https:

SOWV $5dS Buisn Joyany :93inos

1 €90 ¢7L°0 | 0SL°0 | ¢8L°0 L 989 €LY 889" (478 ¢S89 | 089 | L | IsL 589 %9’ €89 LLL LLY 9€9° 969 L 60, dx3 av
1 ¢EL’0 | 9890 | 9690 69 618 oL 769 00L 09" | STL | %0L | TTIL 681 JAYA 679 67, 16l 60 £99 17 569 NNI 3D
1 | 810 | €20 089 ot 108 89 889 €L9° | 0L | %0L | TOL %69 8S/L 79 STL €0L (478 799 €09’ 0,9 WO4X3

T | L0 %9 189 859 08L° 69 6€9° | 889" | 609" | ¢OL 919 599 16l S0L €99’ 059 £08 069 0,9 WO4dL

1 gL 969" 33 [4a%h e €89 | 859" | 189" | 1SL° £89° SS9 129 w81 80" 0%9° 79 88/ LL9 WO4SY

T LS9 L9 L€9" LEL 9 | ¥89" | 199 | €0 099 0,9 L9 6eL 89 999 699 LEL 6¢L WO40V

1 789 Ly 59 €8 | TIL | 099 | €LY 188 60, 119 6.9 98 €69 979 189 59 NDAMAS

1 079 979 169" | tv8 | 189" | 959 869 o€y £09 6.9 90’ 0€g” 109 8¢9 €59 WO4NIN

1 989 LS | 669 | €S | 689 779 589 F140) S0L 109° w9 [43°) 999 SL9 WO40¥d

T | 0%9" | 909" | €89 | g6 199° S09° €59 s 819 009 089 €56 69 WO4ANNI

T €9 | 909 | S%79 L16 L9 565 799’ [44e 049" 509 799’ §89° a3

T|91L | 689 61L 4 174 759 0oL 56 69 [43°) 969 anL

1| oL 659 SLY 139 80, 8€9 619 L%6 989 999 aisy

1| S89 €y §59° s 189 9€9 €69’ 6%9° SL9 arov

1 €09’ 809 189 [44) 989 679 69 179 aldMas

1 LLY €79 869" 8¢9 £99° 9€9’ S0z AIdAGN

1 SLY 109 9%9 76 LSS 999 dIdo¥d

1 S0L 879 669 19¢ 69 QIdNNI

1 A7A 119 86¢” 119 Zaamds

T 799’ §e9 L9 ZAQgAaN

1 069 199 204904d

1 | 83y ZQaNNI

1 vOod

dX378V | NNI 30 | WO4X3 | WO4YL | WO4SY | WOJDV | WO4MYS | WOJAEN | WDJ0dd | WOANNI | QIX3 | QI¥L | @ISV | IOV | QIJMY¥S | AIdAEN | QIdO¥d | AIANNI | ZQ9MYS | ZAdAEN | Za90¥d | ZAGANNI | VOY¥ | S3IqOMDA

Page 29 of 40



Asogwa et al., Cogent Business & Management (2020), 7: 1839157 ﬂvf Cogent P b us | Nness & mana gement
https://doi.org/10.1080/23311975.2020.1839157

Table 5. Regression output

Variables Estimate S.E CR
INNPID 1.150% 067 17.083
PROPID ' 9317+ 064 14.547
SRWPID 1.070%+ 070 15.371
NBVPID 0.080* 0.04 2.000
CE_Ind_Directors ' 1,078+ 065 16.572
NBVFQM 928+ 064 14578
INNFQM 1,038 063 16.4622
PROFQM 957+ 063 15.147
SRWFQM 0.900* 0.42 21420
CE_Freq Meet ' 1.202% 0.120 10.0166
SRWBDZ 11317 070 16.105
NBVBDZ 1113 072 15.451
PROBDZ ' 0.300% 0.15 0.1500
INNBDZ 1.209%+ 068 17.665
CE_Board_Size 0.543* 0.25 2.172
AQFQM ' 1258 304 4136
ASFQM 1.065+* 063 16.839
TRFQM 1154 065 17.742
EXFQM 0.750* 0.200 3.750
Ab_Freq Meet 0.870% 035 2.485
AQID ‘ 11217 084 13.269
ASID 1.079%+ 079 13.577
TRID 1,108 083 13.309
EXID ‘ 1,200+ 0.07 14.509
Ab_Ind_Directors 1123 073 15.394
CE_INN 0.784 0.620 1.2645
AB_EXP (ROA) ' 0.0210 0.0156 1.3461
AB_EXP (CE_INN) 6.118% 080 76.406

