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Abstract

Keywords
Business  Incubation  Center Business incubation centers have emerged as an important mechanism for
Support,  Potential ~ Absorptive supporting startup development. Through various business support services, they
Capacity, Realized Absorptive enhance the survival and growth of earlystage ventures. Drawing upon the
Capacity, Startup absorptive capacity perspective, this study examines the relationship between
business incubation center support and startup performance through the
mediating role of potential absorptive capacity and realized absorptive capacity.
Data were collected from 206 incubated startups operating under public and
private incubation centers -across Pakistan. The study uses a census-based
sampling approach to collect data. The proposed relationships were tested using
Partial Least Squares Structural Equation Modeling (PLS-SEM). The findings
reveal that business incubation center support positively impacts potential
absorptive capacity, which subsequently enhances realized absorptive capacity.
Realized absorptive capacity also has a significant relationship with startup
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Saba Munir absorptive capacity between the relationship of business incubation center support
and startup performance was also found to be significant. The study offers
theoretical and practical implications for incubation managers, entrepreneurs,
and policy makers.

INTRODUCTION economies, where institutional support and
PP

Startups are considered an effective tool for
innovation, job creation, and economic
development of a country. Their role becomes
more significant in an emerging economy where
new ventures are considered a source of market
opportunities and productivity gain. However,
startups generally operate under high uncertainty
due to limited resources, liability of newness, and
no access to professional networks. These
limitations are more prominent in developing

entrepreneurial ecosystems are still evolving (Zaidi
et al., 2023).

Pakistan has witnessed considerable growth in
entrepreneurial activity during the last decade.
Government and private institutions have played
a critical role through the expansion of technology-
based ventures, university incubation centres, and
governmentsupported entrepreneurial initiatives
(Higher Education Commission Pakistan, 2025;
Invest2Innovate, 2024). Business incubation
centres have become an important part of this
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ecosystem because they provide earlystage
ventures with mandatory training, networking
opportunities, and infrastructure  support
(Bruneel et al., 2012). Prior incubation literature
suggests that incubators help startups overcome
resource constraints, access external knowledge,
build networks, and improve their chances of
survival and growth (Leitdo et al., 2022).

Despite the increasing number of incubation
initiatives, startup survival and longterm
performance remain challenging in Pakistan.
Many startups struggle to transform business ideas
into sustainable ventures. The major reasons for
this failure are limited managerial capabilities,
weak access to finance, infrastructure gaps, and
insufficient market knowledge (Krishna et al.,
2016). Many studies have also highlighted that
startup development depends not only on
ecosystem support but also on the ability of
entrepreneurs to develop managerial and
knowledge-based  capabilities (Hausberg &
Korreck, 2021). Therefore, it is important to
examine how business incubation center support
is converted into performance outcomes.

Existing studies have highlighted the main role of
the incubation center as a support provider
through networking, mentoring, training, or
physical space provision. Evidence regarding the
effectiveness of incubation centres remains
inconclusive and context-dependent (Zaidi et al.,
2023). Some studies highlighted that incubation
support contributes to venture growth and
performance, while others suggest that the benefits
of incubation may vary depending on the quality
of services, startup characteristics, and the ability
of entrepreneurs to use the knowledge and services
provided by incubators. This indicates that
incubation support alone may not be sufficient for
improving startup performance unless startups are
able to “acquire, absorb, transform, and exploit”
the knowledge gained from incubation centres.
This study uses the absorptive capacity perspective
to explain this mechanism. Absorptive capacity
refers to a firm's ability to recognise the value of
external knowledge, assimilate it, and use it for
commercial purposes (Cohen & Levinthal, 1990).
Zahra and George (2002) further reconceptualized
absorptive capacity into two dimensions: potential

absorptive capacity and realized absorptive
capacity. Potential absorptive capacity refers to
knowledge acquisition and assimilation, whereas
realized  capacity = refers to  knowledge
transformation and exploitation. This distinction
is highly relevant for incubated startups because
incubation centres expose startups to external
knowledge, but its benefits depend on whether
start-ups can first absorb that knowledge and then
convert it into usable business outcomes.

