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Abstract
Absorptive capacity has emerged as one of the most important concepts in the �eld of strategic
management. It has been seen as an essential factor in forming innovation capability. However, the result
may differ without the presence of knowledge management. This study discusses knowledge
management’s role as a mediating variable to the relationships between types of absorptive capacity and
innovation capability. We focused the research on young professionals, hence we gathered data from 180
alumni of Business Administration major who already have su�cient working experience to observe their
knowledge management, absorptive capacity, and innovation capability. We used path analysis
methodology with SmartPLS software as an assisting tool. Our result shows that realized absorptive
capacity has a signi�cant effect on innovation capability with the mediating role of knowledge
management.

1. Introduction
One of the major issues that are currently the concern of various practitioners and academics is the
existence of knowledge management (Bendig et al., 2018). Knowledge is a crucial asset for a company to
have a sustainable competitive advantage (Fainshmidt et al., 2016). One of the bene�ts of knowledge
management is encouraging the learning process, which has implications for increasing innovation
ability through knowledge creation (Azorin, 2014).

Organizations have realized that to compete in market conditions that are growing rapidly, competency
and knowledge development should exist within the organization (Hasbi et al., 2021). Engle et al. (2016)
stated that currently, we are facing a "knowledge era", where only organizations which are able to manage
their knowledge optimally will be able to survive in a competitive environment. Therefore, knowledge
management is important, especially among young professionals, so they can maintain their innovation
capability and compete in the working environments.

The most essential part of knowledge management is encouraging individuals within the organization to
share knowledge about what they know (Pradana et al., 2020). Organizational ability to encourage
knowledge-sharing behavior of employees becomes very important because knowledge management can
be shared, implemented, and developed (Hasbi et al., 2021). On the other hand, sharing stimulates
individuals within the organization to think critically and creatively (Engle et al., 2016). This paradigm is
essential to produce useful knowledge for the company. 

Furthermore, knowledge sharing is known to play a role in increasing individual innovation capability,
because of knowledge sharing can facilitate individuals to re-use and regenerate knowledge in the
company, so that �nally individual innovation ability in the company will increase (Zhang & Zhang,
2017). Knowledge sharing will happen to increase the value of the knowledge owned by the organization
(Gilang et al., 2019). 
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Knowledge sharing is part of strategy formulation created to avoid or minimize obstacles faced by both
the organization and its employees alone. Ability to innovate (innovation capability) is needed for fresh
ideas in a company, and becomes very much essential as it increases knowledge, including learning from
experience (Pradana et al., 2020). If the su�cient knowledge has been reached, the level of innovation
generated will also increase, and as the result, knowledge management will produce a variety of new
ideas (North & Kumta, 2018). 

According to Saragih et al. (2018), one of the factors that can support the achievement of the ability to
innovate is a climate of innovation and vision in which the company provide objective support for the
realization of innovation. Furthermore the ability to absorb knowledge is mentioned as company reasons
to invest in the research and development sector. Development and this research will �nd out to what
extent the company is able to manage its knowledge by looking at creativity and innovation produced
(Zhang & Zhang, 2017).

The ability to evaluate and utilize the knowledge from outside better will open the mindset of individuals
and organizations to always develop creativity and innovation (Pradana et al., 2020). Concerning the
conditions as has been explained, knowledge has been created and classi�ed according to the needs and
organizational dynamics need to be developed and transferred to all organizational units through
knowledge sharing to be disseminated and applied in the organization (Saragih et al., 2018). Finally, all
these process will reach the objective of organizations to innovate and compete in the market.

Based on this background, we decide to conduct a study related to the relationship between knowledge
management, absorptive capacity, and innovation capability. We limited our study to young professionals
who have been in the professional working environments for around a year to �ve years. The research is
divided into �ve parts, which are introduction, literature review, methodology, result and discussion, and
conclusion.

