3l

GROWTH THAT COMPOUNDS

External information becomes
innovation through absorptive
capacity

More information is not more innovation: separate recognition,

assimilation, application, prior knowledge, orientation, and
coordination.

Sinan Isoglu, vea (Quantic)

Commercial growth leader, lecturer and doctoral researcher

PUBLISHED READING TIME WORDS

1 September 2026 8 min 1,666

https://isoglu.com/insights/journal/external-information-becomes-innovation-through-absorptive-capacity/



CONTENTS

Management summary 2
Why is external market data collection insufficient for commercial innovation? 3
How does prior domain knowledge determine an organization’s ability to interpret signals? 4
Why is absorptive capacity fundamentally shaped by historical learning investments? 5
How do specialized operational capabilities transform into organizational rigidities? 5
How should innovation leadership design a synthetic external signal review? 5
What operational sequence converts raw intelligence into executed market innovations? 6
Where are the conceptual boundaries of absorptive capacity frameworks? 6
References 8
MANAGEMENT SUMMARY

An external signal does not become an innovation merely because a team collected it. Cohen and Levinthal
define absorptive capacity as the ability to recognize the value of new external information, assimilate it, and
apply it to commercial ends. Prior related knowledge and expertise diversity shape what can be understood,
while early knowledge investment makes capability path-dependent. Atuahene-Gima adds the
capability-rigidity dilemma: orientations and capabilities can support exploitation in one setting and constrain
exploration in another, with coordination and innovation mode still to be specified. This article turns the
sources into an information-to-innovation path card. It does not diagnose a firm, promise an innovation out-
come, or equate information collection with capability.
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More external information is not automatically more innovation.

The short answer is that information creates an innovation possibility only when an organization can recognize its
value, assimilate what it means, and apply it to a commercial or organizational purpose. Cohen and Levinthal call
this absorptive capacity. Prior related knowledge and expertise diversity shape what a team can notice and un-
derstand. Early investment makes the capability path-dependent. Atuahene-Gima adds a second warning: a cap-
ability or orientation that supports exploitation can also make exploration harder in another setting.

The practical unit is therefore not the volume of collected signals. It is the path from signal to recognition, inter-
pretation, recombination, application, and an observed innovation outcome. The path card below is an author
framework grounded in the sources. It is not a score or a promise.

Why is external market data collection insufficient for commercial
innovation?

Imagine the same competitor announcement, customer complaint, or technical paper entering two organiza-
tions. One team sees a change in the problem it serves. The other files the document in a repository and waits for
the next planning cycle. The difference is not necessarily access. It may be the capacity to connect new informa-
tion with prior knowledge, translate it across expertise domains, and apply it to a decision.

Keep the states separate:

Table 1 Why is external market data collection insufficient for commercial innovation?

State Question Failure if skipped

External signal What new information entered the A later idea is treated as if it appeared
organization’s boundary? from nowhere.

Recognition Why might this information matter to Collection is called capability.

the organization’s work?

Assimilation What does the signal mean in the rel- A summary is mistaken for understand-
evant domain and context? ing.

Application Which product, process, offer, or de- Learning remains detached from action.
cision uses the interpreted know-
ledge?

Outcome What observable change qualifies as Activity is treated as an innovation res-
innovation for this review? ult.

Table from this essay. Sources and interpretation are given in the article.

The sequence does not imply that every signal should be applied. A signal may be irrelevant, infeasible, duplicat-
ive, or outside the organization’s purpose. The point is to make the rejection or continuation decision visible.
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Figure 1 The information-to-innovation path card
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What external information entered,
when, and from where?

Which related knowledge makes the
signal interpretable?

What value or problem was noticed?

How was the signal translated and
connected to existing work?

Which action, offer, process, or experi-
ment uses it?

Is the next move exploratory or ex-
ploitative, and which customer or
competitor orientation is involved?

Which functions must connect for the
application to travel?

What observable change qualifies as
innovation for this decision?

Do not call collection absorptive capa-
city.

Keep domain and path dependence vis-
ible.

Record why the signal matters here.

Distinguish understanding from storage.

Name the application boundary.

Do not collapse orientations or modes.

Coordination is a condition to inspect,
not a guaranteed effect.

Separate learning activity from innova-
tion outcome.

Author's framework grounded in Cohen and Levinthal (1990) and Atuahene-Gima (2005). The fields and examples are synthetic; no firm data or innova-

tion outcome is supplied.

How does prior domain knowledge determine an organization’s

ability to interpret signals?

Cohen and Levinthal define absorptive capacity as the ability to recognize the value of new external information,
assimilate it, and apply it to commercial ends. The definition has three verbs for a reason. Recognition without as-
similation is an alert. Assimilation without application is understanding that has not yet changed a product, pro-
cess, or decision.

Prior related knowledge helps because new information is rarely interpreted without a frame. A team with experi-
ence in a domain may identify a meaningful technical change faster than a team that has only a large collection of
undifferentiated documents. Expertise diversity can add another resource by giving the organization more than
one vocabulary for interpreting a signal.