In the context of business incubation centres,
potential absorptive capacity enables startups to
acquire and assimilate knowledge from mentors,
trainers, investors, industry experts, and peer
startups. However, acquiring knowledge is only
the first step. Startups are also required to
transform and exploit that knowledge in their
business processes, products, and market
strategies. This is the role of realized absorptive
capacity. Therefore, the relationship between the
BIC support and startup performance can be
understood as a sequential knowledge conversion
process in which incubation support first
strengthens potential absorptive capacity, which
then enhances realized absorptive capacity,
resulting in superior startup performance.

Although absorptive capacity has received
significant attention in management and
entrepreneurship literature, its role in startup and
incubation research remains relatively
underdeveloped. Chaparro et al. (2021) in their
systematic  literature review highlight that
absorptive capacity research in startups is
concentrated around knowledge, innovation, and
performance, but further work is needed to
explain how startups develop and use absorptive
capacity in different entrepreneurial contexts.
Similarly, most of the studies focus on the direct
contribution of incubator services to startup
outcomes, while limited attention has been given
to the internal learning mechanism through which
incubation support influences performance. This
gap is especially important in developing
economies such as Pakistan where startups rely
heavily on incubation centres for knowledge,
mentoring, networking, and early-stage support.
Furthermore, there is a scarcity of research on the
situational factors that affect a firm’s absorptive
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capacity dimensions, especially in the context of
emerging economies (Bouguerra et al., 2022).

As a response to their call, the present study
investigates the effect of business incubation
centre support on startup performance through
the serial mediation of potential absorptive
capacity and realized absorptive capacity. The
study contributes to the incubation literature by
explaining how external support from the BIC is
translated into startup performance through
knowledge “acquisition, assimilation,
transformation, and exploitation”. The study also
extends the absorptive capacity perspective by
applying the distinction between potential and
realized absorptive capacity in the context of
business incubation and startup performance in
an emerging economy.

Literature review

Zahra and George (2002) conceptualized
absorptive capacity under Potential Absorptive
Capacity (PAC) and Realized Absorptive Capacity
(RAC). Potential absorptive capacity is defined as
the ability to absorb and integrate new external
knowledge. It is further classified into acquisition
capacity and assimilation capacity. Acquisition
deals with searching and attaining new external
knowledge (Asare-Kyire et al., 2023). This
acquired knowledge is then analyzed and
processed which is called assimilation. RAC
facilitates the transformation and exploitation of
acquired and assimilated knowledge. RAC has
also been categorized under two dimensions:
transformation and exploitation. Transformation
capacity helps in integrating the new external
knowledge with the existing knowledge, while
exploitation capacity facilitates the internalization
of the assimilated and transformed knowledge.

Business Incubation and Potential Absorptive
Capacity

Incubation centers are considered an important
source of startup support (Bonfanti et al., 2025).
Incubation centers provide various resources to
the startups and guide them in using those
resources. These resources consist of both tangible
resources like office space, equipment, and
intangible resources such as mentoring,

networking, and knowledge sharing (Weele et al.,
2019). Learning mechanisms of incubation
centers are one of such intangible resources that
play a significant role in the success of a startup.
Business incubation centers offer various services
such as coaching, training sessions, and
networking with industry experts (Gonzalez-Uribe
& Leatherbee, 2018). All these activities become a
source of external knowledge, which ultimately
impacts the absorptive capacity of a startup. The
concept of absorptive capacity is important for
startups because they do not have any
foundational ~knowledge or organizational
routines. To develop learning routines, they are
required to continuously acquire and assimilate
the knowledge from external resources, and
business incubation center provides them with
various opportunities for knowledge acquisition
(Vincent & Zakkariya, 2021). Schmutzler and
Presse (2021) in their comparative study found
higher absorptive capacity in incubated startups as
compared to non-incubated startups. Arif et al.
(2026) highlighted the positive impact of business
incubation center services on the absorptive
capacity of startups. Previous studies on absorptive
capacity found that external knowledge sources are
necessary for the development of a firm’s
acquisition and assimilation capabilities (Cohen
& Levinthal, 1990; Zahra & George, 2002).
Business incubation center provides such
resources through mentoring, training and
industry exposure. Therefore, it can be argued that
business incubation center support enhances
startup’s potential absorptive capacity by ensuring
their access to external knowledge sources. Thus,
this study proposes that