2. Literature Review
The Importance of Absorptive Capacity 

Absorptive capacity according to Zahra and George (2002) de�ned as a series of organizational routines
and processes by which company acquires, assimilates, transforms and exploit knowledge to produce
organizational capabilities that dynamic. Meanwhile, Levinthal (2020) explained that the absorptive
capacity namely the ability of a company to recognize new value, external information, assimilate, and
apply it to commercial purposes are critical to the ability innovative. Speci�cally, Zahra and George
(2002) explain absorptive capacity re�ects one kind from the relationship of individual abilities that can
affect the performance of individuals from learning and use of knowledge. Therefore, one's absorptive
capacity determined by prior knowledge she or she has. Individuals have formed his own absorptive
capacity before they are involved with an activity from sharing knowledge. Between one individual with
others will be able to different levels its absorptive capacity, it is between others due to differences in
conditions such as professional experience or background behind education. To have a capacity level of
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absorption of the required knowledge, one needs to know the different types knowledge or topic (aspect
of breadth of knowledge), and also need to master with explore a certain type of knowledge (depth of
knowledge aspect). 

In the theory of absorptive capacity, one's absorptive capacity is the ability to recognize the value new,
external information, assimilate, and apply it for commercial purposes is very essential for innovative
abilities (Levinthal, 2020). Between one individual with others will be able to different levels its absorptive
capacity, it is between others due to differences in conditions such as professional experience or
background behind education (Suryaningrum & Silvianita, 2018). Individuals with large absorptive
capacity, or with prior knowledge that is more relevant will better able to learn, assimilate and take
advantage of the knowledge shared with knowledge sharing process (Saragih et al., 2018). 

According to Zahra and George (2002), Absorptive capacity classi�ed into two dimensions, namely:
1) Potential absorptive capacity. Potential absorptive capacity is the ability owned by individuals based
on experience, expertise and educational background. So when the employee is placed in a position that
does not match the expertise or abilities possessed (potential absorptive capacity) there will be
inequality in carrying out their work. The second is Realized absorptive capacity. Realized Absorptive
Capacity is realization absorption capacity which consists of the ability transformation which can be
de�ned as the ability of a company to develop and perfect the routine facilitates combining
knowledge existing and newly acquired knowledge and assimilated. On the other hand, the absorptive
capacity this is also made of exploitability a company that basically is the capacity of a �rm to
implement newly acquired knowledge products or services that can provide �nancial gain. It can be
concluded that the absorption realization is a function of the transformation ability and exploitation.

Last, Zahra and George's Research (2002) shows a set of indicators that can used to measure absorptive
capacity namely: 1) Acquisition (acquisition ability knowledge), namely the intensity of effort and speed
companies in identifying and acquire the knowledge necessary for operating activities obtained from the
environment external. 2) Assimilation (ability assimilation of knowledge), namely the company's ability to
study or study knowledge previously owned, synthesize knowledge, and combine knowledge obtained
from external sources. 3) Transformation (transformation ability knowledge), namely the company's
ability to develop and improve routines which facilitates merging existing knowledge with knowledge
newly acquired. 4) Exploitation (ability to exploitation of knowledge), namely the ability companies to
improve, expand, and elevating existing competencies or create a new one by combining knowledge that
has been acquired.

The Mediating Role of Knowledge Management

According to North & Kumta (2018), knowledge management must take into account the elements of
knowledge sharing, such as participants (employees), contributors, media and availability of people who
facilitate knowledge sharing itself. All these elements are integrated by trust between employees,
otherwise the knowledge sharing process being carried out by the organization will be hampered
(Suryaningrum & Silvianita, 2018). Basically, knowledge creation comes from the individual. Knowledge
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that contained in the organization is the result of creation of the people in the organization (North &
Kumta, 2018).

Knowledge sharing or sharing knowledge is a process where individuals exchange their knowledge and
experience (North & Kumta, 2018). Employee Role in knowledge management is undeniable that human
resources play an essential role in achieve organizational or company goals. The fact that human
resources become the center of attention of the company for directed to achieve human resources
betterment. Therefore, the functions of human resource management must synergize with each other
(Hasbi et al., 2021). 

