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Abstract 
 

Understanding why some organizations sustain their competitive advantage when 
facing environmental dynamism while others can not has emerged as one of the essential 
questions for strategic management literature. In this sense, the exploitation of current 
organizational capabilities and the exploration of new knowledge for building novel 
technological and market capabilities are both necessary for firm adaptation and survival. 
Nevertheless, these two mechanisms demand resources for their implementation, so firms 
face the need to reach a balance between these types of organizational learning. This paper 
aims to theoretically justify that the ‘optimal’ balance between exploration and exploitation 
corresponds to what the literature has denominated ambidexterity, and that this equilibrium, 
that maximizes firm long-term performance, is determined by external factors related to the 
environmental dynamism. 
 

Introduction 
 

Understanding why some organizations sustain their competitive advantage when 
facing environmental dynamism while others can not has emerged as one of the essential 
questions for strategic management literature (Teece, Pisano & Shuen, 1997; Danneels, 2002; 
O’Reilly & Tushman, 2008). In this sense, the exploitation of current organizational 
capabilities and the exploration of new knowledge for building novel technological and 
market capabilities are both necessary for firm adaptation and survival (March, 1991; Van den 
Bosch, Volberda & De Boer, 1999; Danneels, 2002, 2008; O’Reilly & Tushman, 2008; 
Uotila, Maula, Keil & Zahra, 2009). 
 

By definition, exploration is the search for new knowledge, and it is related to the use 
of unfamiliar technologies, and the creation of products with unknown demand. Because these 
activities do not reliably and quickly produce revenue, exploration may show uncertain and 
distant benefits. Exploitation, on the other hand, represents the use and refinement of existing 
knowledge, technologies, and products, and provides more certain benefits in the short run 
(Gupta, Smith & Shalley, 2006; Greve, 2007). 
 
 Although necessary, organizations face important resource constraints when making 
tradeoffs between these activities. In this sense, exploration and exploitation demand 
resources for their implementation (March, 1991), so both activities are contradictory 
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organizational processes and firms need to reach a balance between them. In the academic 
literature, this balance, or ability of a firm to simultaneously explore and exploit, has been 
called ambidexterity (Benner & Tushman, 2003; He & Wong, 2004; Jansen, Van den Bosch 
& Volberda, 2006; Gupta et al., 2006; O’Reilly & Tushman, 2008). 
 

It is well known in organizational adaptation research that, as in nature, firms need to 
evolve for survival (Helfat & Peteraf, 2003; Lavie, 2006). In this sense, and according with 
the previous arguments, the present paper aims to theoretically justify that the speed of this 
evolution is determined by the firm environmental changing conditions. Thus, we argue that 
the optimal balance between exploration and exploitation (ambidexterity situation) is 
determined by external factors. Hence, our paper analyzes the role of environmental 
dynamism on the firm learning strategy as key element of organizational evolution and 
adaptation. 
 

In doing so, we first conduct a theoretical analysis of environmental dynamism. 
Specifically, the main factors that potentially cause dynamism in the firm environment are 
identified, discussed and classified in three main types: (i) supply-side factors, (ii) demand-
side factors, and (iii) macroeconomic factors. Then, we analyze the role of environmental 
dynamism as key factor affecting the value of the resources and capabilities managed by the 
firm, since it may lead to the obsolescence of these resources and capabilities. 
 

After that, the paper analyzes the two basic organizational learning strategies, focusing 
on the equilibrium between them. Thus, we propose that in rapid change environments, firms 
need to invest more in an explorative learning that expands its knowledge base, whereas in 
more static contexts, it is better for the firm to incline its learning strategy towards the 
exploitation of its existing knowledge domain, increasing its efficiency in deploying their 
current capabilities. Finally, the principal conclusions and some interesting future research 
directions emerging from our theoretical analysis are discussed.  
 

Environmental Dynamism 
 
 During the last decade, a growing body of literature has focused in the sources and 
consequences of environmental dynamism in firm’s business environment. In this sense, 
Suárez & Oliva define firm’s environment as “the pattern of all the external conditions and 
influences that affect its life and development” (2005: 1019). These authors also define 
environmental dynamism as “the unpredictability or instability (volatility) of an environment” 
(Suárez & Oliva, 2005: 1019). Similarly, Jansen et al. (2006) refer to environmental 
dynamism as the rate of change and instability level that characterize firm external conditions. 
 

