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Abstract
Innovation is one of the basic component use by the corporate as a stretegy to improve
productive manufacturing processes, to be able to compete in the market and to establish
good reputation to gain positive status in customers’s perception. This paper has been
designed to review the existing literature available on firm innovation capabilities and its
influence on performance (i.e. business, marketing and financial performance). After
reviewing the existing literature on firm innovation capabilities, the researchers have found
that firm innovation capabilities have greater influence on business performance, marketing
performance and ultimately influence on financial performance. Theoretical framework has
been develop on the basis of the reviewed literiture, showing the relationship between firm
innovation capabilities and performance.
Keywords: innovation capabilities, business performance, marketing performance
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1. Introduction
The process of equipping in new, improved capabilities or increased utility has been defined
by Drucker (1985) as innovation. An innovation is related to products, processes, marketing
and organization. Different types of innovation has been described by Schumpeter (1934),
which are new products, new methods of production, new sources of supply, the exploitation
of new market, and new ways to organize business. Innovation capability is one of the
attractive areas that need to be studied by the researchers to define, categorize and investigate
its performance impacts. In order to achieve sustainable competitive advantage, the firms
were provided the strategic orientation to overcome the problems they were facing. (e.g.
Drucker, 1985; Hitt et al., 2001; Kuratko et al., 2005).
According to McAdam and Keogh (2004), firms believe that innovations were the important
factor to obtain sustainable competitive advantage. Geroski (2005) analyzed the effects of
innovations and patents to various organization performance measures in terms of accounting
profitability, stock market rates of return and corporate growth. Result obtained by Geroski
(2005) showed that it is relatively small direct effect of innovations on firm performance and
the benefits from innovations are likely indirect. Companies have noticed the importance of
innovation through the increasing competition in global markets such as value added of
existing products and services. Innovation is one of the basic component use by the corporate
as a stretegy to improve productive manufacturing processes, to be able to compete in the
market and to establish good reputation to gain positive status in customers’s perception.
The aim of this paper is to blend the representative existing literature on the relationship
between innovation capabilities with business, marketing and financial performances based
on methodical literature review. In doing so, this study attempt to find out on how
antecedents are related and can contribute to increase of business, marketing and financial
performances to help firm perform better.
2. Methods
We have analytically searched the following 19 main journals of Innovation Capabilities
journals; among it is: The Impact Of A Responsive And Proactive Market Orientation On
Innovation And Business Performance, Innovative Capabilities Operations Priorities and
Corporate Performance In Manufacturing Firms, Dynamic Capabilities A Review and
Research Agenda, Technological Innovation Capabilities and Firm Performance, Customer
Relationship Management and Innovation Capability An Empirical Study, A Research In
Relating Entrepreneurship, Marketing Capability, Innovative Capability and Sustained
Competitive Advantage, Organizational Innovative Capabilities Malaysian Firm, Innovation
Capability and Export Performance An Empirical Study Of Textile Businesses In Thailand
and Empirical Research On The Effects Of Organizational Innovation On Organizational
Performances.
In addition, we have also searched 9 primary Innovation Capabilities; among it is: The
Relationship Between Environmental and Business Performance An Empirical Study
Conducted In The Dutch Food and Beverages Industry, Strategic Marketing and Business
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Performance A Study In Three European Engineering Countries, Benchmarking Marketing
Capabilities For Sustainable Competitive Advantage, Beware The Silver Metric Marketing
Performance Measurement Has To Be Multidimensional, Innovation Sources Capabilities
and Competitiveness Evidence From Hong Kong Firm and The Effects Of Innovation
Capability On New Product The Evidence Of Zhejiang Province. We have also checked the
references sections of the selected articles to identify and have a better understanding in this
area.
2.1 A Classification of Relationship between Innovation Capabilities and Business, Financial
and Marketing Performances
A total of 28 empirical studies are analyzed in this study. Of these 19 of them used survey
methods. Other research uses questionnaire to address the aspect of innovation capabilities.
Our goal is to develop a classification representation factors/elements related to innovation
capabilities that has been covered in the existing empirical studies. After examining the 28
empirical studies, we found a total of 15 interconnected factors for which the empirical
evidences show significant relationship. These 15 factors that were being identified is product
and service innovation, process and marketing innovation, strategic innovation, resources
allocation and organizing capabilities, marketing capabilities, financial performances,
marketing performances, business performances, sales value, sales growth, gross profit, cost
reduction, revenues, market share and finally the fifteen customer retention. All the fifth teen
is found to be ordinarily independent and in addition that financial performances are also
dependent to marketing performances.