Knowledge creation is done by designing the framework starting with of data, information, and
knowledge previously owned, while the function own organization in knowledge creation is to provide
support to individuals in the organization (Andreeva & Kianto, 2011). The creation of knowledge among
members of an organization requires the capability to produce new knowledge and explore the potential
of new skills and develop new ideas, programs, and the processes for replacing existing knowledge with
new knowledge (Mahmoudsalehi et al., 2012; Zhang & Zhang, 2017). While, Andreeva and Kianto (2011)
stated that knowledge creation is combined with innovation, which is refers to the results of the
successful application of the new knowledge. This ability to collect knowledge of employees, including
knowledge work experience, ideas, skills and contextual information are deeply connected with
Absorptive Capacity (Pradana et al., 2020) and in the end will in�uence innovation capability.

The Expected Result of Innovation Capability

Further explained by Levinthal (2020), a person's absorptive capacity is the ability which is not only aimed
at obtaining and assimilate but also to use knowledge. There is an assimilation of knowledge that refers
to a company routines and processes allows to analyze, process, interpret and understand the
information obtained from external sources, making power absorb the potential of the company to
receive, acquire, and assimilate external knowledge better, which is called as an innovation capability
(Pangarso et al., 2020). 

Demir et al. (2021) give an overview that in terms of knowledge sharing behavior consists of two things,
namely: knowledge donating and knowledge collecting.  Knowledge donating is how one communicates
a person's individual intellectual model to the others (Levinthal, 2020). This knowledge donation can also
be interpreted as the ability employees to convey knowledge possessed, including work experience, ideas,
expertise and contextual information to other employees. Ideally, knowledge management will facilitate
obtained knowledge to become capacity to innovate.

Mendoza-Silva (2021) mentioned that innovation capability itself has some dimensions, such as process,
product, process, marketing, and organizational. Innovation is a fundamental element through which
�rms can improve their performance and lead the implementation of new products, services and
procedures as a way of delivering business value and securing competitive advantages. Speci�cally,
based on Nawab et al. (2015), knowledge accumulation has a relationship with innovation, since in
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knowledge accumulation includes storage, obtainment, selection, expansion and establishment of
knowledge become the major key in enhancing innovation in an organization. Moreover, knowledge
sharing become one of the important activity within organization in enhancing knowledge, innovation
and competitive advantage (Nirawati & Prayogo, 2018). At the end, innovation capability also has an
in�uence to performance signi�cantly (Aini et.al., 2013; Nawab et.al., 2015).  

From the literature review we discussed before, seven hypotheses forming a synergic path model can be
formulated. We visually depict the research framework as �gure 1. Afterwards, the seven hypotheses
which can be derived from �gure 1 are:

Hypothesis 1: Potential absorptive capacity has positive and signi�cant direct effect on innovation
capability.

Hypothesis 2: Realized absorptive capacity has positive and signi�cant direct effect on innovation
capability.

Hypothesis 3: Potential absorptive capacity has positive and signi�cant direct effect on knowledge
management.

Hypothesis 4: Realized absorptive capacity has positive and signi�cant direct effect on knowledge
management.

Hypothesis 5: Knowledge management has positive and signi�cant direct effect on innovation
capability.

Hypothesis 6: Potential absorptive capacity has positive and signi�cant indirect effect on innovation
capability though knowledge management as mediating variable.

Hypothesis 7: Realized absorptive capacity has positive and signi�cant indirect effect on innovation
capability though knowledge management as mediating variable.

3. Research Methodology
This research takes place in Indonesia by collecting answers from early-stages employees who are also
alumni of Department of Business Administration, Telkom University, Indonesia. To get the data,
researchers collect the questionnaire from respondents, and use it as a primary data. We collected alumni
data using access to the university database, as well as contacts obtained from the department. This
study uses a quantitative and causal approach with Potential Absorptive Capacity, Realized Absorptive
Capacity, Knowledge Management, and Innovation Capability as variables. This study also analyzes
structural equation models (SEM) using SmartPLS version software (Sulistijono et al., 2020).