Source: SPSS AMOS

capacity components positively affect innovation performance. We also found consistent result with
Jimenez-Barrionuevo et al. (2019) who found that realized absorptive capacity yielded a positive influ-
ence on both new business venturing and self-renewal. Thus, entrepreneurs could enhance potential and
realize absorptive capacities at the same time in order to improve the end performance of their corporate
entrepreneurial projects. This relationship translates into positive firms’ performance. However, the effect
of corporate entrepreneurship on firms’ performance is not statistically significant. Therefore, corporate
entrepreneurship driven by higher absorptive capacity insignificantly but positively impacts firms’ per-
formance (coefficient (CE_INN) = 0.784; p-value>0.05). Thus, our finding does not support the hypothesis
that corporate entrepreneurship significantly affects firms’ performance. This implies that all things being
equal, firms’ innovation ideas may not necessarily enhance firms’ performance. This finding challenges
the ideas from several empirical researches that mere corporate new business venturing enhances firms’
performance. The finding is not consistent with the study of Hall and Bagchi-Sen (2002), Lumpkin and
Dess (1996), and Hughes and Morgan (2007) who concluded that corporate entrepreneurship activities
including innovation and proactiveness yield positive impacts on corporate performance. Specifically,
innovation is identified by Bruderl and Peisendorfer (2000) as the key factor that determines firm’s
growth. This conclusion is also inconsistent with the finding of Clydesdale (2007) that entrepreneurial
innovators are expected to initiate economic development and change, which can create value for
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shareholders through R & D (Kelm et al., 1995). We found that though corporate entrepreneurship does
not devalue shareholders’ value, at the same time, it does not enhance it without mediating variables.
Our analysis also shows that the impact of corporate absorptive capacity on firms’ performance was
positive but insignificant (coefficient (AB_EXP) = 0.0210; p-value>0.05). This implies that higher exploita-
tion of corporate internal and external new knowledge could advance firms’ value. However, the
potential effect is not going to yield a reasonable positive effect. Based on this finding, we reject the
hypothesis that corporate knowledge exploitation significantly impacts firms’ financial performance. This
conclusion is inconsistent with several empirical studies namely Kostopoulos et al. (2010) and Liu et al.
(2018) who found that absorptive capacity contributes directly and indirectly to financial performance
though they found that the effect is in different spans of time. We partially support the study of Wales et
al. (2013) who found that inverted U-shaped relationship exists between absorptive capacity and firm
performance, which suggests that the effect can be positive, negative and insignificant.