In this first section we offer a synthesis and classification of the main factors identified 
in the literature as potential sources of environmental dynamism. Different rates of change in 
these factors may enable managers and researchers to classify a concrete environment as 
relatively static or as relatively dynamic. Later, we analyze the major economic implications 
to the firm and to competitive advantage achievement and sustainability derived from a high 
environmental uncertainty. Thereby, we will obtain a first theoretical approximation about 
why firms need to develop proactive adaptive strategies (exploration of new knowledge) 
under rapid change conditions. 
 
Main sources 
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 Dynamism is reflected in the regularity and amount of changes occurring in the 
environment (Sirmon, Hitt & Irelland, 2007). A dynamic environment can be caused by a 
leading factor or by a combination of several factors (Wang & Ahmed, 2007). The potential 
sources of environmental dynamism provided by literature have been classified in three main 
types: supply-side factors, demand-side factors, and macroeconomic factors (related both to 
general or specific firm’s macroeconomic environment). 

 
The first group, this is, supply-side factors, is composed by elements related to actions 

carried out by actual or potential competitors, this is, actually operating or not in the current 
industry of the firm. Changes in raw materials availability, progress in technology, rapid 
product development that reduces products life-cycles or changing market participants and 
business models are included under this class. According to literature, the most important 
factor within this category is rapid technological progress (Danneels, 2002; Benner & 
Tushman, 2003; Uotila et al., 2009). Literature argues that firm adaptation to this factor 
requires not only technological opportunity identification, but also the firm’s ability to 
integrate new technology in its productive process and to exploit it efficiently (O’Reilly y 
Tushman, 2008). 
 

The second group is composed by those factors emerging from demand-side stimuli. 
In his sense, we can find, on the one hand, factors related to new product or services demand, 
as consequence of changes in consumer’s preferences or demand patterns, which would create 
new business opportunities for firms being able to interpret the signals emanating from users 
(Helfat & Peteraf, 2003). Analogously, these changes would suppose a serious threat to those 
companies that continue producing the same products or providing the same services in the 
same way and to the same group of customers (Priem & Butler, 2001). Changes in 
consumer’s demand patters need not only a correct and early identification, but the 
development of capabilities that enable the firm to meet the new needs as quickly and 
efficiently as possible (Danneels, 2008). In the other hand, this category also includes those 
factors related to fluctuations in demand volume. In principle, these elements have less 
relevant consequences to firm profitability and survival. 
 

Finally, we find another group of factors not related to supply-push or demand-pull 
forces, but related to those aspects that may vary the conditions under which firms carry on 
their competitive activity (Suárez & Oliva, 2005). We refer to those factors affecting 
macroeconomic conditions, both at the general level and in the more specific and close to 
firm’s core business. Within this category, the most relevant factors, according to the 
literature, are changes in economic and fiscal policy and regulatory changes affecting the 
sector in which firm operates (Wang & Ahmed, 2007). Both factors influence the definition of 
the rules of competition. As in the two previous categories, these changes can mean new 
opportunities or, conversely, become serious threats to the future of the firm.  
 

Changes affecting these factors have important implications for the value of firms’ 
capabilities, which are analyzed in the following subsection. 
 
Implications for capabilities’ value 

Several authors argue that the value of firm resources and capabilities is context-
dependent (Collins, 1994; Teece et al., 1997; Rindova & Kotha, 2001; Priem & Butler, 2001; 
Barney, 2001; Helfat & Peteraf, 2003; Lavie, 2006; Sirmon et al., 2007; Uotila et al., 2009).  
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Broadly defined, an organizational capability is a firm’s ability to perform a 
coordinated set of tasks, by using its resources, for the purpose of achieving a particular result 
(Helfat & Peteraf, 2003). Following Collins’ (1994) arguments, organizational capabilities 
may, in principle, meet the requirements of the resource-based view to be a source of 
competitive advantage. In this sense, organizational capabilities may enable a firm to employ 
a value-creating strategy, by either outperforming its competitors or by reducing its own 
weaknesses. Moreover, as organizational capabilities are causally ambiguous, because they 
are embedded in firm’s tacit and collective knowledge, they can be immune to the factor 
market threats of imitation, substitution, dissipation and appropriation, so they can be a source 
of sustainable competitive advantage (Collins, 1994).  
 