PLS is a type of variance-based SEM created to overcome the problems caused by covariance-based
SEM. Furthermore, the aims of using PLS is to test the predictive relationship between the constructs by
seeing whether there is a relationship or in�uence between the constructs (Ghozali and Latan, 2015).
Generally, covariance-based SEMs are used to con�rm theories while Partial Least Square-SEM (PLS-
SEM) are used to develop theories in exploratory research. Also, the most prominent justi�cation for using
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PLS-SEM are attributed to non-normal data, small sample sizes, and formatively measured construct Hair
et al. (2016). The choice of PLS method for this study is based on the reason that there are two latent
variables, with formative indicators forming a mediating effect (Hair, et.al., 2016).

The data were gathered using online questionnaire containing 25 questions explaining four research
construct. To measure absorptive capacity, researchers adapt from theory of Pradana et al. (2020). To
measure knowledge management, researchers use measurements from Demir et al. (2021), while for the
innovation capability use measurements by Levinthal (2020). The questionnaires uses Likert scale with 5
indicates ‘strongly agree’, 4 indicates ‘agree’, 3 indicates ‘neutral’, 2 indicates ‘disagree’, and 1 indicates
‘strongly disagree’ (Sugiyono, 2017). The respondents in this study are alumni of Telkom University who
have entered the job market or have professional placements, while the sample size is 180 respondents.

4. Results And Discussion
After collecting the result of the questionnaire, we received 180 responses out of 25 questionnaire we
distributed. From the respondents, we acquire the pro�le of 56% male respondents and 44% female
respondents, 80% are bachelor graduates and the rest are postgraduates, and over 60% respondents have
entered the job market for more than 5 years, 25% for less than 2 years, and the rest have only started
their �rst year of professional jobs.

According to Hair et al., (2016), it is required to observe the factor leadings to measure items’ validity, then
measure the construct’s validity and reliability so the further analysis can be taken. Therefore, Fig. 2
shows the overall result of the SEM-PLS analysis.

Validity and Reliability

Through the loading factors contained in Fig. 2, the validity of each indicator can then be determined and
test the reliability of the construct variable under study. An indicator is said to be valid if it has a factor
weight greater than 0.70 (Hair et al., 2016). For more details, the loading factors can be seen Table 1.
After making sure all the indicators’ values qualify for further analysis, next step is to measure the
constructs’ validity and reliability. The following are the results of the convergent validity test which
include the average variance extracted (AVE) value and the composite reliability (CR) value for each
research variable. Based on the processing results presented in the table, it can be seen that all latent
variables have AVE values above 0.5 and CR above 0.7 so they can be considered reliable.
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Table 1
Validity and Reliability

Variables Indicators Loading factors Verdict AVE CR Verdict

Potential Absorptive
Capacity

QWL1 0,796 Valid 0,623 0,927 Reliable

QWL2 0,807 Valid

QWL 3 0,768 Valid

QWL 4 0,773 Valid

QWL 5 0,823 Valid

QWL 6 0,762 Valid

QWL7 0,798 Valid

Realized Absorptive Capacity OCB1 0,791 Valid 0,678 0,921 Reliable

OCB 2 0,800 Valid

OCB 3 0,815 Valid

OCB 4 0,832 Valid

OCB 5 0,829 Valid

OCB 6 0,871 Valid

Knowledge Management WS1 0,810 Valid 0,734 0,943 Reliable

WS2 0,821 Valid

WS3 0,865 Valid

WS4 0,883 Valid

WS5 0,862 Valid

WS6 0,896 Valid

Innovation Capability WP1 0,899 Valid 0,768 0,952 Reliable

WP2 0,892 Valid

WP3 0,898 Valid

WP4 0,829 Valid

WP5 0,840 Valid

WP6 0,898 Valid

Source: Author’s Own Data Analysis (2022)
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Direct Effects

After making sure all the required validity and reliability aspects are ful�lled, we continue with the
interpretation of the path coe�cient using SmartPLS software. From all the hypotheses containing direct
effects, there is one effect which has negative path coe�cient, which is the relationship between realized
absorptive capacity and innovation. This negative value concludes that the hypothesis stating realized
absorptive capacity has positive and signi�cant direct effect on innovation capability is rejected.
Therefore, from path analysis evaluation, one hypothesis is rejected, which is hypothesis 2.

