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Abstract

Purpose — The purpose of this paper is to explore the relationship between organizational innovation and
performance of firms in Vietnam.

Design/methodology/approach — Based on the literature review, the author proposed five hypotheses
covering the relationships between different aspects of organizational innovation and firm performance. Data
collected from a survey of 266 firms in Vietnam were analyzed to test the proposed hypotheses.

Findings — Two out of three aspects of organizational innovation, including “innovation in business
practices” and “innovation in workplace organization,” are significantly positively associated with firm
performance. However, there was no evidence to support the relationship between firm performance and the
third organizational innovation aspect, “organizational innovation in external relations.” The results also
show that the interaction terms among three aspects of organizational innovation do not have significant
impacts on firm performance.

Practical implications — Firms in Vietnam should pay more attention to innovation in business practices
and innovation in workplace organization since two aspects have clear positive influences on performance.
Moreover, firms can perform each of the organizational innovation aspects independently or in parallel, as the
implementation of organizational innovation in one aspect does not influence the impact on the firm
performance of organizational innovation in other aspects.

Originality/value — This study provides important insights into the widely recognized yet little-researched
relationship between organizational innovation and firm performance and concludes that organizational
innovation has a positive impact on firm performance.

Keywords Innovation, Firm performance, Organizational innovation
Paper type Research paper

1. Introduction
Economic turmoil, changes in customers’ demands and competitors’ behaviors all put high
pressures on firms. To meet challenges posed by the external environment, firms must
continually find new ways not only to design, produce, promote and deliver their products and
services but also to organize internal workflows and processes. Maintaining old ways of thinking
and doing things could be the quickest path to failure. Innovation is not just a nice thing to do but
also a must for businesses to survive and succeed in this fast-changing environment.
Innovation can result in new products, new services, new technologies or new management
approaches (Wu and Lin, 2011). Different types of innovation can be implemented by a single
firm. In an increasingly uncertain environment, a firm has to value various types of innovation
in order to survive and grow (Bir ef al, 1988).
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Organizational innovation, one type of innovation, is perhaps the most popular, but yet the
least researched. The extant literature on innovation puts a much heavier emphasis on
technological innovation expressed in the form of product innovation and process innovation
compared to any other types of innovation. Specifically, the first two editions of the Oslo
manual — guidelines for collecting and interpreting innovation by the Organization for
Economic Cooperation and Development (OECD), considered innovation as being of two types:
product and process innovation. Until only recently, since 2005 the third edition of this manual
has begun to recognize organizational innovation along with marketing innovation. After a
systematic review of the literature, Keupp et al (2012) found that out of 342 published articles on
innovation, only 25 mentioned organizational innovations. Meanwhile, previous research shows
that in developing countries, organizational innovation occurs most frequently and could be the
most important. For example, Egbetokun ef al (2012) pointed out that in Nigeria, although some
product, process and marketing innovations were found, organizational innovations were still
“at the heart of the innovation activities” of the firms. Hongming ef @l (2007) made a similar
observation that on the China mainland, enterprises attached more attention to administrative
innovation (a concept that overlaps with organizational innovation) in recent years. Phan (2014)
also found evidence to support the proposition that organizational innovation is the most
common form of innovation in Vietnam. It can be seen that there is an imbalance in the extant
literature in building our knowledge of different types of innovation implemented by firms.
While organizational innovation is the most popular type, it is largely under-researched and we
have very little knowledge about it. What activities can be classified as organizational
innovations? Is there any evidence that this type of innovation is good for the performance of
firms and if there is such a relationship, is it always positive? All these questions call for more
empirical studies on organizational innovation, especially in the developing countries context.

This paper addresses the gap in the literature by focusing on organizational innovation and
explores its impact on the performance of firms in the context of Vietnam, a developing country.
The next section presents a literature review on organizational innovation and its relationship
with performance. The subsequent section covers research methods, followed by a section on
research results. Finally, discussion and conclusion of the research are presented.

2. Literature review and hypotheses

This section reviews the literature on the organizational innovation concept and its
relationship with firm performance. The meaning of the concept is discussed in detail by
presenting a definition that will be used in the rest of the research together with illustrative
examples. The concept’s meaning is also made clear by comparing with similar concepts
available in the literature. Following that, theories and results of previous empirical studies
on the relationship between organizational innovation and firm performance are explored to
build hypotheses that are meant to be suitable for the study context.