Nevertheless, Collins (1994) went beyond in his analysis by arguing that capability 
value can be eroded by external changes, and their value may be outperformed by a 
competitor better capability. So, it is the environment, through opportunities and threats, 
which determines the real value of firm resources and capabilities (Priem & Butler, 2001). 
Therefore, if supply-side, demand-side or macroeconomic factors change, then capability 
value also may vary. 

 
Dannels (2002; 2008) highlights two basic organizational capabilities: R&D or 

technological capabilities, and marketing or customer capabilities. Technological capabilities 
consist in resources such as engineering know-how, manufacturing facilities and know-how, 
and patents that enable the firm to make certain physical products. In turn, customer 
capabilities include resources or knowledge about customer needs, customer purchasing 
procedures, competitors, distribution and sales access to customers, customer goodwill or 
franchise reflected in the reputation of the firm and its brands, and communication channels 
for exchange of information between the firm and its customers that enable the firm to serve a 
particular customer group (Dannels, 2002; 2008). 

 
Accordingly with the above reasoning, these capabilities, while valuable in that they 

can provide competitive advantage at present, do not ensure that the firm would be able to 
change in the face of a new threat (Sirmon et al., 2007; O’Reilly & Tushman, 2008). For 
example, in industries with high technological dynamism (supply-side factor), firms face a 
greater risk that their core technological capabilities become rapidly obsolete (Uotila et al., 
2009). In other words, if a competitor develops a new product that outperforms firm’s current 
ones, the organizational capabilities in which firm’s actual products are based on will rapidly 
lose most of its value. 

 
So, as we have seen, rapid technological advancement (supply-side factor) suppose a 

threat of obsolescence to the firm’s current technological capabilities, since the new 
technology will enable to develop new products, improve the existing ones, or  to produce at a 
lower cost. Analogously, changes in customers’ demand patterns (demand-side factor) may 
negatively affect the value of current marketing capabilities. Finally, regulatory changes 
affecting the sector in which the firm operates (macroeconomic factor) may vary the value of 
both technological and marketing capabilities.  

 
Additionally, technological changes also can affect the value of marketing capabilities. 

For example, new product introduction from another industry may cause that the current 
knowledge of competitors, distribution channels or communication channels become 
obsolete. In this sense, literature recognizes that technological change is the most important 
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source of capabilities’ obsolescence (Danneels, 2002; Benner & Tushman, 2003; Lavie, 2006; 
O’Reilly & Tushman, 2008; Uotila et al., 2009). 

 
But not always capabilities get to the decline stage. At it have been argued, it largely 

depends on the presence or absence of certain external selection events (Helfat & Peteraf, 
2003). This means that in environments with lower dynamism, a firm’s capabilities could be 
used for a prolonged period of time without value erosion (Uotila et al., 2009). Hence the 
speed of organizational capabilities advancement in its lifecycle is determined by the firm 
environmental changing conditions (Figure 1). 
 

Figure 1. The role of environmental dynamism on capabilities value. 

Time

Capabilities 
value

Static Environment Dynamic Environment

 
 

Adaptation through Organizational Learning 
 

Several authors recognize that, in today’s global competitive landscape, information 
and knowledge are the key elements for firms’ profitability and survival, in a greater extent 
that traditional production factors such as land, capital or labour (Grant, 1996; Dean & 
Kretschmer, 2007). In this sense, a growing body of literature has focused on a knowledge-
based view of the firm in recent times. Under this perspective, organizations have particular 
capabilities for knowledge creation, sharing and application which confer them a comparative 
advantage, in terms of economic efficiency, in comparison with other institutional forms as 
markets (Kogut & Zander, 1992; Bierly & Chakrabarti, 1996; Grant, 1996; Martín de Castro, 
López Sáez, Navas López & Galindo Dorado, 2007). 

 
As Bierly & Chakrabarti (1996) pointed out, knowledge management has to be 

considered as the principal driver of all other competences and capabilities of the firm. This 
implies that the generation of new organizational capabilities emerges from an adequate 
strategic knowledge management that encourages processes for new knowledge learning and, 
at the same time, for current knowledge exploitation. 
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In this sense, exploration and exploitation have emerged as the two basic learning 
strategies underpinning organizational adaptation research (March, 1991; Levinthal & March, 
1993; Bierly & Chakrabarti, 1996; Van den Bosch et al., 1999; Gupta et al., 2006; Jansen et 
al., 2006; O’Reilly & Tushman, 2008; Danneels, 2008; Uotila et al., 2009). Below, we present 
the main characteristics of both concepts and then we analyze the role of environmental 
dynamism on the equilibrium between exploration and exploitation. 
 
