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Abstract

It is widely acknowledged in the existing studies that innovation has the critical role in firms’ performances.
Moreover, it has been acknowledged that innovative activities are the main sources of growth, survivability, and
success for SMEs firms. In the setting of entrepreneurship, earlier studies have claimed that innovation is the
integrated element of entrepreneurship. However, the existing studies have also revealed inconsistent findings
regarding the impacts of innovation on firm’s performances under various contexts. Thus, this study claims that there
should be a moderator to facilitate the relationship between innovations and firm’s performances. Therefore, this
study has introduced the external integration as a moderator to improve the relationship between types of innovations
and firm’s performances. The main objective of the study is to identify the relationship between various types of
innovations including process innovation, product innovation, marketing innovation, and organizational innovations
and business success operationalized with four dimensions including perceived financial performance, perceived
non-financial performance, perceived business growth, and perceived performance relative to competitors) under the
moderating role of external integration. Three theories namely Strategic Contingency Theory (SCT), Resource
Dependence Theory (RDT), and Resource Based View (RBV) have been integrated to develop the proposed
theoretical framework. The recent literature has been taken to gather the information about the variables that helped
current study to develop a theoretical frame work and then eight propositions have been developed based on
proposed theoretical framework. The external integration as a moderator between innovations and business success is
the main theoretical contribution of this study. Furthermore, limitations have been stated at the end and
recommendations have been made for future research.

Keywords: SMEs business success, innovations, Resource Based View (RBV), Strategic Contingency Theory (SCT),
Resource Dependence Theory (RDT)

1. Introduction

The key intention of any business is to attain the greater success in its respective sector. However, due to limited
resources, the SMEs are required to pay more attention on survival factors to achieve business success (Tehseen et
al., 2018). SMEs play a major role in improving the economic growth of any nation (Omar et al., 2018). Since both
internal and external factors are accountable for the superior performances of firms (Tehseen & Sajilan, 2016). And
innovation is one of the important internal factors that have been acknowledged broadly for the success of SMEs’
performances. Earlier studies have recognized the influence of the types of innovations on SMEs’ business success in
different sectors (Bigliardi, 2013; Nwaobilor, Okoroji & Anyanwu 2016). It has already been broadly mentioned that
innovation plays a dynamic role in the business success. Innovation has been recognized as the most significant key
factor in increasing the productivity and competitiveness of businesses. Consequently, it has become the key player in
the success of businesses for all sectors.

Likewise, external integration has been considered as a vital external factor to achieve the superior firm’s performance
sand has been considered as a key moderating variable between entrepreneurial competencies and SMEs’ business
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success relationship (Tehseen & Ramayah, 2015). However, the deep understanding of innovation (process, product,
marketing, and organizational) for SMEs business success is still limited specially, no study has been conducted so far
by considering the moderating role of external integration for the relationship between innovation and SMEs’ business
success. Therefore, this study identifies the role of innovation in the of SMEs business success under the moderating
influence of external integration. By reviewing the past literature on innovation, some studies have taken financial
parameters as the basis of business success and to assess the performance of the firms (Matook, 2013). On the other
hand, few researchers have focused on non-financial aspects (Haber & Reichel, 2005; Hoque, 2004). Moreover, some
studies have considered growth of company as the parameter of business success (Ahmad, 2007) and others have
deemed performance relative to competitors as determinant factor for business success (Zakariaa et al., 2016;
Nzimande & Padayachee 2017).

This study has taken external integration as a moderator between independent and dependent variables. External
integration indicates the extent to which the firms can build relationships with their customers and suppliers to
structure their behaviours, procedures, organizational practices and strategies through collaborative processes in
order to meet the customers’ needs (Chen & Paulraj, 2004). Three theories including; Resource Based View (RBV),
Strategic Contingency Theory (SCT), and Resource Dependence Theory (RDT) have been integrated to support the
theoretical framework of this study.

The next section provides the literature review regarding innovation, external integration, and SMEs’ business
success. While, the conclusion and future research are presented in the last section.

2. Review of the Literature
2.1 Innovation and Its Importance

The Innovation terminology was used for the very first time by the Austrian economist, Joseph Schumpeter in 1934.
In his book, The Theory of Economic Development, Schumpeter claimed that entrepreneurs develop new products
and technologies to make existing products and technologies obsolete overtime (Barringer & Ireland, 2019).