H1: Business incubation center support has a
positive impact on the potential absorptive
capacity of a startup.

Potential absorptive capacity and realized
absorptive capacity

Potential absorptive capacity is considered a
prerequisite of realized absorptive capacity. PAC
helps a firm identify valuable external
information, acquire knowledge, and understand
it's applicability. However, just acquiring
knowledge does not create organisational value,
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firms are required to integrate newly acquired
knowledge with their existing knowledge base and
apply it to business activities. This transition from
knowledge acquisition to knowledge exploitation
represents the process through which PAC is
converted into RAC.

This relationship between potential and realized
absorptive capacity is particularly important for
startups. Startups, because of a lack of experience
and newness, do not have a knowledge base. BICs
provide them with access to external knowledge
that may be utilized for developing their business
models. However, the benefit of such knowledge
can only be realized when it is properly integrated
into their product, operations, or processes. Prior
studies have established that potential absorptive
capacity has a positive impact on realized
absorptive capacity (Elidjen et al., 2022), but most
of these studies are conducted on projects (Singh
et al.,, 2023) or large firms (Algarni et al., 2023).
This study has examined this relationship in
incubated  startups that have different
characteristics from large firms. Therefore, it is
proposed that

H2: Potential absorptive capacity has a positive
impact on realized absorptive capacity.

Realized Absorptive Capacity and Startup
Performance

The success of startups does not depend on
possessing certain knowledge or resources, but
rather on how effectively these resources are
utilized. RAC is the ability to transform and
exploit acquired knowledge for commercial
purposes. Unlike PAC, which focuses on the
acquisition of new knowledge, RAC reflects the
practical  application  of  knowledge in
organizational activities such as product or service
development or process integration. For startups,
RAC is particularly important because they
generally operate under uncertain conditions
where  possessing certain  knowledge or
information cannot ensure success unless that
knowledge is exploited and integrated into existing
knowledge to improve decision quality, identify
innovative solutions or develop a competitive
advantage.

The absorptive capacity literature suggests that
organizations with advanced RACs are in a better
position to convert external knowledge into
innovation and performance outcomes. RAC
facilitates the commercialization of knowledge and
enables firms to transform ideas into products,
services, and processes (Volberda et al., 2010).
This concept is more significant in startups, as they
operate under resource-constrained environment.
Their ability to survive depends on how effectively
they exploit the existing knowledge and generate a
competitive advantage for themselves.

Empirical studies have highlighted the positive
role of absorptive capacity in firm performance.
Research suggests that firms that are good at the
transformation and exploitation of knowledge are
better able to survive, innovate, and improve
competitiveness (Chaparro et al.,, 2021; Limaj &
Bernroider, 2019). Accordingly, this study
proposes:

H3: Realized Absorptive Capacity has a Positive
effect on Startup Performance.

According to the absorptive capacity perspective,
organizations create value from external
knowledge through a sequential process of
knowledge “acquisition, assimilation,
transformation, and exploitation” (Flatten et al.,
2011). It suggests that external support
mechanisms can only generate organizational
benefits when a firm develops the ability to absorb
and utilize the knowledge gained through external
sources. Therefore, absorptive capacity can be
considered as a mechanism through which
external resources are translated into firm
performance.