2.1 Innovation and organizational innovation

Innovation refers to the implementation of something new that is (hopefully) beneficial to
the innovator. It is the adoption of new concepts or behavior (Wu and Lin, 2011). West and
Anderson (1996, p. 681) defined innovation as “the introduction and application, within a
group, organization, or wider society, of processes, products, or procedures new to the
relevant unit of adoption and intended to benefit the group, individual, or wider society.”
Rogers (2003, p. 12) described innovation as “an idea, practice, or object that is perceived as
new by an individual or other unit of adoption.” According to Baregheh et al. (2009, p. 1334),
innovation is “the multi-stage process whereby organizations transform ideas into new/
improved products, service or processes, in order to advance, compete and differentiate
themselves successfully in their marketplace.” Innovation relates to new products and



services, production methods and procedures and production technologies, as well as Organizational

administrative changes (Fay et al, 2015).

This study adopts the comprehensive and widely recognized definition of innovation
offered by the OECD (2005, p. 46): “An innovation is the implementation of a new or
significantly improved product (good or service), or process, a new marketing method, or a
new organizational method in business practices, workplace organization or external
relations.” The definition entails four types of innovation: product innovation, process
innovation, organizational innovation and marketing innovation — in which organizational
innovation is defined as “the implementation of a new organizational method in the firm’s
business practices, workplace organization or external relations” (OECD, 2005, p. 51).

According to the above definition, organizational innovation involves new methods used
by the firm in three areas: business practices, workplace organization and external relations.
First, business practices refer to the way work tasks are implemented in organizations. The
introduction of lean production for the first time is an example of organizational innovation
in business practices. Second, workplace organization refers to how responsibilities and
decision making among employees are allocated as well as how business activities are
structured. The first implementation of an organizational model that gives the firm’s
employees more autonomy in decision making is an example of organizational innovation in
workplace organization. A firm's new organizational method in business practices or
workplace organization involves cutting, extending, re-configuring or recombining work
tasks. Finally, new organizational methods in a firm’s external relations involve new ways
of organizing relations with its external stakeholders. A firm outsourcing its business
activities for the first time in production or recruitment is an example of organizational
innovation in external relations.

It is worth to note that in the literature, it is quite common to see the term “organizational
innovation” used as a broad concept covering all possible types of innovation in an
organization. However, following the OECD (2005), in this paper, organizational innovation
is used in a narrow sense that describes only one specific type of innovation.

Organizational innovations are strongly linked with all administrative efforts to renew
organizational routines, procedures, mechanisms, systems, etc. (Gunday et al, 2011). It therefore
is linked closely with the concept of “administrative innovation” used by many researchers (e.g.
Damanpour, 1991; Read, 2000; Damanpour and Wischnevsky, 2006; Hongming et al, 2007;
Carmen and Jose”, 2008). The OECD’s definition of organizational innovation also matches the
concept of “management innovation” proposed by Hamel (2006), Birkinshaw et al (2008) and
Mol and Birkinshaw (2009). In fact, some authors (e.g. Damanpour et al, 2009) use the three
terms interchangeably. Due to the large overlaps among the three concepts, in this paper, the
results of empirical research on administrative innovation and management innovation are also
used to compare with the results of this research.

2.2 The relationship between organizational innovation and firm performance
Innovation, in general, is known as having a direct impact on firm performance (e.g. Roberts
and Amit, 2003; Marques and Ferreira, 2009; Ndubisi and Iftikhar, 2012; Al-bahussin and
El-garaihy, 2013; Bigliardi, 2013) but it does not necessarily mean that all types of
innovation have such impacts. For example, Nguyen ef al. (2016) found that among four
types of innovation specified by the OECD (2005), only product innovation has a direct
influence on firms’ financial performance. What about organizational innovation — a specific
form of innovation? Does it have a direct impact on firm performance as well? This paper
addresses this question in detail.

Like any other type of innovation, organizational innovation is implemented in a firm
with the intention to increase the firm’s performance. It is expected that a new
organizational method in the firm’s business practices would lead to higher efficiency and
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lower costs. For example, in the case of business re-engineering, unnecessary work tasks or
even an entire department are eliminated so that the firm'’s efficiency is higher while its costs
are lower. New organizational methods in the firm’s business practices can also lead to a
higher quality of work and improved customer service (as in the case of implementing a new
quality management system). A new method in the firm’s workplace organization is
expected to help improve employees’ productivity and satisfaction. For example, the
introduction of a new decentralized organizational model would give employees greater
autonomy to do their jobs, hence enhancing their satisfaction and productivity. A new
organizational method in the firm’s external relations will help the firm focus on what it does
best by giving other tasks to partners who can do it at less cost and/or more effectively. It
will also help the firm improve relations with external parties that can translate into future
success. In fact, OECD (2005) suggested that organizational innovation can improve
workplace satisfaction/productivity and/or reduce administrative/transaction costs,
which, in turn, lead to higher business performance. Zaied and Affes (2016) stated that
organizational innovation influences the company’s performance through improving
quality of work, information exchange, capacity of learning and the use of new knowledge
and technologies. Therefore, theoretically, organizational innovation will enhance the
performance of firms.

