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Companies that need to adjust to industry changes often find that they 
cannot develop new products internally. Often they are not sure what they 
want to achieve or how to get there. Firms that choose to create alliances 
to access the knowledge they need have to consider this question: If we 
cannot generate the knowledge internally, how can we assimilate new 
knowledge from external sources? 
  
That question is important because limits on absorptive capacity, the 
ability to absorb new knowledge, can constrain the benefits of seeking 
alliances, according to the study “Unpacking absorptive capacity: A study 
of Knowledge Utilization from Alliance Portfolios” by Jaideep Anand at The 
Ohio State University and Gurneeta Vasudeva at the University of 
Minnesota. Anand and Vasudeva researched data on alliances between 
firms engaged in fuel cell technology development. The diversity in firm 
size and industry allowed them to study variations in alliance portfolios 
and the associated knowledge utilization outcomes among 120 publicly 
traded and private firms in 11 countries.  
 
Understanding absorptive capacity requires separating it into two parts: 
latitudinal absorptive capacity and longitudinal absorptive capacity, the 
study says. Latitudinal absorptive capacity focuses on how companies 
process and use diverse knowledge. This allows firms to utilize diverse 
knowledge. Longitudinal absorptive capacity focuses on how companies 
process and use distant, or unfamiliar, knowledge. It allows firms to 
explore technologies that they do not already know.  
 
Latitudinal absorptive capacity allows firms to build on and use diverse 
knowledge to develop innovations that are consistent with technological 
development in their industries, the study says. For instance, consider an 
alliance between a company that concentrates on automotive 
technologies and a company that has technological capabilities in 
hydrogen conversion and storage technologies. The diverse knowledge 
within the alliance helps the automotive company research alternative fuel 
technology for cars.  
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Lower demands on latitudinal absorptive capacity give firms more learning 
resources to bolster longitudinal capacity, the study says. The longitudinal 
absorptive capacity focuses on firms seeking knowledge distant from their 
primary technology. An example of this would be an alliance between a 
firm that develops a phosphoric acid-based electrolyte and a firm that 
focuses on hydrogen storage technology.  
 
For firms facing technological uncertainty and discontinuity, the research 
adds absorptive capacity as a factor to consider when determining what 
they want to achieve and how they will achieve it. For some firms, 
absorptive capacity may not make alliances the best option. Alliance 
portfolios that burden both the latitudinal and longitudinal components of 
absorptive capacity are likely to generate too many underdeveloped ideas 
and too few distinctive capabilities. The alternative – underutilizing both 
latitudinal and longitudinal absorptive capacity - limits opportunities for 
knowledge recombination and extension.  
 
Firms that seek alliances have to balance knowledge acquisition. They 
can do this by choosing both targeted and broadened approaches similar 
to using a rifle or a shotgun. Using a rifle narrows the search for alliances 
to firms that have unfamiliar technologies. Using a shotgun broadens the 
search to firms that have similar capabilities. 
  
The study cautions that too much diversity can burden firms’ latitudinal 
absorptive capacity, which could lead to increased costs, limited exposure 
to alternatives and redundancy. Firms have to find the “sweet spot” where 
costs do not outweigh the benefits of knowledge gained from alliances. 
That means firms have to offset constraints on their latitudinal absorptive 
capacity by reducing the burden on their longitudinal absorptive capacity 
when configuring their alliance portfolios. Similarly, they can offset a high 
burden on longitudinal absorptive capacity by lowering the burden on 
latitudinal absorptive capacity.  
 

iOriginal article 

 

http://amj.aom.org/content/54/3/611.abstract 
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The Risk Institute at The Ohio State University Fisher 
College of Business brings together practitioners and 
researchers to engage in risk-centered conversations 
and to exchange ideas and strategies on integrated 
risk management. Through the collaboration of faculty, 
students and risk management professionals, The Risk 
Institute addresses risk at a broad cross section of 
industries and is dedicated to developing leading-edge 
approaches to risk management. Visit 
www.fisher.osu.edu/risk for more information. 
  
 
 

 

From business as usual to business unusual, The Ohio 
State University Fisher College of Business prepares 
students to go beyond and make an immediate impact 
in their careers through top-ranked programs, 
distinguished faculty, and a vast network of 
partnerships that reaches from the surrounding 
business community to multinationals, nonprofits and 
startups across the globe. Our students are uniquely 
prepared and highly sought, leveraging Fisher’s 
rigorous, experiential learning environment with the 
resources of Ohio State, a premier research university 
with 500,000 proud Buckeye alumni. 
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