The three hypotheses tested above are in respect of the direct effect. At this juncture, we examined the
effect when moderated by quality governance mechanisms. We found evidence that when new busi-
ness-venturing activities are moderated by firms’ board composition, the effect of corporate entrepre-
neurship on firms’ performance is positively significant (coefficient (CE_Board_Size) = 0.543; p-
value<0.05). On individual bases, we found that as board size increases, the impact of innovation on
firms’ financial performance increases significantly. This similar effect was achieved on the effect of
strategic renewal, new business venturing and proactivity as board size increases. This implies that firms’
that wish to exploit the effect of corporate entrepreneurship on firms’ financial performance should lay
greater emphasis on the quality and composition of their boards. Consistently, we found evidence with
the theory that higher number of board members reduces managers’ fraudulent behaviour (Imoniana et
al., 2016). Thus, our finding showed that larger boards would be able to contain managerial cost relating
to activity manipulation in the name of corporate entrepreneurship. Such a reduction of activity manip-
ulations translates into higher profitability. Thus, higher board size will help in mitigating transaction
opportunisms (Jensen & Meckling, 1976; Ramzi, 2009). Consistent with empirical evidence, we found
support for the idea that the ability of the board to monitor effectively to limit the accounting information
bias that could affect the disclosure of R & D expenditures depends on the size or composition of the
board (Man & Wong, 2013; Ramzi, 2009). Thus, having a larger board is associated with less reporting
manipulation (Xie et al., 2003) because diversifying in term of board membership brings useful skills and
monitoring ideas that could help run the business in a more effective way than when the business is
directed by few individuals in the board (Yusoff & Idris, 2012). This means that corporate entrepreneur-
ship ideas would increase as board size increases because more ideas and direction would be provided,
which impact the ability of new business-venturing activities to influence firms’ financial performance.

The mediating role of the presence of independent directors was found to be very significant and
positive (coefficient (CE_Ind_Directors) = 1.078; p-value<0.001), This finding thus supports the hypothesis
that the presence of independent directors in the boards mediates significantly and positively the effect
of corporate entrepreneurship on firms’ financial performance. On individual dimensions of corporate
entrepreneurship, we found that each dimension of corporate entrepreneurship including innovation,
proactivity, new business venturing and strategic renewals is being moderated significantly and posi-
tively by the presence of independent directors on the boards on the way they impact firms’ financial
performance. Our finding supports the theory and the findings of Rosenstein and Wyatt (1990), Peng
(2004), and Brunninge et al. (2007) that the independent directors’ role and nature place them in better
position to supervise and direct management towards corporate entrepreneurship goals. Thus, we
support the view that independent directors can play an important role in the business of acquisition
that requires specialist knowledge. Consistent with our finding, such acquisitions can be value adding to
the extent that they significantly impact performance. Based on our finding, we confirm the fact that
independent directors help in speeding up knowledge transfer for innovations through network capability
(Westphal, 1999). The finding also implies that firm expansion through external directors can help to
attract capital while also such expansion enriches the firms’ learning experience for innovation activities
(Fried et al., 1998), which translate into higher financial performance.
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Moreover, we found that boards that meet frequently influence significantly and positively the
impact of corporate entrepreneurship on firms’ financial performance. As boards meet frequently,
the impact of corporate entrepreneurship on firms’ financial performance increases (Coefficient
(CE_Freq_Meet) = 1.202; p-value<0.1). This means that performance effect of corporate entrepre-
neurship on firms’ performance increases with frequency of board meeting. In other words, boards
that do not meet regularly would not promote the potential effect of corporate innovation on
firms’ performance. Analysis based on dimensions of corporate entrepreneurship as well showed
that the frequency of board meeting interacts with innovation, proactivity, strategic renewals and
new business venturing to influence firms’ performance. Therefore, we accept the hypothesis that
frequency of board meeting significantly mediates the effect of corporate entrepreneurship on
firms’ financial performance. Our finding is consistent with the theory that when board members
meet frequently, there are higher chances of sharing their experience, knowledge and judgment
regarding business innovations. Such frequent meeting and idea sharing would provide more
critical information and valuable resources (Forbes & Milliken, 1999) for advising the management
team on important matters for the company while reviewing the main strategic actions (Haynes &
Hillman, 2010). We found that such new ideas and strategic reviews translate into higher financial
performance. The finding also agrees with the fact that more frequent meetings are likely to result
in a more efficient board (Vafeas, 1999) and better governance (Chiang and He, 2010), which are
valuable for building and developing a network of relations among members (Gabrielsson &
Winlund, 2000). As relationship improves, ideas that would influence performance through corpo-
rate entrepreneurship could increase, which did translate into higher performance. Consistently,
we accept the idea that good relations through board meeting among directors may improve
access to necessary resources (capital, information, talent, etc.), thus reducing the risk of a short-
age of resources for R&D (Chen and Hsu, 2009). The meditative role of frequency of board meeting
on the effect of corporate entrepreneurship yields significant performance effect because frequent
of board meetings gives members a better understanding of commercializable R&D activities.