Neither condition is a universal advantage. Prior knowledge can be too narrow or anchored to an old solution. Ex-
pertise diversity can create translation and coordination costs. The relevant question is not whether the organiza-
tion has more knowledge. It is whether the available knowledge makes the signal both understandable and us-
able for the decision at hand.

The release card should therefore name the prior knowledge and the gap it leaves. “We monitor the market” is an
activity statement. “This team can connect the signal to this decision because it has this related knowledge, while
this missing expertise remains unresolved” is a capability boundary.
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Why is absorptive capacity fundamentally shaped by historical
learning investments?

Cohen and Levinthal connect innovative capability to prior investment, including R&D and early knowledge devel-
opment. The implication is path dependence. An organization that invested early in a domain may be better posi-
tioned to recognize and apply a later signal. An organization that did not invest may face a longer learning path
even when the signal is publicly available.

This is not an argument for investing in every possible knowledge domain. It is an argument against treating fu-
ture absorptive capacity as a switch that can be turned on after an external event. The cost and timing of building
the relevant vocabulary, expertise, and relationships belong in the decision.

It also changes the meaning of a failed response. Failure to apply a signal may reflect lack of recognition, limited
assimilation, missing expertise, weak coordination, or an intentional choice not to pursue it. The card records the
state; it does not guess the cause from the final outcome.

How do specialized operational capabilities transform into organiz-
ational rigidities?

Atuahene-Gima frames a capability-rigidity dilemma in new product innovation. A capability can support reliable
exploitation of what the organization already knows while making it harder to explore a different possibility. Cus-
tomer orientation, competitor orientation, innovation mode, and coordination therefore need to be kept as sep-
arate fields.

This separation prevents a common strategic shortcut. A team hears that it should be customer-oriented and as-
sumes every customer signal should be implemented. Another hears that it should explore and assumes every
new idea deserves resources. The sources support a more conditional view. The orientation and the innovation
mode interact with what the organization is trying to do, what it already knows, and how functions coordinate.

Exploitation asks how to improve or extend an existing offer, process, or relationship. Exploration asks how to in-
vestigate a less certain possibility. The terms describe a decision mode, not a permanent identity. A customer sig-
nal can lead to exploitation in one case and exploration in another. Competitor information can trigger a re-
sponse, a new search, or a decision to ignore a distraction.

Coordination belongs in the path because recognition may happen in one function while application requires an-
other. A commercial team can see a customer need, a product team can interpret the technical implication, and
an operations team can test delivery feasibility. If the handoff is not defined, the organization may have know-
ledge in three places without an innovation path between them.

How should innovation leadership design a synthetic external sig-
nal review?

Use a public, synthetic example to make the distinction concrete. Suppose a team receives a signal that buyers
are changing how they evaluate a service. The team should not jump from the signal to “innovation.” It should re-
cord:

1 what was observed and why it is relevant;
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2 which prior knowledge explains the signal and which expertise is missing;

3 whether the work is recognition, assimilation, application, or an outcome;

4 whether the proposed response exploits an existing offer or explores a new one;
5 which customer or competitor orientation is in use;

6 which functions own the translation and test;

7 what observable change would count as an innovation for the declared decision.

The example is intentionally incomplete. An external signal can be meaningful and still not justify a product
change. The decision may stop at recognition because the signal is outside the strategy, because application is in-
feasible, or because the cost of learning exceeds its value. That is a disciplined stop, not a failure to collect more
information.

What operational sequence converts raw intelligence into executed
market innovations?

Before an external signal becomes a growth or product priority, record:

1 the source, date, and content of the signal;

2 therelated knowledge and expertise diversity available to interpret it;
3 therecognition statement and the problem it makes visible;

4 the assimilation step that connects it to existing concepts or work;

5 the application, owner, and decision boundary;

6 the exploration or exploitation mode;

7 the customer or competitor orientation, kept separate;

8 the coordination handoff and unresolved capability gap;

9 the observable outcome that would qualify as innovation;

10 the result that would stop or revise the path.

This sequence turns absorptive capacity into an inspectable path without reducing it to a checklist score. It makes
learning activity, strategic choice, coordination, and innovation outcome visible as different states.

Where are the conceptual boundaries of absorptive capacity frame-
works?

The sources do not diagnose a current firm. They do not establish that more information, more expertise, custom-
er orientation, or coordination automatically produces innovation. Cohen and Levinthal supply a capability defin-
ition and a path-dependence argument. Atuahene-Gima supplies the rigidity, orientation, exploration, exploita-
tion, and coordination tension. The path card is the author’s translation between those boundaries.

The stopping rule is concrete. Do not call an information program an innovation capability until it can show re-
cognition, assimilation, application, the mode and orientation involved, the coordination boundary, and the out-

Sﬂ External information becomes innovation through absorptive capacity




come definition. If those fields are missing, the organization may be learning. It has not yet earned the stronger in-
novation claim.

The knowledge-conversion boundary connects to dynamic capabilities as routines and growth as an exploration-
exploitation portfolio.
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