Studies also argued that innovation plays a big role in the survival and success of firms (Jimenez & Sanz-Valle, 2011)
and for achieving long term competitive advantage (Standing & Kiniti, 2011). Innovation specifies the adoption of
new and improved processes, products, services, and organizational and marketing techniques (OECD, 2005).

SMEs are focusing on the continuous improvement in their business approach by doing the continuous innovation in
their products and services to attain sustainability in the market. The global competitive market encourages
improving their performances, capabilities, and competencies in the marketplace to distinguish themselves from the
competitors. Furthermore, innovation is an important key factor in achieving high business growth, entering new
markets and increasing market share and in attaining competitive advantage (Ceptureanu, 2015; Obadi, Kosir &
Korcek 2017).

Firms have started to recognize the value of innovation as a result of globalization; as such global competition has
led to technological changes that have increased the importance of existing services and products. Innovation can be
viewed as a business strategy because it creates valuable products and services and helps the organizations to
improve their reputation.

Abundant literature is evident on the significant positive relationship between innovation and business success
(Naranjo-Valencia et al., 2016). However, most of these studies have been carried out in several industries. For
example, a study examined 446 multiple Spanish firms to determine the success ratio of innovation businesses
(Naranjo-Valencia et al., 2015). There are many studies in the recent times that have proved the impact of different
types of innovation on the business success. For instance, a study of Prajogo (2016) on 207 Australian manufacturing
companies has revealed the business success due to the significant influence of product and process innovation.

2.2 Concept of Innovation in Entrepreneurship

The concept of innovation is widely used while defining entrepreneurship. According to Goosen (2007),
entrepreneurs are the people who always search for new opportunities and implementation for their new business
ideas. As mentioned earlier that Schumpeter had introduced the term innovation in which the concepts of market
innovation, factor innovation, product innovation, process innovation, and event organizational innovation were
involved (Syahida, 2008). The entrepreneurs who bring the entrepreneurial activities up to the high extent of
establishing the company and then making it profitable through innovativeness and creativeness are referred as
“Schumpeterian entrepreneurs” (Cuadrado-Roura & Garcia-Tabuenca, 2008). Other researchers who have seen
innovation in the context of entrepreneurship such as Hoselitz (1960) who claims innovation is a part of

Published by Sciedu Press 371 ISSN 1923-4023 E-ISSN 1923-4031



http://ijfr.sciedupress.com International Journal of Financial Research Vol. 10, No. 5, Special Issue; 2019

entrepreneurship, Dollinger (1995) considered it as a development of innovative economic institute, Rwigema and
Venter (2004) recognised it as “the process of conceptualising, organising, launching, and nurturing a business
opportunity into a potentially high growth venture in a complex, and unstable environment”.

2.3 Types of Innovation

The innovation has been categorized into five forms; new production processes, new products, new markets, new
resources and materials, and new organizational activities and events (Atalay et al., 2013). However, Brouwer (1991)
has classified innovation into two main categories namely process and product innovations. In addition, Damanpour
(1991) also proposed innovation as managerial innovations. In the same manner Higgins (1995) emphasized on
marketing innovation and Huiban and Bouhsina (1998) stressed on organizational innovations.

Innovation has been classified as radical innovation and incremental innovation (Dewar and Dutton, 1986). Few
researchers have also discriminated against technological innovations involving product and process innovations
from non-technological innovations that relate to organizational and marketing innovations. According to Atalay et
al. (2013), innovation is of four types namely process innovation, product innovation, marketing innovation, and
organizational innovation, above four categories of innovations can be defined as follow:

2.3.1 Process Innovation

Process innovation refers to the introduction of better or new delivery or production methods. This kind of
innovation involves major equipment or software and technical changes. For example, product development using
computer aided methods, better or new technological devices to produce products and automate process
customization.

2.3.2 Product Innovation

Product innovation is related to the introduction of new services or goods, or with a range of advanced features or
service enhancements. It shows a significant improvement in technical specifications, materials and components,
usability, embedded software or other functions such as quality materials with better functionality and so on.

2.3.3 Marketing Innovation

Marketing innovation means introducing new marketing approaches to make valuable changes in product design or
packaging, prices, or product promotion, and product placement. Innovation marketing aims to better meeting
customers’ needs, entering new markets or positioning the products in the market to increase their sales. For example,
significant changes to the furniture design are being introduced to create new looks and to attract customers.

2.3.4 Organizational Innovation

This innovation means using new methods within the business’ practices of an organization. This indicates
satisfaction with work that leads to high productivity, getting access to non-tradable assets or reduces supplies’ costs
through supply chain management.