Empirical research testing the relationship between organizational innovation and
performance has not always confirmed this theoretical proposition, however. The research
findings are mixed. For example, while some research works (e.g. Hongming et al., 2007; Lin
and Chen, 2007; Carmen and Jose”, 2008; Gunday et al, 2011) found that organizational
innovation has a statistically positive significant relationship with firm performance, others
(e.g. Zaied and Affes, 2016) did not find that relationship at all. As Rosenbusch et /. (2011)
pointed out that the relationship between innovation and performance is context-dependent.
Vietnam, as a developing country, does not have a strong industrial foundation and
technological basis to allow firms to excel in product and process innovation. Moreover,
moving from the central planning economy to a market one, firms in Vietnam are still not as
experienced as others in marketing tools and techniques, which also limit Vietnam firms in
marketing innovation. Organizational innovation, therefore, is probably the type of
innovation that firms in this country rely on with the hope that it will lead to a positive
outcome. Therefore:

HI. Organizational innovation has a positive influence on firm performance.
Hla. Innovation in business practices is positively associated with firm performance.

HI1b. Innovation in workplace organization is positively associated with firm
performance.

Hic. Innovation in external relations is positively associated with firm performance.

In addition, it is suspected that a firm’s organizational innovation in the above three areas
may have a combined effect on firm performance. Let us consider an example to understand
this interaction effect. Take a business firm simultaneously implementing a new knowledge
management system (new business practice), introducing new autonomous teams (new
workplace organization), and developing new links with universities (new external
relations): the effect of new autonomous teams on firm performance could be affected by the
other two variables as the knowledge management system could disseminate important
information much more quickly to facilitate team decision making and linkages with
universities could help the teams to access valuable/non-tradable knowledge, which, in turn,
would allow for faster product development or modification. Thus, the effect of new
autonomous teams on firm performance is stronger with the presence of a new knowledge



management system and new links with external universities. Therefore, the following Organizational

hypothesis is proposed:

H2. The interactions among innovation in business practices, innovation in workplace
organization and innovation in external relations are positively associated with
firm performance.

3. Research methods

3.1 Data collection and sample

The target of this research’s survey is any of the firms located in Vietnam. The list of
enterprises that participated in the nation-wide enterprise survey conducted by the
GSO (2012) was used as the sampling frame. A stratified random sampling method, based
on ownership and location, was employed to generate the list of firms to be invited to
participate in the survey. The firms were then contacted over the telephone to arrange
direct meetings. If the firms agreed, the questionnaires were then handed out to the
targeted informants (each firm was asked to send one representative to fill in
the questionnaire).

In total, out of the 450 firms contacted, 266 firms responded to the survey, of which 153 were
headquartered in the north, 115 firms were located in the south or central regions. In total,
213 firms (80.1 percent of the total) were 100 percent privately owned companies while the rest
were either funded with equity stakes from the state or from foreigners. The firms all had been
in operation for at least five years. All respondents were senior or middle managers who had a
thorough understanding of their firms’ innovation and performance situation.

3.2 Variables and measures

The measure of organizational innovation was adapted from the Community Innovation
Survey’s questionnaire version 15 (Eurostat, 2012) which was developed based on the Oslo
manual of the OECD (2005). On a scale from 1 to 7 (1 = strongly disagree and 7 =
strongly agree), the respondents were asked to rate the extent to which they agreed with
three statements describing three facets of their firms’ organizational innovation over the
last three-year period, up to the time of the survey. Specifically, they were asked to rate
how frequently their firms introduced: new business practices for organizing procedures
(ie. supply chain management, business re-engineering, knowledge management, lean
production, quality management, etc.); new methods of organizing work responsibilities
and decision making (i.e. first use of a new system of employee responsibilities, teamwork,
decentralization, integration or de-integration of departments, education/training systems,
etc.); new methods of organizing external relations with other firms or public institutions
(i.e. first use of alliances, partnerships, outsourcing or sub-contracting, etc.). In addition to
examining the power of each individual aspect of organizational innovation in predicting
performance, I am also interested in the predictability of the overall organizational
innovation. Therefore, I created an index for the firm’s overall organizational innovation
by calculating the mean of responses to the three above questions. This is possible
because for the formative type of measurement like the ones in this case, testing internal
consistency is not necessary (Jarvis et al., 2003; Petter et al., 2007).