Exploration and exploitation as two basic organizational learning strategies 

Since the publication of March’s (1991) seminal paper, the study of knowledge 
exploration and exploitation has considerably increased its research interest in the strategic 
management literature. This perspective has increasingly come to dominate organizational 
analyses of technological innovation (Danneels, 2002; Katila & Ahuja, 2002; Jansen et al., 
2006; Miller et al., 2007), organization design (Volberda, 1996; Van den Bosch et al., 1999; 
Jansen et al., 2006), organizational learning (Levinthal & March, 1993; Bierly & Chakrabarti, 
1996; McGrath, 2001; Gupta, et al., 2006; Miller et al., 2007), competitive advantage (Benner 
& Tushman, 2003; He & Wong, 2004; O’Reilly & Tushman, 2008; Danneels, 2008; Uotila et 
al., 2009) and, indeed, organizational adaptation and survival (Gupta et al., 2006). 

 
Before defining and analyzing each of these concepts, it is necessary to note that in the 

present paper we give support to the theoretical approach that considers exploration and 
exploitation as two different learning processes. Hence, we add to the line of thinking defined 
by the research works such us Levinthal & March (1993), Bierly & Chakrabarti (1996), 
McGrath (2001), Danneels (2002), Benner & Tushman (2003), He & Wong (2004); Gupta, et 
al. (2006) or Greve (2007), among others. Therefore, we share March’s (1991) logic that all 
activity includes al least some learning. In this sense, “even when an organization is 
attempting to do nothing more than replicate past actions, it accumulates experience and goes 
down the learning curve, albeit in an incremental manner” (Gupta et al., 2006: 694). Hence, 
the difference between exploration and exploitation do not lies in the presence versus the 
absence of learning, but in the type of learning, according to its radicality, that implies each 
activity. 

 
Accordingly, March asserts that “the essence of exploitation is the refinement and 

extension of existing competences, technologies and paradigms”; in the other hand, “the 
essence of exploration is experimentation with new alternatives” (1991: 85). In both cases a 
learning process is being developed, either by improving existing knowledge (exploitation) or 
by generating a new kind of knowledge relatively further from the current knowledge base of 
the firm (exploration). 

 
In detail, “organizational exploration is search for new knowledge, use of unfamiliar 

technologies, and creation of products with unknown demand”, whereas “exploitation is use 
and refinement of existing knowledge, technologies, and products” (Greve, 2007: 945). 

 
Van den Bosch et al. (1999) assume that the distinction between exploration and 

exploration in the development of organizational knowledge can be associated with three 
dimensions of knowledge absorption. Following these authors, exploitation is associated with 
the efficiency dimension, defined as how firms identify, assimilate and exploit knowledge 
from a cost and economies of scale perspective. In the other hand, exploration is associated 
with the scope, or breath of knowledge absorbed by the firm, and flexibility dimensions, 
referred to the extent to which a firm can access additional, and reconfigure existing, 
knowledge. 
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Analogously, Katila & Ahuja (2001) link knowledge exploitation to local and deep 

search, which is the degree to which existing knowledge (or knowledge that is closely related 
to firm’s pre-existing knowledge bases) is reused or exploited. Exploration, in the other hand, 
is assimilated with a superficial search that do not reutilize the existing knowledge, and with 
distant search, that involve a conscious effort to move away from current organizational 
routines and knowledge bases. 

 
Regarding the type of innovation, knowledge exploitation tends to generate 

incremental innovations, characterized by small changes in firm’s technological trajectory, so 
built in its current technological capabilities (Danneels, 2002; Benner & Tushman, 2003). 
Broadly, these innovations are designed to meet the needs of existing customers or markets 
(Jansen et al., 2006; Danneels, 2008). In the same way, knowledge exploration is associated 
with radical innovations, which fundamentally change the technological trajectory and require 
new technical capabilities, designed to meet the needs of emerging customers or markets. 

 
It is well known that if a firm is focused only on productivity gains (exploitation), it 

will inhibit its flexibility and its ability to innovate (March, 1991; Levinthal & March, 1993). 
This implies that both learning processes are necessary for firm survival in the long-term. 
Indeed, and following March’s reasoning, firms “that engage in exploration to the exclusion 
of exploitation are likely to find that they suffer the cost of experimentation without gaining 
many of its benefits”. In the same way, “firms that engage in exploitation to the exclusion of 
exploration are likely to find themselves trapped in suboptimal stable equilibria” (1991: 71). 