3. Business Success in SMEs

Main visionary attribute for any size or type of organization is to put step ahead continuously on the ladder of
success and particularly business type organizations are more emphatically conscious. The definition of business
success is yet a contradictory concept because itcould be evaluated on various multi-dimensional parameters. Few
scholars considered that financial parameters are pillars of success and are to be used to evaluate the performance of
enterprises, however, other researchers also focused on non-finical elements. The evolutionary elements such as
turnover, profitability ratio, and return on investments statistics were only used to measure the success of any
enterprise (Briderl & Preisend&fer, 1998). However, Perren (2000) argued that only the financial indicators are not
enough to evaluate the overall performance of any enterprise, because the non-financial elements are also very
significant to assess the business success ratio of the organizations (Perren, 2000). Consequently, this study puts
attention to conduct similar type of study, which is based on both parameters namely financial and non-financial
measures along with business growth and performance relative to competitors. Moreover, several existing studies
have only used subjective measures to measure business success or firm’s performances under various contexts
(Ahmad, 2007). This is because the SMEs are not accountable to disclose their financial data and that is why this is
considered as a very sensitive issue for SMEs to reveal their financial performance (Ahmad, 2007; Wahid &
Mahmood, 2013). Thus, this study has also proposed using the subjective or perceived firm’s performance measures.
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3.1 Perceived Financial Performance

Many studies have taken the financial measure as the most important indicator to assess the performance of the firms
(Matook, 2013). According to Ahmad (2007), financial indicators comprise sales turnover, market share, profitability,
and sales growth. Although, financial performance is massive and important variable for all organizations to
empower financial growth, the organizations formulate and de-formulate their business strategies, by implementing
new novel innovations, so that could obtain the competitive advantage and maximize the survival ratio. Financial
growth is also affected by the growth of export, for example in China by the rapid technological development, export
revenue was positively affected and it added value in economic growth (Timmer & van Ark, 2005).

3.2 Perceived Non-financial Performance

The literature has revealed a variety of non-financial factors to measure the business success including the customer
satisfaction which plays a vital part in the service sectors and manufacturing (Haber & Reichel, 2005). According to
Hoque (2004), employee satisfaction is also a critical non-financial indicator for business success. The customer
retention is a key non-financial indicator as well which enhances the profitability and market share (Haber & Reichel,
2005). One another research has added some non-financial performance indicators namely the social responsibility
and lifestyle (Ahmad & Seet, 2009). According to Ittner and Larcker (2003), it can be estimated that non-financial
performance can assists the management of more effective strategies of the company. Non-financial performance
imitates the area of intangible values considered by a firm and recognizes the benefits (Rahman et al., 2015; Ittner &
Larcker, 2003).

3.3 Perceived Business Growth

The growth specifies the success and failure of a business. Garnsey et al. (2006) stated that there are several internal
and external factors which affect the business growth. Many empirical researches have taken growth rate to analyse
the firm’s performance (Ahmad, 2007). The performance is generally analyzed by the incensement in profits and/or
growth in employees or sales. Similarly, employment or annual sales’ growth of the company is the main factor to
measure the business growth (Brinckmann, 2008). Although both elements can be analyzed by the objective figures
and have been repeatedly utilized to assess the business growth. The growth is an comfortably measurable factor of
business performance and more authentic than accounting assessments and other measures regarding the financial
performance. Furthermore, business performance could be more valuable in the empirical research due to its
multidimensional nature.

3.4 Perceived Performance Relative to Competitors

Companies are well alert about the actions of their competitors (Porter, 1990). Likewise, Brush and Vanderwerf
(1992) argued that competitors’ firms stay alert regarding the performance of new companies within industry. Thus,
this awareness regarding rivals leads the firms towards competitive advantages and business success. There are
empirical evidences in existing literature that prove that performance relative to competitors is also a key
measurement of business success for SMEs (Ahmad, 2007; Bocij, 2018). Moreover, Zakariaa et al. (2016) have also
used performance relative to competitors to access business success along with financial performance, non-financial
performance, and business growth.