The measure of firm performance was adapted from Phan ef al. (2006). This includes four
statements addressing the firm’s achievement of its target (1) sales, (2) market share, (3)
profits and (4) overall planned goals during the last year, and another four items asking the
firms about the trends of achieving their targets in the same areas over the last three years.
These types of measures can be trusted because as indicated in previous research,
perceptual measures of firm performance were significantly correlated with objective
measures (Dess and Robinson, 1984; Geringer and Hebert, 1989, 1991).
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Table 1.

Results of reliability
analysis and

factor analysis

Control variables for the model include:

« Firm age measured by the firm’s number of years in operation.
« Firm employees measured by the firm’s number of employees.
« Firm assets measured by the firm'’s total assets.

« Firm ownership measured as a dummy variable, in which fully private-owned = 1,
others = 0.

« Firm location is also measured as a dummy variable: north = 1, others = 0.

3.3 Measurement assessment

SPSS 22 was used to process the data. First, reliability analysis and factor analysis were
performed to evaluate the firms’ performance measures’ reliability and validity (Aaker ef al.,
1998). As can be seen in Table I, the reliability analysis result shows that Cronbach’s « for
all items measuring performance is 0.972, indicating a very high level of internal consistency
(Hair et al,, 1998). In factor analysis, all items were loaded onto a single factor, explaining
84.665 percent of the total variance. Thus, performance is a unidimensional concept and the
designed measure is a good one. For subsequent analyses, an overall index for performance
was created by calculating the mean of loaded items.

4. Results

4.1 Correlation analysis

All variables were checked to see if they were distributed normally. Most of them showed
reasonable variance and normality with variable means generally in the middle of their range,
except firm employees and firm assets. These two variables had substantial positive skewness.
Therefore, a logarithmic transformation was used to address this problem (Tabachnick and
Fidell, 1983). After transformation, both variables became normally distributed.

Table II presents descriptive statistics and bivariate correlations among variables in
this study.

As can be seen, significant correlations were found between aggregated organizational
innovations as well as between innovation in business practices, innovation in workplace
organization and firm performance. Aggregated organizational innovation has a positive
significant relationship with location while innovation in business practices has a negative
relationship with firm ownership. Firm age is significantly related to firm employees and
firm assets. Firm employees is also significantly related to firm assets, firm ownership and
location. Finally, firm assets is negatively significantly related to firm ownership while
positively significantly related to location.

Extraction sums of squared loadings
Factor loading Total % of variance Cumulative % Cronbach’s a

Last year’s sales 0.715 6.773 84.665 84.665 0972
Last year’s market share 0.963
Last year’s profits 0.946
Last year’s overall planed goals 0.918
Sales increased last 3 years 0.921
Market share increased last 3 years 0.963
Profits increased last 3 years 0.953
Good performance last 3 years 0.957

Notes: Extraction method: principal component analysis. *Components extracted
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Table II.

Descriptive statistics
and correlations
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Table III.
Multiple regression
results for firm
performance

4.2 Hypothesis testing

Multiple regressions were used to test the proposed hypotheses. Table Il presents the
regression results. Four regression models were included in the analysis, in which Model 1
includes only control variables, Model 2 examines the impact of the aggregated organizational
innovation on firm performance, Model 3 examines the impacts of each individual dimensions
of organizational innovation and Model 4 examines the impact of interaction variables
together with main variables.

To avoid the problem of multi-collinearity among variables that often happen in a
regression model with interaction effects, following Aiken and West (1991), all main
variables were centered before calculating interaction terms. Next, four interaction terms
(three two-way interactions and one three-way interaction) were calculated by multiplying
respective variables.

As can be seen, all four models are highly significant at p = 0.000. Models 1-4 have
adjusted R of 0.109, 0.169, 0.149 and 0.146, explaining 10.9, 16.9, 14.9 and 14.6 percent of the
variance in firm performance, respectively. The result of an adjusted R%-change test showed
that Models 2—4 have a significantly higher explanatory power than that of Model 1.
However, the adjusted RZ of Model 2—4 is not statistically significantly different.