 
Thus, as Danneels (2002, 2008) points out, exploration is a key process in second-

order capabilities development, so it builds new organizational capabilities that may enable 
the generation of innovations and, generally, reports higher long-term benefits than 
exploitation (Greve, 2007; Voss, Sirdeshmukh & Voss, 2008). Nevertheless, explorative 
activities do not reliably and quickly produce revenue, this is, it tends to produce uncertain 
and distant benefits (He & Wong, 2004; Greve, 2007; 0’Reilly & Tushman, 2008). In the 
other hand, exploitation creates value through the use of the current capabilities, or minimal 
modifications on them (Danneels, 2002, 2008; Benner & Tushman, 2003; Voss et al., 2008). 
So exploration can be understood as a shock for the fluctuations arising from exploration 
because it has more certain and proximate benefits (He & Wong, 2004; Gupta et al., 2006; 
Greve, 2007). But exploitation has another kind of risk, this is, that current organizational 
knowledge and associated capabilities may become obsolete (Danneels, 2002, 2008; O’Reilly 
& Tushman, 2008; Uotila et al., 2009). Table 1 summarizes these characteristics. 
 

Table 1. Exploration vs. Exploitation. 
 Exploitation Exploration Authors 

Definition 
Use, refinement and extension 
of  existing knowledge, 
technologies and products 

Search for new knowledge, use of 
unknown technologies and 
introduction of products with 
unknown demand 

March (1991); 
Levinthal & March 
(1993); Gupta et al. 

(2006); Greve (2007) 

Focus 
Higher efficiency in knowledge 
absorption 

Greater scope and flexibility in 
knowledge absorption 

Van den Bosch et al. 
(1999) 

Local and deep search Distant and superficial search Katila & Ahuja (2002) 

Outcomes Tends to generate incremental 
innovations 

Tends to generate radical 
innovations 

Benner & Tushman 
(2003); Jansen et al. 

(2006) 
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Short-term performance Long-term performance 

March (1991); 
Danneels (2002); 

Greve (2007); 0’Reilly 
& Tushman (2008); 
Voss et al. (2008) 

Risks 

Low risk in the short-term 
(certainty and temporal 
proximity of returns) 

High risk (significant investments, 
uncertainty, temporal remoteness 
of returns) 

Danneels (2002); He 
& Wong (2004); 

Gupta et al. (2006); 
Greve (2007) 

High risk in the long-term 
(threat of obsolescence of 
current knowledge and 
capabilities) 

Key process for new capabilities 
development 

Danneels (2002); 
0’Reilly & Tushman 

(2008); Dannels 
(2008); Uotila et al. 

(2009) 
 
 
Adaptation to environmental conditions through balancing exploration and exploitation 

As March pointed out, “maintaining an appropriate balance between exploration and 
exploitation is a primary factor in system survival and prosperity” (1991: 71). In this sense, 
“the basic problem confronting an organization is to engage in sufficient exploitation to 
ensure its current viability and, at the same time, devote enough energy to exploration to 
ensure its future viability” (1991: 105). In the academic literature, this necessary balance for 
long term adaptation and survival, or ability of a firm to simultaneously explore and exploit, 
has been called ambidexterity (Benner & Tushman, 2003; He & Wong, 2004; Gupta et al., 
2006; Jansen et al., 2006; O’Reilly & Tushman, 2008). 

 
Nevertheless, there is certain confusion in the literature with regard ambidexterity 

concept. In this sense, whereas some works such as Katila & Ahuja (2002) or He & Wong 
(2004) consider that ambidexterity consists in high scores on both explorative and exploitative 
strategies, other authors such us Benner & Tushman (2003), Jansen et al. (2006), Greve 
(2007) or O’Reilly & Tushman (2008) argue that ambidexterity consists in achieve an 
adequate equilibrium between both learning activities. 

 
If we accept March (1991) supposition that exploration and exploitation compete for 

scarce resources, then, it is necessary to assume that the two are mutually exclusive or, in 
other words, exploration and exploitation should be considered as two ends of a continuum 
(Gupta el al., 2006). In this case, it is not possible to achieve a high score in both types of 
activities simultaneously. Therefore, we assume that ambidexterity is the firm ability to 
adequately equilibrate its efforts between exploration and exploitation. 