Business incubation centers provide a wide range
of knowledge resources for startups, including
mentoring, training, networking opportunities,
and exposure to industry experts. These resources
enhance a startup’s ability to acquire and
assimilate the knowledge (Dong et al., 2023),
strengthening their PAC. However, acquiring the
knowledge alone will not be beneficial for the
startup unless this knowledge is further
transformed and exploited to generate practical
business outcomes. Therefore, the business
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incubation center support impacts RAC through
its effect on PAC.

Singh et al. (2023) found that PAC leads towards
RAC, which ultimately enhances project
performance. The relationship between potential
and realized absorptive capacity reflects an
important  learning  process  within  an
entrepreneurial venture. Startups that can acquire
and understand external knowledge are also more
likely to integrate it and convert it into new
products, services, and processes. Therefore, PAC
serves as a foundation for better realized
absorptive capacity.

Absorptive capacity helps a firm to acquire and
assimilate new external knowledge. This new
knowledge is then transformed and applied to the
firm's operations and processes. This integration
of new and existing knowledge helps a firm attain
superior performance (Latukha & Veselova, 2019;
Phuong et al., 2022). Through effective knowledge
exploitation, startups can enhance innovation,
respond quickly to market changes, and identify

Business )
) Potential
Incubation .
Absorptive
Center Capacity
Support

new opportunities. Therefore, the performance
benefit of incubation support might be realized
through the sequential development of potential
and realized absorptive capacity.

In startup environments, where firms rely heavily
on external support systems to compensate for
liability of newness and limited internal resources,
the sequestered knowledge process becomes
critical. Based on the above discussion, the
following hypotheses have been proposed.

H4: Potential absorptive capacity mediates the
relationship between business incubation center
support and realized absorptive capacity.

H5: Realized absorptive capacity mediates the
relationship between potential absorptive capacity
and startup performance.

H6: Potential absorptive capacity and realized
absorptive capacity sequentially mediate the
relationship between business incubation center
support and startup performance.

Realized
Absorptive
Capacity

Startup

Performance

Figure:1 Conceptual Model

Methodology

Participants of the study

The current study examines the serial mediation
of potential absorptive capacity and realized
absorptive capacity between the relationship of
business incubation center support and startup
performance. Therefore, the focus of this study is
the startups incubated under any incubation
center in Pakistan. The reason for selecting
incubated startups as the target population is that
startups in Pakistan are operating under a highly
volatile environment with resource constraints
and an underdeveloped knowledge infrastructure.
Incubation centers work as a remedy for ecosystem
deficiencies and connect startups with external

knowledge resources. Startup founders were
selected as key informants because they possess
comprehensive ~ knowledge  regarding  the
incubation services received, the learning
processes of their startups and startup
performance.

Data Collection procedure

For this study, data have been collected from 69
public and private incubation centers operating in
Pakistan. An email was sent to the business
incubation director/manager of all the active
incubation centers at the time of data collection.
They were requested to share the questionnaire
with their incubated startups. A census-based
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sampling technique was used to collect data. The
technique is used when the population is relatively
small, and the researcher can reach the entire
population. Through the incubation center
representatives, the questionnaire link was shared
with all the incubated startups. As a result, a total
of 206 usable responses were received.

To reduce he possibility of common method bias,
data was collected in two phases with a temporal
separation of one month. During the first phase,
data regarding business incubation centre support
and absorptive capacity were collected. During the
second phase, data regarding start-up performance
were collected

The startup founders were asked about their age,
gender, qualifications, and sources of funding.
The study noted that 55.8% respondents were
male (N=115), and 44.2% were female (N=91).
The highest percentage of the age group was 18-25
(56.5%), with 52.4% having a Bachelor's degree.
The most prominent source of funding for
startups was incubation center and friends and
family.

Measures

The data for this study have been collected
through already developed questionnaires. The
responses of all scales were measured through 5-
point Likert scale. Business incubation center
support was measured through a 19-item scale
developed by Hackett and Dilts (2008). Absorptive
capacity was measured through a multi-
dimensional scale developed by Flatten et al.
(2011). Both scale measured responses on 5-point
Likert scale from Strongly Agree = 5 to Strongly

Disagree = 1. Startup performance was measured
using a 5- item scale developed by Adomako and
Ahsan (2022).