Absorptive capacity effect on firms’ financial performance was found to be significant and positive
when the effect is moderated by the boards’ frequency of meeting (coefficient (Ab_Freq_Meet) =1.258;
p-value<0.05). Thus, as firms’ power of acquisition, assimilation, transformation and exploitation
(realized and potential absorptive capacity) of internal and external knowledge increases, such a
change can only advance firms’ performance only when the boards meet frequently. Such a meeting
has the capacity to channel the new acquired knowledge to efficient utilization that would impact
firms’ financial performance. Therefore, this finding warrants that the hypothesis that frequency of
board meeting mediates significantly the impact of absorptive capacity on firms’ financial perfor-
mance would be accepted. Our finding is consistent with the theory that when board members meet
frequently, there are higher chances of sharing their experience, knowledge and judgment regarding
business innovations. This means that such frequent meeting and idea sharing would provide more
critical information and valuable resources (Forbes & Milliken, 1999) for advising the management
team on important matters for the company while for reviewing the main strategic actions (Haynes &
Hillman, 2010), acquiring new knowledge, and exploiting it for commercial end. In this case, such new
ideas and strategic reviews translate into higher financial performance consistent with the finding. The
finding regarding absorptive capacity impact as moderated by frequency of meeting also agrees with
the fact that more frequent meetings are likely to result in a more efficient board (Vafeas, 1999) and
better governance (Chiang and He, 2010), which are valuable for building and developing a network of
relations among members (Gabrielsson & Winlund, 2000). As network is built, firms’ absorptive
capacity widens, which organizations harness and exploit for commercial purposes.

The impact of corporate absorptive capacity on firms’ financial performance increases as board
maintains  optimal level of the presence of independent directors (coefficient
(Ab_Ind_Directors) = 1.123; p-value <0.01). This implies that the presence of independent directors
shapes the effect of absorptive capacity dimensions’ impact on firms’ performance. We found that
acquisition, assimilation, transformation and exploitation of both internal and external sources of
knowledge yield positive significant effect on firms’ performance only when the board has neural
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members. Based on this finding, we conclude that both potential and realized absorptive capacity
dimensions affect firms’ performance when they are moderated by independent directors. This means
that board should maintain a reasonable level of independent directors for absorptive capacity to yield
significant effect on their financial status. Independent directors bring neutrality to the boards. As
such, they would not encourage transformation and exploitation of knowledge for self-interested
purpose, which could defeat the performance goal of absorptive capacity. Commercialization of ideas
for the organizational progress would be impossible if the essence of the acquisition of knowledge is to
engage in creative accounting. Thus, we support the theory that the independent directors’ role and
nature place them in better position to supervise and direct management towards corporate entre-
preneurship goals (Brunninge et al., 2007: Peng, 2004; Rosenstein & Wyatt, 1990). We also support the
view that independent directors can play an important role in the business of acquisition that requires
specialist knowledge, which can be exploited to enhance performance. Consistent with the above, an
acquisition can be value adding when harmonized with detached interest. Overall, independent
directors help in speeding up knowledge transfer for innovations through network capability
(Westphal, 1999). Such behaviour translates into higher performance.