Out of the 28 studies examined not all factors being covered and there is inconsistence in the
empirical study results of those that included similar factors. Nonetheless, for the sake of
discussion, we integrate these fifth teen factors in a model (Figure 1) in which the expected
connection among them are depicted.

Figure 1. Model of relationship between innovation capability, business, marketing and
financial performance
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2.2 Product & Service Innovation
There are 21 journals out of 28 studies evidence which has shows a strong relationship
between product innovation and market performance (Narver, 1990). Kotler (1991)
mentioned that corporate revenue’s return hit more than 50% on innovation account. The
development of technology has contributes to the product and process innovations (OECD,
2005). An introduction of a new or significantly improved good or service is defined as
product innovation. (OECD, 2005). Products innovations can be achieved through utilize the
new or existing knowledge or technologies. However, various factors such as advance
technologies, customer needs change, short product life cycles and global competition
increase may cause the product innovation is a difficult process. (OECD, 2005).
Communication within the firm, between the firm and its customers and suppliers is an
essential step to be successes in product innovation.
According to the study conducted by A.Oke, the success of product / service innovations can
be achieved through the improvement of processes (Oke, 2007). In addition, marketing and
product innovation are positively related. Both have effect on each other. For example, when
the level of the marketing innovation is high, the level of the product / service innovation is
also high. Firms will attempt to develop products in a shorter time or response quickly to the
new product introduce by their competitors in order to overcome the competitive threat
(OECD, 2005). This leads to competitive advantage increase. Firm financial performance can
be improved through innovation such as the ability to response quickly to market forces,
develop and launch new products with a lower lead times (OECD, 2005).
2.3 Process &Marketing Innovation
We have found 20 articles related to process innovation. The implementation of a new or
significantly improved production or delivery method such as changes in techniques,
equipment or software is defined as process innovation. (Fagerberg et al., 2004). Process
innovation take place when the unit cost of production decreased, quality increased or new
product introduced (OECD Oslo Manual, 2005). Fagerberg et al. (2004) emphasized that
cost-cutting nature due to the process innovation will have a positive effect on the growth of
income and employment.
A significant change in product design, packaging, placement and promotion or pricing is
defined as a marketing innovation (OECD, 2005). In order to increase the firm’s sales,
marketing innovation will be implemented through fulfill the customer needs better, opening
up new markets, or re-position a firm’s product on the market. Marketing innovations are
strongly related to the four P’s of marketing, which are pricing strategies, product package
design properties, product placement and promotion activities (Baldwin and Johnson, 1996).
Clark (1999) offered expanded measurements of marketing performance, which include the
financial aspect that is, profitability, salability, cash flow, and non-financial aspect that is,
customer satisfaction, customer loyalty and brand equity. The “Innovation Strategy” has a
significantly positive influence upon organizational marketing performance. Bonoma and
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Clark (1988) said that a financial performance is highly tied together with cash flow, market
share, sales growth rate and profitability.
2.4 Strategic Innovation
There are 10 journals talks about strategic innovation that creates value for firm which is also
known as new competitive strategies. Strategic innovation is directly related to basic business
activities within an organization (Liao et al, 2007).
Strategic innovation is also known as the factor of identifying external opportunities which is
also match with external opportunities and internal capabilities .this is an important element
that is needed to deliver innovative product and new market exploration (Liao et al, 2007).
2.5 Resources Allocation & Organizing Capability
During this research, 14 articles were reviewed which is related to expand of technological in
relates to mobilize with regards to firms ability, financial and human resource in innovation
process. Product innovation is said to be dependable on the leverage of organizational
resources and capabilities which is owned by internal functional units or in combination with
research institutions, universities, customer and suppliers. Theory suggest that difficult to
imitate and rare in market provide a firm to be competitive enough by having distinctive
resources or capabilities which are valuable. Element of innovation requires combination of
these resources to be essential. Nelson and Pack (1999) also said that the complementary
assets that provide the foundation of dynamic capabilities and competitiveness are the factor
to integrate build and reconfigure the resources.
Innovation supporting activities are measured by how well a firm manages its capital
investment and human in resources allocation capability. There are firms in Hong Kong
exhibit a better resource allocation capability and can allocate limited resources more
effectively in transforming ideas into commercial products which lead to competitive
products. Empirical studies show that financial and human resources in small and medium
enterprise are crucial for innovation Nelson and Pack (1999).
2.6 Marketing Capability
16 articles were reviewed on marketing capabilities. It was pointed that function of marketing
requires complete market knowledge, create and provide valuable and excellent product and
service towards their target customer, Weerawardena (2003). To have a better and longer
competitive advantage and profit, than company need to highly respond to the need of market
and predict the market situation proactively. According to Weerawardena (2003), marketing
capabilities is an indispensible factor that is based in innovative capabilities of a company
which can generate growth and profit via distinctive innovation capabilities.