 
Taking into account the arguments offered in the previous sections, and the 

ambidexterity concept, as it has been defined above, we argue that the optimal balance 
between exploration and exploitation (ambidexterity situation) is determined by firm’s 
environmental dynamism. Accordingly, we state the following general proposition. 

 
Proposition: Environmental dynamism determines the equilibrium between 

exploration and exploitation strategies that maximizes long-term firm performance. 
 
In this sense, firms operating in a dynamic environment need to dedicate more efforts 

in explorative activities (dynamic ambidexterity). By contrast, exploitation is more important 
in relatively static environments (static ambidexterity). This argument is graphically 
represented in Figure 2. 
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Figure 2: The role of environmental dynamism on the equilibrium between exploration 

and exploitation. 

Exploration

Long-term performance

Exploitation

Static Environment Dynamic environment

Static 
Ambidexterity

Dynamic 
Ambidexterity

 
  

Stable competitive environments do not quickly erode firm’s capability value. Hence, 
firms need to invest its scarce resources in improving its current capabilities efficiency; this 
is, in exploitation of its current knowledge base. In other words, firms operating in stable 
contexts need to enhance its engineering know-how or manufacturing facilities, as well as 
other technological resources, to improve its current products/services or production 
processes. Analogously, static contexts precise that firms improve its knowledge about their 
current customer needs and purchasing procedures, as well as about other market resources 
such us current competitors and distribution or communication channels. As a result, 
organizations will be more efficient in serve their current market needs (Benner & Tushman, 
2003). 
 

In the other hand, it has been argued that dynamic or turbulent contexts quickly erode 
firm’s current capabilities value. In this case, firms need to deviate from actual 
products/services and markets. Hence, organizations facing environmental dynamism need to 
explore new markets (generation of new marketing capabilities) for their current products 
(current technological capabilities leveraging) or invent new products (generation of new 
technological capabilities) and commercialize it in their current market (current marketing 
capabilities leveraging) or in new ones (generation of new marketing capabilities) (Danneels, 
2002). As it have been argued, under high rates of change in the competitive landscape, if a 
firm continues producing the same products to the same market, it will probably not survive 
for a long time. In this sense we interpret Benner & Tushman argument that “responding to 
environmental uncertainty and variation requires similar variety within the firm. (…) 
Organizational outcomes are affected by delayed or inadequate responses to environmental 
turbulence” (2003: 250). Hence, exploration enhances firm adaptation to dynamic 
environments because it increases the organizational activities variance (McGrath, 2001). 
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Despite the growing theoretical papers that have focused in this question (i.e.: Benner 

& Tushman, 2003; Helfat & Peteraf, 2003; Lavie, 2006; Sirmon et al., 2007; O’Reilly & 
Tushman, 2008; Danneels, 2008), the academic literature has dedicated just few efforts to 
empirically address this issue. Nevertheless, the results of some recent empirical research 
works help to reinforce our logic (Jansen et al., 2006; Uotila et al., 2009). 
 

Hence, our above general proposition can be divided as follows. 
 

Proposition 1: In relative dynamic environments, firms need to invest more in explorative 
than exploitative activities to achieve higher long-term performance. 

 
Proposition 2: In relative static environments, firms need to invest more in exploitative than 

explorative activities to achieve higher long-term performance. 
 

Conclusions and Future Research Directions 
 

This work has tried to contribute on the debate about firm adaptability through 
organizational learning. In doing so, we have studied environmental dynamism as key 
determinant factor of the optimal firm learning strategy. In this sense, we consider that our 
paper adds some light to this strategic management discussion in several veins. 

 
Our literature review, and further analysis and discussion, has allow us to identify, 

classify and evaluate the importance of the potential sources of environmental dynamism. In 
detail, changes in demand patterns (as demand-side factor) and technology (in the supply-
side) are the most cited by the literature as driving factors of environmental turbulence. Rapid 
or unpredictable changes in any of these factors, especially in technology, may affect firm 
future performance and, therefore, its survival (Danneels, 2002). This is because 
organizational current knowledge becomes increasingly obsolete in the face of change. 
Therefore, firms operating in dynamic environments need to continuously renew its 
knowledge base for survival (Benner & Tushman, 2003).  