7. Summary and conclusion

Absorptive capacity (potential and realized) and corporate entrepreneurship yielded positive joint
effect on firms’ performance. However, the effect of the phenomena depends on the corporate
governance mechanisms’ quality. Firms’ acquisition, assimilation (potential absorptive capacity),
transformation and exploitation (realized absorptive capacity) of the knowledge resources though
do not directly reduce firms’ financial performance cannot also directly advance firms’ performance.
All the dimensions of corporate entrepreneurship were found to yield insignificant positive effect on
firms’ financial performance when directly examined. We, however, found that the effect depends on
the quality of the governance structures. Absorptive capacity and corporate entrepreneurship jointly
impact firms’ performance positively when the governance structures are efficient. Firms’ absorptive
capacity and corporate entrepreneurship dimensions’ effect changed as frequency of board meeting
increased. This is because independent directors’ role and nature place them in better position to
supervise and direct management towards corporate entrepreneurship goals (Brunninge et al., 2007:
Peng, 2004; Rosenstein & Wyatt, 1990). This implies that the management should not flock employees
around corporate entrepreneurship ideas in a weak corporate governance environment. This is
because ideas which may enhance the effect could be lacking. Neutrality of board and the optimality
of board size are very vital for both absorptive capacity and corporate entrepreneurship dimensions
effect on firms’ performance. Board size should be optimal for higher monitoring, which can mitigate
transactions opportunisms to occur. Business performance thrives in less fraudulent environment.