The other direct effects have positive path coe�cients. However, levels of signi�cance do not qualify for
being below 0,05 in terms of p-value (Hair et al., 2016). Therefore, hypothesis 1 (p-value 0,074) and
hypothesis 3 (0,069) are also rejected. The path coe�cients are positive, but the effects do not have
signi�cance, so we also have to reject hypothesis 1 and hypothesis 3. The remaining hypotheses, which
are hypothesis 4 and hypothesis 5, have shown positive path coe�cients and signi�cant p-values (all
below 0,05). Therefore, hypothesis 4 and hypothesis 5 are accepted. Summary of these discussion can
be seen from Table 2.

Table 2
Direct Effects’ Path Coe�cients and P-Values

Hypotheses Statements/Paths Path
Coe�cients

P-
Values

Verdict

H1 Potential absorptive capacity has positive and
signi�cant direct effect on innovation capability

0,278 0,074 Rejected

H2 Realized absorptive capacity has positive and
signi�cant direct effect on innovation capability

-0,024 0,866 Rejected

H3 Potential absorptive capacity has positive and
signi�cant direct effect on knowledge
management

0,202 0,069 Rejected

H4 Realized absorptive capacity has positive and
signi�cant direct effect on knowledge
management

0,737 0,000 Accepted

H5 Knowledge management has positive and
signi�cant direct effect on innovation capability

0,620 0,000 Accepted

Source: Author’s Own Data Analysis (2022)

Indirect Effects

After analyzing all the direct effects, we also analyzed the indirect effects. Two indirect effects were
formed in the research framework due to a mediating effect of knowledge management. From the result
of our analysis using SmartPLS software, we found that potential absorptive capacity has positive
indirect effect on innovation capability though knowledge management as mediating variable. However,
the p-value (0,106) is above 0,05, which means it is not signi�cant. Therefore, hypothesis 6 is rejected. On
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the other hand, positive path coe�cient and signi�cant p-value are found from hypothesis 7. Therefore,
hypothesis 7 (realized absorptive capacity has positive and signi�cant indirect effect on innovation
capability though knowledge management as mediating variable) is accepted. The summary of these
indirect effects can be seen in Table 3.

Table 3
Indirect Effects’ Path Coe�cients and P-Values

Hypotheses Statements/Paths Path
Coe�cients

P-
Values

Verdict

H6 Potential absorptive capacity has positive and
signi�cant indirect effect on innovation
capability though knowledge management as
mediating variable

0,125 0,106 Rejected

H7 Realized absorptive capacity has positive and
signi�cant indirect effect on innovation
capability though knowledge management as
mediating variable

0,457 0,001 Accepted

Source: Author’s Own Data Analysis (2022)

The results have con�rmed that If employees have a decent quality of knowledge management, then the
level of realized absorptive capacity and its effect on innovation capability will be better. This will
encourage the quality of their work and will result in good performance for the company. These results
support the research conducted by Fainshmidt et al. (2016) and Demir et al. (2021).

5. Conclusion And Suggestion
Based on the results of the analysis that has been done, the test results show that there is no signi�cant
effect of the both types of absorptive capacity ti innovation capability. Both potential and realized
absorptive capacity are not signi�cant direct antecedents to innovation capability. However, with the
involvement of knowledge management as mediating variable, realized absorptive capacity has positive
and signi�cant indirect effect on innovation capability.

Implication from the results of this study is that we conclude there is a need to emphasize the presence
of knowledge management. The process of knowledge management has to be carried out continuously
so that it manages knowledge absorption well and causes creativity in creating innovation. The result of
this study can be in�uential for companies or business owners looking for hiring fresh graduates or
young professionals with little working experience.

We realized that every research has limitations. The limitations of this study are time and scope, since we
decided to focus on graduates of merely one business school. We also did not determine which types of
industry the young professionals work for. Therefore, the result may differ depending on the industry
focus or demands. Our results and implications in this study also may not completely accurate when
applied to smaller industries or family businesses.
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We also would like to suggest that the future study should test the effects of knowledge sharing and
absorptive capacity towards innovation in the environment of small and medium enterprises (SMEs).
There may be other variables in outside the research model that is also in�uential in the development of
innovation capability, especially among Indonesian SMEs.
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