Data Analysis

The proposed relationships were tested using
Partial Least Squares, Structural Equation
Modelling (PLS-SEM) through Smart PLS 4. PLS-
SEM was selected because the study examines a
serial mediation model involving multiple latent
constructs and focuses on prediction and theory
extension (Hair et al., 2021).

4.2 Measurement Model Assessment

The measurement model of the study was assessed
through reliability and wvalidity indicators.
Indicator reliability was evaluated through outer
loadings. All indicators have loadings greater than
.60 indicating acceptable indicator reliability. As
all the indicators exceeded the threshold level of
0.5 (Cheung et al., 2024), all items were retained.
To measure internal consistency, Cronbach’s
alpha and composite reliability were assessed. The
Cronbach’s alpha values ranged from 0.916 to
0.952, while composite reliability values ranged
from 0.937 to 0.957 (See Table 1). All values
exceeded the recommended threshold of 0.70
(Hair et al., 2013). While the values of Average
Variance Extracted (AVE) ranged from 0.54 to
0.76, also surpassed the minimum recommended
value of 0.50. These findings confirm the
reliability and convergent validity of the
measurement model.

Table 1

Reliability and Convergent Validity
Construct Cronbach's Alpha Composite Reliability AVE
Business Incubation Center Support 0.952 0.957 0.54
Potential Absorptive Capacity 0.932 0.947 0.75
Realized Absorptive Capacity 0.916 0.937 0.75
Startup Performance 0.922 0.941 0.76

Discriminant validity was assessed through the
HeterotraitMonotrait ratio (HTMT), which is
considered a more rigorous criterion for
evaluating discriminant validity in PLS-SEM.

According to Henseler et al. (2015), values below
0.90 indicate the discriminant validity of a
construct. As shown in Table 3, values ranging

from 0.636 to 0.866 fulfil the criterion of < 0.9.
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Figure. 2 presents the measurement model of the
study.

Table 2

Discriminant Validity (HTMT)

Constructs BICS Potential AC

Realized AC Startup Per.
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Realized AC

Startup Performance
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Figure 2: Measurement Model

Structural Model Assessment

After the establishment of the measurement
model, the structural model was assessed o
examine the proposed relationships among the
constructs. Before hypothesis testing, model fit
and collinearity diagnostics were checked. The
model fit was assessed through Standardized Root
Mean Square Residual (SRMR) and the Normed
Fit Index (NFI). In PLS-SEM, SRMR value below

0.08 and an NFI value close to or above 0.90 is
considered acceptable (Hair et al., 2023). The

SRMR value of the study was 0.041 and NFI was
0.903. Both values were within the acceptable
range, providing additional support for the
adequacy of the model fit.

The collinearity was evaluated using the variance
inflation factor. The VIF values for all structural
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relationships were equal to 1 showing no
multicollinearity in the proposed model. The
Table 3

Model Fit and Collinearity Assessment

values of VIF should be less than 5 to ensure no
multicollinearity (Hair et al., 2017).

Criterion Value Recommended Threshold
SRMR 0.041 <0.08
NFI 0.903 >0.90
Maximum Inner VIF 1 <5.00
Direct Relationships the proposed research model were examined using

After establishing model fit and the absence of
multicollinearity issues, the direct relationships in

a bootstrapping procedure with 5000 subsamples.
The results are presented in Table 4.

Table 4

Direct Effects
Hypothesis Relationship t-value p-value Decision
H1 BICS — P-AC 14 <0.001 Supported
H2 P-AC —» R-AC 22.9 <0.001 Supported
H3 R-AC — SP 15 <0.001 Supported

In this study, three hypotheses are developed
explaining direct relationships. As per the results,
business incubation center support has a positive
and significant impact on potential absorptive
capacity (f = 0.616, t = 14, p < 0.001), supporting
H1. The potential absorptive capacity also has a
positive and significant relationship with realized
absorptive capacity (§ = 0.801, t = 22.9, p <0.001),
supporting H2. This relationship has the strongest
beta value of the study. Realized absorptive
capacity is found to have a positive and significant
impact on startup performance (§ = 0.33, t = 7.45,
p < 0.001), providing support for H3.