4. External Integration

Integration refers to the extent to which diverse groups collaborate effectively and work collectively to attain mutual
goals). External integration refers to larger extent of operational competency whereby the products or services can be
effortlessly accessible to clients to meet their requests through dissemination systems (Halley & Beaulieu, 2009). In
order to solve the business problems and improve operations, synchronized planning, working collaboratively, and
information sharing among firms, suppliers and customers are basic themes of external integration. Moreover,
external integration assists the firms to minimize the transaction costs by creating strong and relationships with key
external parties. Koh et al. (2007) conducted study on SMEs of Turkey, a positive impact of strategic relationship of
SMEs with their suppliers and customers was found on their performance. As mentioned earlier that organizational
performance could be measured using both dimensions namely financial and non-financial measures. Ultimately, for
each enterprise, the financial performance is very mandatory, but external collaborations positively effect on various
parameters such as innovation performance (Demirbag et al., 2006; Brown, & Ibekwe 2018).

5. Impact of Innovation on SMEs’ Business Success

Murphy et al. (1996) suggested that the firms’ success concept is a multidimensional, because an objective and
subjective both indicators have been used to evaluate firm’s performance (Harris, 2001). A success can be judged by
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its financial performance, non-financial performance, and business growth. Instead, a study suggested that financial
and non-financial indicators complement each other and show the real performance of the company (Wiklund, 1999).

Cooper and Kleinschmidt (1991) emphasized the positive impact of high-level product innovations on the company's
competitive advantage. Other studies have also provided empirical evidence in this respect (Mansury & Love 2008).
Another study by Hult et al. (2004) emphasizes that survival and entrepreneurship success are innovation-based.
Other research focuses on innovative activities and on the importance of investing in research and development,
because of its positive effects on survival, success, and business growth (Koellinger, 2008; Bosupeng, 2018).

In many studies, innovation has been used as a capability and is defined as a set of interrelated processes to facilitate
product innovation and deployment (O'Cass & Sok, 2012). It has been related to the excellent SMEs performance
(Rosenbusch et al., 2011). For instance, according to Rosenbusch et al. (2011), SMEs achieve significant results and
gain competitive advantage over their competitors due to their strong innovation capability. Although SMEs have
limited resources (Terziovski, 2010), but they used to implement the innovative strategies (Rosenbusch et al., 2011).
SMEs are small and flexible those allow new products to be delivered in market to meet consumers’ needs (Sok et al.,
2013; Bin-Zainudin, et.al., 2018). Instead, Rosenbusch et al. (2011) also revealed that the relationship between
performance and innovation is contingent on the meta-analysis of the empirical results of previous researchers. They
found that the operational relationship of innovation depends on many factors, for example the age, the cultural
context, and the category of innovation of the company.

6. Underpinning Theories and Development of Theoritical Framework

In this study, three theories including Resource Based View (RBV), Strategic Contingency Theory (SCT), and
Resource Dependence Theory (RDT) have been integrated to develop the proposed theoretical framework.
According to RBV, the innovation can be considered as the unique, rare, valuable, inimitable, and non-substitutable
internal resource that may lead towards the success of any business (Barney, 1991). However, since many
researchers argued that only internal resources are not enough to attain the business success because external factors
do contribute towards the success of any business as well. Thus the SCT first used by Hofer in 1975, has been also
integrated while developing this study’s framework. Based on this SCT, external integration could be considered as a
significant external factor that could lead towards the business success as well.

Similarly, Resource Dependence Theory (RDT) introduced by Pfeffer and Salancik (1978) deliberates on the
necessities of firm’s resources. So, to obtain essential resources, the firms develop relationships with others (Nohria
and Garcia-Pont, 1991; bin Abdul Razak & Baharun 2018). Hence, RDT is involved with firm’s demands to get
optimum resources from other players within their vicinity and describes how enterprises sacrifice their resources in
order to re-shape new alternative resources for better performance (Sherer & Lee 2002; Basazinewu, 2018).

The innovation-business success relationship could be enhanced through external integration. In Figure 1, process
innovation, product innovation, marketing innovation, and organizational innovation are taken as independent
variables; external integration is taken as moderator; and business success operationalised with four dimensions
including perceived financial performance, perceived non-financial performance, perceived business growth, and
perceived performance relative to competitors, is taken as the dependent variable. The proposed theoretical
framework is shown in Figure 1 and eight propositions have been developed based on the proposed theoretical
framework.
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Figure 1. Conceptual framework

7. Development of Propositions
The eight propositions have been developed as follow:
Propositionl: Impact of Process Innovation on Business Success