Organizational innovation appeared as a very strong predictor of firm performance with
p=0255 at p <0.001. HI is supported. Among three specific aspects of organizational
innovation, innovation in business practices is positively associated with firm performance
at #=0.138 (p < 0.05), innovation in workplace organizations is positively associated with
firm performance at = 0.154 (p < 0.05) while innovation in external relations does not have
a significant relationship with firm performance (p > 0.1). Thus, Hla and HIb are
supported while there is no evidence to support HIc.

All four interaction variables are not significantly related to firm performance (p > 0.1),
indicating that the effect of each of the dimensions of organizational innovation on
performance is separated and independent of each other. H2 is not supported.

Model 1 Model 2 Model 3 Model 4
B b4 p b4 p b B b

Variables

Control variables

Firm age 0047 0457 0040 0515 0042 0.509 0.043 0.502
Firm employees (log) 0.197 0.008 0194 0.007 0198 0.008 0.200 0.007
Firm assets (log) 0.198 0.006 0202 0004 0206 0.004 0.208 0.005
Firm ownership 0.035 0.602 0045 0487 0.053 0430 0.058 0.388
Location -0.146 0.021 -0.194 0.002 -0.180 0.006 —-0.176 0.009
Main variables

Organizational innovation (aggregated) 0.255 0.000

Practices_centered 0.138 0.033 0146 0.030
Workplace_centered 0.154 0.016 0.139 0.036
External_centered 0.061 0.334 0.027 0.693
Interaction variables

Practices x Workplace_centered 0.019 0.794
Practices x External_centered -0.056 0.445
Workplace x External_centered 0.097 0.190
Practices x Workplace x External_centered 0.103 0.187
Adjusted R? 0.109 0.169 0.149 0.146
F-statistics 6.577 0.000 8735 0.000 5.783 0.000 4120 0.000

Notes: Firm employees and firm assets are log for normality. All coefficients are standardized




Among control variables, firm employees and firm assets are highly significantly associated Organizational

with firm performance across four models at p < 0.01, indicating that the bigger the firm size,
the higher the firm performance. Location is having a significantly negative relationship with
performance, which means that firms in Hanoi report a significantly lower performance than
that of firms in the rest of the country. There is no statistically significant difference in the
performance of young vs old firm or of privately owned vs non-privately owned firms.

5. Discussion and conclusion

Based on a survey of 266 firms, this study finds that in Vietnam, organizational innovation has
a positive impact on firm performance. Among three aspects of organizational innovation,
innovation in business practices and innovation in workplace organization are significantly
positively associated with firm performance while innovation in external relations is not.
There is no evidence to support the impact of interaction among three organizational
innovation aspects on firm performance. Although this result contradicts some previous
research works (e.g. Zaied and Affes, 2016; Phan, 2015), it is consistent with many others
(e.g. Hongming et al, 2007; Lin and Chen, 2007; Carmen and Jose”, 2008; Gunday et al, 2011).

In developing countries (like Vietnam), firms have lower access to information and their
property rights are not well protected (Peng, 2003; Welter and Smallbone, 2011). Therefore,
it is hard for them to follow their counterparts in developed countries in innovation (Nguyen
et al., 2016). Under such an institutional uncertainty and resource-deficiency environment
(Nguyen et al, 2013), it is easier to understand why Vietnamese firms implement
organizational innovation more frequently compared to any other types of innovation
(Phan, 2014). The more they implement it, the more experienced they become, which, in turn,
helps them to achieve better performance. This explains why organizational innovation has
a positive impact on the performance of Vietnamese firms.

The findings of this research suggest that firms in Vietnam should pay more attention to
innovation in business practices and innovation in workplace organization since these two
aspects have clear positive influences on performance. Moreover, firms can perform each of
the organizational innovation aspects independently or in parallel, as the implementation of
organizational innovation in one aspect does not influence the impact on the performance of
organizational innovation in other aspects. However, as this study found no evidence to
support the positive link between innovation in external relations and firm performance,
future research should re-test this relationship with other samples and at other times.

This study has two main limitations: it relies on one person to represent the whole firm and
uses subjective assessments of respondents to measure firm performance. Future research
could address these weaknesses by surveying multiple people within one firm as well as using
objective measures of the firm’s performance to get a fuller picture of the firm’s innovation and
performance situation. Despite the limitations, this study still provides important insights into
the widely recognized yet little-researched relationship between organizational innovation and
firm performance. Based on that, practical implications for managers are drawn.
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