The coefficient of Determination (R?) and
Assessment of the Effect Size (f2)

The predictive value of the R? of dependent
variables has been calculated to confirm the
goodness of the theoretical model. According to
Hair et al. (2022), R? values of 0.25, 0.50, and 0.75
can be interpreted as weak, moderate, and
substantial, respectively. Table 5 shows that
business incubation center support explains 37.9
% variance in potential Absorptive Capacity.
62.4% variance in realized Absorptive Capacity is
explained by potential Absorptive Capacity. While
realized absorptive capacity explains 44.8%
variance in startup performance. All the values
indicate a moderate level of predictive accuracy.

Table 5

Coefficient of Determination (R2)
Endogenous Construct R2
Potential Absorptive Capacity (P-AC) 0.379
Realized Absorptive Capacity (R-AC) 0.642
Startup Performance (SP) 0.448

The results reveal that all structural relationships
display large effect sizes. Business incubation
center support exerts a large effect on potential

absorptive capacity (f2 = 0.611), highlighting the

important role of incubation services in enhancing
startups’ knowledge acquisition and assimilation
capabilities. ~ Similarly, potential absorptive
capacity demonstrates a strong effect on realized
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absorptive capacity (f2 = 0.793). It explains that
development of knowledge exploitation and
transformation capabilities is dependent on
startup’s ability to acquire and assimilate external

knowledge. Lastly, the realized absorptive capacity
also exhibits a large effect on startup performance
(f2 = 0.812). It confirms the effective utilization of
knowledge resources.

Table 6
Effect Size (f2)
Relationship f2 Effect Size
BICS — P_AC 0.611 Large
P_AC —-R_AC 0.793 Large
R_AC — SP 0.812 Large
To assess the predictive relevance of the model, a realized absorptive capacity, and potential

blindfolding procedure was applied. Greater than
zero values of Q’ imply that the model has
predictive relevance. According to the results, the
predictive relevance values of startup performance,

Table 7
Predictive Relevance (Q?predict)

absorptive capacity are greater than zero (see Table
7), indicating the predictive relevance of the
model.

Endogenous Construct Q?predict
Potential Absorptive Capacity (P-AC) 0.37
Realized Absorptive Capacity (R-AC) 0.34
Startup Performance (SP) 0.32

Assessment of Mediation Analysis

Table 8 summarizes the results of the mediation
analysis of the three hypotheses. All three
proposed relationships are statistically significant.
According to the results, potential absorptive
capacity mediates the relationship between
business incubation center support and realized
absorptive capacity ( = 0.493, t = 11.3, p <0.01),
supporting  hypothesis 4.
relationship of potential absorptive capacity and

Second indirect

startup performance through realized absorptive
capacity is also supported, approving H5 of the
study (B =0.536, t = 10.4, p <0.001). Hypothesis
6 discusses the serial mediation of potential and
realized absorptive capacity between  the
relationship of business incubation center support
and startup performance. This serial mediation is
also supported with 3 = 0.33. Figure 3 exhibits the
structural model of the study.

Table 8

Results of Serial Mediation Analysis
Hypothesis Indirect Relationship B tvalue p-value Decision
H4 BICS — P-AC — R-AC 0493 113 <0.001 Supported
H5 P-AC — RAC — SP 0.536  10.4 <0.001 Supported
H6 BICS — P-AC — R-AC — SP 0.33 7.45 <0.001 Supported

P-AC=Potential Absorptive Capacity, R-AC=Realized Absorptive Capacity, BICS=Business Incubation

Center Support, SP=Startup Performance
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Figure 3: Structural Model

Discussion

The study examines the relationship between
business incubation center support and startup
performance through the serial mediation of
potential absorptive capacity and realized
absorptive capacity. The results reveal that
business incubation center support significantly
enhances a startup’s PAC, which contributes to
the development of RAC for startups. This RAC
ultimately improves startup performance. These
findings support the theoretical proposition that
external support mechanisms alone cannot
enhance startup performance unless they possess
the capabilities to assimilate, transform and

exploit the knowledge provided by business
incubation programs.