 
Based in these arguments, we have deeply studied the concepts of knowledge 

exploration and exploitation as essential mechanisms for firm adaptation (Gupta et al., 2006; 
0’Reilly & Tushman, 2008). Based in the literature interpretation, we have tried to contribute 
to answer two aspects not entirely clear in the organizational learning debate. First, with 
regard the issue of orthogonality versus continuity (Gupta et al., 2006), and according to with 
March (1991) assumptions, we have argued that exploration and exploitation are 
fundamentally incompatible and, hence, they should be considered as two ends of a 
continuum. Second, and related to this question, we have tried to clarify the confusion 
surrounding the ambidexterity concept.  

 
We propose that ambidexterity should be understood as a desired state in which the 

company achieves an optimal balance between its exploration, which allow short-term 
viability, and exploration activities, which determine long-term viability in turbulent 
environments. Integrating our organizational learning and environmental dynamism analyses, 
we have argued that the ambidexterity situation is context dependent. So, considering two 
opposite situations, we plead for the existence of two ambidexterity situations.  
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On the one hand, if a firm operates in a relatively static context, it should focus their 
efforts on exploitative, rather than on explorative activities, in order to maximize its long-term 
performance derived from being more efficient when applying its current knowledge (static 
ambidexterity). On the other hand, if a firm faces a relatively high dynamic context, it should 
be more intensive in explorative activities that renew organizational knowledge (dynamic 
ambidexterity). Hence, changes in external factors shift the optimal equilibrium 
(ambidexterity) between exploration and exploitation. 

 
This paper has tried to link the arguments of theories that explain sustainable 

competitive advantage according to contextual factors, with those that attempt to explain the 
sustainability of competitive advantage from a purely internal perspective. No one of these 
perspectives universally outperform the other on their own, so they need to be complemented 
each other. Thus, the key element for maintaining the competitive advantage is the fit between 
firm’s attributes and environmental factors over time. Hence, managers need to deeply 
analyze and interpret their environment and, from this external analysis, carry out an internal 
examination about firm’s capabilities endowment to address current and future environmental 
demands. Earlier theoretical research (Benner & Tushman, 2003) and recent empirical works 
(Uotila et al., 2009) suggest that stabilised companies tend to systematically overemphasize 
exploitation. As we have tried to highlight, this may be explained by the lower risk associated 
with exploitation in the short-term. Managers should overcome this over-caution about risk-
taking, trying to increase their emphasis on exploration when environment asks for it. 

 
Some interesting future research directions emerge from our theoretical analysis. On 

the theoretical side, further research about the main mechanisms and sources of organizational 
knowledge that enable the development of exploratory learning is needed. In this sense, 
literature suggests that there are two basic sources of organizational knowledge, namely 
internal and external knowledge (Bierly & Chacrabarti, 1996; Van den Bosch et al., 1999). In 
this sense, there is evidence suggesting that it can be more fruitful to learn from outside firm 
boundaries (Miller et al., 2007) than from within them. Nevertheless, internal learning is also 
important for explorative learning too (Grant, 1996; Van den Bosch et al., 1999; Jansen et al., 
2006). For this reason, it is worthwhile to study these two basic mechanisms that enable the 
firm to explore from both knowledge sources. For doing so, absorptive capacity, or firm 
ability to recognize new external knowledge, assimilate it, and apply it to commercial ends 
(Cohen & Levinthal, 1990), and combinative capabilities or firm ability to novelty recombine 
and utilize its current knowledge base (Kogut & Zander, 1992; Van den Bosch et al., 1999 
Jansen et al., 2006) become especially interesting.  

 
On the empirical side, we consider that the test of the main proposition of this paper 

can be very fruitful. In this sense, further investigation of knowledge exploration and 
exploitation will help to improve the theory of organizational adaptation to dynamic 
environments. Recently, just few works have tried to fill this gap in the literature (Jansen et 
al., 2006; Uotila et al., 2009). The study carried out by Jansen et al. (2006) is an admirable 
effort in the measurement of exploratory and exploitative innovations. Analogously, Uotila et 
al. (2009) develop a new and original measurement of the exploration orientation construct, as 
well as Danneels (2008) does with second-order competences (or capabilities to generate new 
capabilities). At this point, we believe that the main challenge for this research stream is the 
ongoing improvement of these measurements, rising items for translating the logic of 
exploration and exploitation as two ends of a continuum. 
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