Process innovation usually occurs within the firms’ internal practices and its antecedents and consequences related to
product innovation (Reichstein & Salter, 2006). Although, process and product innovations have a positive impact on
business performance (Prajogo & Ahmed, 2007), the understanding of the external market characteristics or
conditions under which different forms of innovation are more or less beneficial is still limited (Prajogo, 2016).
Based on above exiting studies, this study proposes the positive impact of process innovation on business success,
thus,

P1: Process innovation positively impacts the business success of SMEs.
Proposition2: Impact of Product Innovation on Business Success

Product innovation is explained as the use or development of new technologies, features, and components to produce
new products. An extensive number of studies have focused on product innovation (Corsino & Gabriele, 2010;
Auzairy,et.al 2018), and studies have argued its direct impact on firms’ business performance (Rauch et al., 2009;
Tajeddini et al., 2006; Wiklund & Shepherd, 2005). Based on above exiting studies, this study proposes the positive
impact of product innovation on business success, thus,

P2: Product innovation positively impacts the business success of SMEs.
Proposition 3: Impact of Marketing Innovation on Business Success

Marketing innovations constitute the new marketing techniques implementation for instance pricing of products and
services, changes in product packaging and design, and product promotion (Naranjo-Valencia, 2015;
Awoonor-Aziaku 2017). In order to achieve business success, firms are required to launch new goods and services in
the market with high level of innovation (Atalay et al., 2013; Bakar, Abidin & Haseeb 2015). Furthermore,
marketing innovation assists businesses to fulfill customers’ expectations which lead them towards the success
(Cascio, 2011). Based on existing studies, this study also proposes positive influence of marketing innovation on
business success, thus, the following proposition can be developed:

P3: Marketing innovation positively impacts the business success of SMEs.
Proposition 4: Impact of Organizational Innovation on Business Success

Organizational innovation pushes the organizations to think innovatively about organizational challenges and find
the solutions that can be considered as novel to organization and to the industry. According to Camisén and
Villar-Lépez (2014), OECD (2005) organizational innovation is the adoption of a new organizational technique in
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the workplace, business practices or external associations (this technique can be new administrative practice, new
technology, new product or new service) to encourage the competitive advantage and improve the firm’s
performance.

Based on existing literature, it is proposed that there would be a positive influence of organizational innovation on
business success. Therefore, the relevant proposition can be developed as follow:

P4: Organizational innovation positively impacts the business success of SMEs.
Proposition 5: Moderating Impact of External Integration on Innovation-Business Success Relationship

External integration is the strong collaboration with suppliers and customers. With information sharing practices and
mutual understanding, the businesses integrate with suppliers and customers. Supplier integration specifies to the
business’ connections with their suppliers for useful information sharing and association (Ragatz et al., 2002). While,
according to Boon-itt and Pongpanarat (2011), the customer integration indicates to the instant reaction to meet
customers’ demands. Thus, the part of external integration for successful business is critical since it provides the
important information and meets the customers’ needs and requirements.

Since the above studies acknowledge the role of external integration in attaining the business success for SMEs, thus,
the external integration could facilitate the innovation-business success relationship and therefore, this study
proposes the following propositions:

P5: External integration positively moderates the impact of process innovation on business success.

P6: External integration positively moderates the impact of product innovation on business success.

P7: External integration positively moderates the impact of marketing innovation on business success.

P8: External integration positively moderates the impact of organizational innovation on business success.
8. Discussion and Conclusion

Innovation has been considered as one of the main critical internal resources for achieving the success of SMEs’
businesses. There are four types of innovations that have been discussed in this study namely process innovation,
product innovation, marketing innovation, and organizational innovation. The process innovation has been described
as a new internal production and manufacturing process of an organization. While, product innovation is the process
of introducing new and better products and services to the market. Whereas, the aim of marketing innovations is to
address and fulfill the needs of customers through brining new promotions, product pricing, placement, product
packaging to the market. On the other hand, the organizational innovation has been explained as the adoption of new
behaviors within the organization. It involves the development of the administrative practices which result into high
productivity and reducing the supplies costs through supply chain management, lean production, and business
reengineering.

The main objective of this study was to develop a theoretical framework by integrating RBV, SCT, and RDT and
then to develop eight propositions based on proposed theoretical framework. The main theoretical contribution of
this study is that it has introduced external integration as a moderator in the relationship between different types of
innovations and business success in the context of SMEs in general. However, the main limitation of this study is
that it is only a conceptual study and did not conduct data analysis. Thus, to overcome this main limitation, the future
studies are recommended to conduct the empirical research using this study’s proposed theoretical framework under
various context.
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