The study found a positive relationship between
business incubation center support and PAC. The
finding suggests that incubation centers play an
important role in enhancing startups’ ability to
acquire and assimilate external knowledge.
Through various services, such as mentoring,
networking, training, and access to industry
experts, incubation centers expose startups to
external knowledge resources (Schmutzler &
Presse, 2021). These valuable external knowledge
resources help startups enhance their learning
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capabilities. This finding is consistent with the
absorptive capacity literature, according to which
external knowledge sources facilitate a firm’s
ability to recognize and acquire valuable
knowledge in the presence of adequate support
mechanisms (Franca & Rua, 2017). In the context
of Pakistan, where startups often face resource
constraints and limited access to professional
networks, incubation centers serve as important
intermediaries  that  facilitate  knowledge
acquisition and learning.

The findings further indicate that PAC
significantly influences the RAC. This finding
supports the conceptualization of absorptive
capacity proposed by Zahra and George (2002),
who argue that firms are required to acquire and
assimilate the knowledge, after that they will be
able to transform and exploit it for commercial
purposes. The strong relationship between these
two dimensions suggests that a startup’s ability to
convert external knowledge into practical business
applications is mainly dependent on its basic
learning capabilities. Startups that effectively
identify, acquire, and wunderstand external
knowledge are in a better position to integrate that
knowledge into existing operations and utilize it to
create value.

The results also demonstrate that RAC has a
significant impact on startup performance. The
finding reveals that the performance benefits
associated with the incubation center support are
realized when startups successfully transform and
exploit the acquired knowledge. Having access to
knowledge resources only is not sufficient to
improve organizational outcomes. Instead,
startups must actively transform the acquired
knowledge into new product development,
process improvements, and innovative business
models. This finding reinforces that knowledge
utilization is more important than just having
access to knowledge resources. This knowledge
utilization and transformation is considered a
critical driver of firm performance (Bouguerra et
al., 2021; Singh et al., 2023)

Bouguerra et al. (2022) highlighted the need for
research on the contingencies that can impact the
dimensions of absorptive capacity. As a response
to their call, this study tested a serial mediation

relationship that assessed the impact of business
incubation center support on startup performance
through potential and realized absorptive capacity.
The significant indirect effect reveals that the
business incubation center support enhances the
acquisition and assimilation capabilities of
startups, which subsequently enhances the
transformation and exploitation capabilities,
ultimately leading towards startup performance.
The findings extend the existing incubation center
literature by demonstrating the process through
which incubation support creates value for
startups. Most of the previous studies have
examined business incubation center support and
absorptive capacity independently; the current
study explains how incubation services are
translated into startup performance through a
sequence of knowledgerelated capabilities.
Through empirical findings, the study establishes
absorptive capacity as a critical mechanism linking
external support resources with entrepreneurial
success.

The findings are particularly significant in
emerging economies like Pakistan, where the
entrepreneurial ecosystem is still evolving, and
startups usually operate under conditions of
resource scarcity. Chaparro et al. (2021)
highlighted that, considering the resource
constraints in emerging markets, developing
partnerships with external institutions can boost
the capacity of startups to identify and gather new
knowledge. However, the effectiveness of
incubation programs depends on startups' ability
to internalize and utilize the knowledge received
through their support organizations. As a result,
the value of incubation support extends beyond
the resource provider, and it plays a significant role
in strengthening startups’ learning and knowledge
utilization capabilities.