The ideas of corporate governance mediating the joint impact of absorptive capacity and corporate
business venturing are found to be critical to firms’ performance. For absorptive capacity to be
developed and exploited to the extent of influencing intrapreneurship, and firms’ financial perfor-
mance, effective corporate governance structure ought to be on the ground. Corporate governance is
an important control measure for any organization. We found that it can influence every facet of an
organization’s activities including knowledge management and firms’ innovation activities. It is well-
known fact that corporate governance has proven to be an essential feature of firms since it helps to
improve the organizational strategic management. Organizational vision including realization of
absorptive capacity is shaped by the board and the board harnesses organizational resources and
ensures that adequate power is well distributed to guarantee goal realization. However, managers’
response to innovation challenges could be opportunistic, thus occasioning the need for strong
governance structures by the innovating firms. This means that managers could have personal
interest such as increasing firms’ absorptive capacity to achieve personal compensation often at the
expense of the shareholders. This is the conflict of interests that often occurs between the principal
and the agents based on agency theory (Jensen & Meckling, 1976). In their positive accounting theory,
Watts and Zimmerman (1986) highlight that the possibility exists for managers to exercise discretion
over corporate activities including managing knowledge to influence contractual benefit. Since we
found this to be true in poorly governed firms, we expect effective governance structures to be
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instituted while board should try to mitigate such tendencies around innovative ideas. Our analysis
implies that board should be effective in providing an absorptive capacity to enable firms gain access
to varied and current knowledge that enriches corporate entrepreneurship (Zahra et al., 2009) while
controlling potential information asymmetry likely to result in opportunistic behaviour in the name of
innovation. In addition, boards should play the following roles regarding firms’ absorptive capacity
management. Firstly, they could set broad direction, and then reevaluate it periodically as new
information comes to highlight changes in the business environment and products and markets in
which the firm is competing (Birkinshaw, 2003). Secondly, boards should reinforce efforts across the
company that fit within the existing direction. The idea in this policy recommendation is that senior
directors and executives are to be constantly evaluating strategy, making continual adjustment based
on their views about the direction the company should be heading for and the feedback they receive
from business units experimenting with a variety of new products and services (Birkinshaw, 2003) in
particular for the commercialization ends. In this case, the central role of the directors is to magnify
and reinforce those business unit initiatives that most clearly fit their stated goals (Birkinshaw, 2003).
This could easily be realized as boards meet regularly for the reinforcement strategies. The board also
plays key roles by allocating appropriate space for employees for entrepreneurship activities. This is
important because problem could arise with the entrepreneurial approach if too much authority, space
and time are given to employees to pursue their entrepreneurial ideas. Such excessive power can
easily make them lose focus on the routine activities of their existing jobs. This can result in negative
effect, which does affect the power of corporate new business venturing to impact firms’ performance.
By encouraging employees to continually share new opportunities, executives could take attention
away from the existing businesses, which could yield long-term impact. Unless boards harness space
opportunity given to employee to pursue new ideas, poorly planned or wasteful activities could occur,
which at the same time could lead to lower performance impact. It is also important to understand
that balance is the key because too little space and autonomy do frustrate entrepreneurial managers
that vie for new exploitative knowledge. Thus, to maximize the meditative role of corporate govern-
ance, the board should help entrepreneurial executives to achieve a better balance between openness
and control (Birkinshaw, 2003). Thirdly, corporate boards should set boundaries in entrepreneurship
pursuit to mitigate potential agency conflict that could impact performance negatively. Boundaries
are essential in any business organization and even if a company explicitly identifies boundaries, it will
still end up leaving many of them such as those that concern legal, ethical, or moral behaviour, implicit
(Birkinshaw, 2003). The result is that committed entrepreneur can often find a way of getting around
the system to enhance self-interest. To avoid breaking boundaries, the board should provide explicit
and sufficient rules regarding capital allocation and risk in creating business subsidiaries, absorptive
knowledge pursuit and innovation. This means that the board should interpret the rules to avoid the
employees exploiting the rules for opportunistic transactions. In line with prior research, to help
establish boundaries, we recommend that firstly boards should identify innovation critical boundaries,
which are the ones that can destroy the business if crossed because of opportunistic desire. In this
case, using innovation for self-interested purpose should attract hard consequences including dis-
missal and the entrepreneurial employees should be made to understand that once they cross the
corporate entrepreneurship boundaries dismissal awaits them. Secondly, as Birkinshaw (2003) recom-
mended, board should be made to identify other innovation boundaries that are no less important but
that can be controlled less intrusively in order to maintain the spirit of initiative. This would involve
establishing codes of conduct or values statements for the corporate entrepreneurship. Fourthly, the
boards should provide a balanced support for entrepreneurship activities and this support should cover
the wealth of services companies provide to individuals and business units to enable them to do their
innovation, new business venturing and proactivity jobs well. This would be based on promoting
absorptive capacity to understand what competitors are doing. Boards should create network forums
and committees to share experiences from training and development programmes. Generally, the
mediating role of governance is vital to influencing firms’ innovation performance impact because
with too much support, even with the best intentions, the organization can become bureaucratic and
complex as initiative could be killed. On the other hand, Birkinshaw (2003) warns that with little
support, a real risk arises that individual managers will start to act like lone entrepreneurs, taking
initiative without any regards for what is happening around the organizations. Organizationally, this
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attitude will results in innovation duplication including lots of overlapping innovative and new busi-
ness-venturing projects. This might also lead to different business units of the same firms pursuing the
same customers with little or no synergy. There is also consequence from the individual innovator’s
perspective: it could lead to innovation zeal burnout, confusion and disillusionment (Birkinshaw, 2003).
Thus, innovation support systems are very essential means for large organizations to help individuals
and business units perform to their highest potential for maximum performance effect. But at the
same time, unless well harmonized, such harsh system can become oppressive if they are too
numerous or are forced on unnecessarily individuals from the boards and the top management.
Therefore, the board should thus put in place enough support systems to help entrepreneurial
individuals, which would help them make sure they know where to go for innovation assistance.
Corporate governance boards should ensure that support system should encourage business units to
collaborate on their own through frequent meeting to understand the employee real innovation
material needs.

This study is limited by geographical location and firm sector. We also engaged few governance
mechanisms while analysis of the corporate entrepreneurship dimensions used only single measure.
We recommend studies from the global perspective that would involve a comparative study of the two
or more countries with stronger governance structures. We also recommend studies that exploit all
the key mechanisms of corporate governance such as ownership structure, audit committee, board
leadership structures and institutional investors. Moreover, the latent dimensions of the innovation
dimensions could be expanded and the governance viewed along the latent observable variables.
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