According to Liu et al. (2009), it was said that tangible and intangible resources and
capabilities are important in marketing capabilities for marketing operation, including brand,
sales, channel and service to provide various marketing service.
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2.7 Financial Performance- relationship with Sales Value, Growth & Gross Profit
Financial performances refer to factors of sales value, sales growth and gross profit or
profitability. We have reviewed 12 journals on financial performances which suggested the
market performance positively impacts the financial performances. Whereas business
performance can be divided into two groups which is one financial and second non-financial.
Financial performance refers to the extent to which the organization performs in relative sales
value, sales growth and gross profit / profitability, (Li.L, 2000).
According to the study carried out by Hakan Kitapci, Bulent Aydin and Vural Celik, the
financial performance was represented by the sales value, and general profit of the
organization. (Kitapci, Aydin, & Celik, 2011). As marketing growth and sales growth directly
contribute to the profits of the organization through increase in price premiums and sales
revenues, by decreasing marginal unit costs thus leading to significant overall profits (Wei &
Wang, 2005).
According to E.T.G.Wang and H.L.Wei, firm’s sales will be affected by product innovation
(Wei & Wang, 2005). According to the prior study done by William and Michael, sales
growth is the most significant growth variable affecting financial performance in the actual
industries examined (William & Michael, 1995).
2.8 Marketing Performance -relationship with Sales Growth, Cost Reduction, Revenues &
Market Share
According to the prior study’s result, innovation capability is positively related to market
performance. Market innovation is the most significant factor for market performance (AMA
2005). Market performance will be affected by the customer behaviors, which can be
measured using unit sales and sales revenue. Thus, the financial performance outcome in
terms of revenue, cash flow, and profitability can be determined by the sales performance of
the firm. (Day and Fahey, 1988; Kaplan and Norton, 1993). The US American Marketing
Association White Paper (AMA 2005) identified Incremental sales revenue, Ratio of cost to
revenue, Cost per sale generated, Changes of financial values of sales generated, Cost of new
customer and Cost of old customer retention as the ROI measurement (AMA 2005).
Recently, a methodology for projecting a firm’s ROI in service quality has been introduced
by the “return on quality” model (Rust et al., 1995). Research has shown the possibility of
trade-offs between service quality improvement that increase revenue and reduce costs
(Anderson, Fornell, and Rust 1997). The financial risk also need to be considered in the
approaches to evaluate the financial return (Davis 2002), as is common in corporate finance.
2.9 Business Performance -relationship with Sales Growth, Cost Reduction, Revenues,
Market Share & Customer Retention
There were 9 articles shows strong relationship on business performances. To survive and
prosper, a company must be aware of changes in consumer taste to satisfy existing customers
and secure new ones, (Ambler et al. 2002). Satisfying consumer requirements, means it is the
central focus of an organization’s activities, (Ambler et al. 2002).
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Business performance is mainly drives by an important factor which is innovation as per
reviewed by Desh-pande and Farley, 2004; Fagerberg, 2005; Davila et al., 2006; Antončič et
al., 2007; Bastič, 2007) and is crucial for competitiveness (e.g. Werawardena, 2003; Bastič,
2004). There was empirical study which confirms a positive relationship between
new-product performance and business performance (Langerak et al., 2004; Ledwith and
O’Dwyer, 2008). Customer loyalty, market share and sales volume is positively impacted by
the effectiveness by new-product development process and the ability to successfully launch
new products. Administrative, product and process innovation are related to business
performance in positive way.
At the time market success or market position is achieved, it will resulted in business
performance as an outcome (Day & Wensley, 1988) and essentially will change over time
(Rust et al., 2004). Both levels of current and future levels of performance measure should
retain business performances. As per mentioned by (Varadarajan & Jayachandran, 1999), a
broad and well-balanced performance conceptualized financial and non financial methods
which will assist marketers to fully reconize the performance consequences of their startegies.
Business performance term is used as a general performance construct to detain both market
and fiancial aspects of presentation, (Rust et al., 2004).
3. Conclusions and Recommendation
Based on the literature review on firm innovation capabilities have shown that to get a greater
impact on the firm’s overall performance, the organisations have to implement effective
innovation culture in the organisation. The organisations which implement such innovative
culture, remains ahead of their competitors because this innovations ultimately affects other
variables such as business performance, marketing performance and finally overall financial
performance. This will help organisations to grow in a bigger scale.
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