Theoretical Implications

The study has contributed to the entrepreneurship
and incubation literature in several ways. First, it
extends absorptive capacity theory by empirically
testing the sequential relationship between
potential and realized absorptive capacity in the
context of incubated startups. Most of the prior
research has studied absorptive capacity as a single
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construct, while this study differentiates between
its two dimensions. It empirically validates how
they collectively facilitate the transformation of
external support into startup performance.
Second, the findings contribute to the business
incubation literature by explaining the mechanism
through which incubation center support
influences startup performance. The current
literature has largely focused on the direct effect of
BIC support on entrepreneurial outcomes. This
study, contrary to that, highlighted that the
effectiveness of business incubation center services
depends on the ability of a startup to acquire,
assimilate, transform and exploit the knowledge.
The findings provide a unique understanding of
how incubation centers provide value for startups.
Finally, the study contributes to entrepreneurship
research in emerging economies. The study is
conducted in Pakistan, whose entrepreneurial
ecosystem is still evolving and is characterized by
resource constraints, underdeveloped
infrastructure, and formal markets. The findings
suggest that knowledge capabilities play a
significant role in enabling startups to benefit
from external support mechanisms. It highlights
that absorptive capacity is an important
explanatory mechanism that links entrepreneurial
support with startup success.

Practical Implications

The study offers several practical implications for
business incubation center managers, startup
founders and policy makers. For incubation
managers, the results suggest that only providing
mentoring, training, or networking opportunities
to the incubates may not be sufficient. Business
incubation centers should put more emphasis on
building startups’ capabilities towards knowledge
acquisition, assimilation, transformation, and
exploitation. Business incubation centers should
incorporate learning activities in their programs to
enhance the absorptive capacity of their incubates.
For entrepreneurs, the findings highlight the
importance of knowledge resources in attaining
startup performance. The startups may realize the
importance of actively engaging with incubation
services and benefiting from available knowledge
resources. Startups that effectively absorb and

utilize external knowledge are more likely to
achieve superior performance. Startup founders,
therefore, should not consider business
incubation centers as a resource provider but also
as a platform for organizational learning and
capability development.

For policymakers, the results indicate that the
effectiveness of the business incubation center
services depends on their ability to facilitate
entrepreneurial  learning and  knowledge
utilization.  Policymakers should encourage
incubation centers to focus on the capability
development of their startups by adopting
structured capability development programs,
including mentorship, experiential learning, and
industry engagement. In an emerging economy
like Pakistan, where many startups face resource
and knowledge constraints, strengthening their
absorptive capacity may facilitate the effective
utilization of support programs.

Limitation and Future Research

This study also has some limitations. First, the
study used a cross-sectional research design and
measured the absorptive capacity of startups at a
point in time. Future studies may adopt
longitudinal designs to examine how absorptive
capacity develops over time and influences startup
performance at different stages of venture growth.
Second, startup performance is influenced by
many organizational and environmental factors.
Future studies may study the role of moderators
such as government or institutional support to
understand startup performance. Researchers can
also examine the mediators, such as innovation
capabilities or networking capabilities, as an
outcome of business incubation center support,
influencing startup performance.

Conclusion

The study examines the relationship between
business incubation centre support and startup
performance through the sequential mediation of
potential and realized absorptive capacity among
incubated startups in Pakistan. Drawing on the
absorptive capacity perspective, the findings reveal
that business incubation centre support
significantly enhances startups' ability to acquire
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and assimilate external knowledge, which further
enhances  knowledge transformation and
exploitation. The findings also reveal that realized
absorptive capacity plays a significant role in
translating acquired knowledge into startup
performance. Furthermore, the significant serial
mediation confirms that business incubation
center support enhances startup performance
through potential and realized absorptive capacity.
The study highlights that the effectiveness of
business incubation center support not only
depends on the availability of various services,
such as mentoring, training, and networking, but
also on the ability of startups to utilize the
knowledge generated through these services.
Therefore, incubation centres should focus more
on developing learning abilities and defining
knowledge management practises of startups.
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