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Abstract

This study aimed to examine and analyze the effect of administrative innovation
on business competitiveness, technical innovations on business competitiveness,
process innovation on business competitiveness, and product innovation on business
competitiveness. This research conducted at manufacturing industry in Surabaya
City, Indonesia. The number of sampleswas 100 business units, where the topmanager
or middle managers as the respondent. Methods of analysis use both descriptive
statistical and Structural Equation Model (SEM). Data processed by IBM AMOS
software. The results show that innovation strategy which consists of administrative
innovation, technical innovation, process innovation, and product innovation can
enhance organizational competitiveness in the manufacturing industry context.
Administration innovation has a positive effect on business competitiveness. Technical
innovation has a positive effect on business competitiveness. Process innovation has
a positive effect on business competitiveness. Then, product innovation has a positive
effect on business competitiveness. Process innovation has greater influence in
improving business competitiveness compared to other innovation strategies.

Keywords: administrative innovation, technical innovation, process innovation,
product innovation, business competitiveness, manufacturing industry

Introduction has been applied in the organization
as one of the company’s strategies to

Innovation is widely known both achieve competitive advantage in a
academicians and practitioners and it  global context. Cottam et al. (2001) says
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that innovation is an alternative strategy
for organizations to survive in a dynamic
and volatile environment. According
to Schumpeter (1934) innovation is
concerned with the introduction of
new products, processes, methods or
systems within the organization. Esti
and Suryani (2008) say that the concept
of innovation is not just limited to the
product development. Innovation can
be ideas, methods, ways or objects
perceived as something new in business.
Innovation also refers to a novelty in
organization activities. While Munizu
(2014) considers innovation as parts of
competitiveness. Information technology
as one of the important elements in
increasing business competitiveness
within an organization.

Fontana (2009) describes innovation
as the economic and social success due
to new discoveries in transforming
input to be output which creates major
changes in offering products and services
to consumers, communities and the
environment. Then, the easiest way to
detect innovation success is through
checking for a number of new customers,
sales growth, customer loyalty, and
growth of profit margins (Wibisono,
2006).

Innovation hasto do through a process
thatincludes several stepsi.e.: identifying
problems,  evaluating  alternatives,
making decisions, and implementing
innovations in real actions (Cooper,
1998). The process by Roger (1995)
mentioned as a diffusion of innovations.
it means the dissemination of innovation
from the source of discovery to the end
user or adopter. Therefore in innovation,
acompanymustdevelopacomprehensive
innovation strategy. This strategy sets
the company’s goals for innovation by
explaining what to innovate and how to
achieve it. Integrating various activities
that create creations, development,
and commercialization of products

and technologies enables companies to
maximize the results from innovation
efforts (Zahra and Das, 1993).

According to Jungwoo (2004)
innovation always classified into two
categories, namely  administrative
innovation and product innovation.
Sungjoo et al. (2010) assert that product
innovations in manufacturing companies
related to all resources used in research
and development activities (R&D) such
as research facilities and technical
experts employed. Related to innovation,
Damanpour (1991) classifies innovations
into several types, such as administrative
innovation,  technical  innovation,
product and service innovation, process
innovation, radical innovation, and
incremental innovation. Continuously,
and measurable innovation can help
each organization to improve its business
competitiveness. Porter (1085) says that
when an organization begins to pay
attention to the environment of global
competition, innovation will be one of
the key factors of success.

Based on several literature studies in
management field, it can be identified
that price or cost, quality, delivery,
and flexibility as important elements
of business competitiveness. Skinner
in Krajewski et al. (2010) developed
four priorities for competition: cost,
quality, the speed of delivery, and
flexibility to improve the performance
and competitiveness of the organization.
The study was done by Han et al. (2007)
found that business competitiveness will
increase through improvements in four
dimensions i.e.: quality, cost, delivery,
and flexibility.

Conceptual Framework and
Hypothesis

The increasingly dynamic global

environment has prompted many

companies, especially manufacturing
Industry use innovation as tools
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and strategy to win the competition.
Continuously and consistently
innovation will result in development,
improvement and new discoveries. The
innovation strategy can be done through
administrative innovation, technical
innovation, process innovation, and
product innovation (Damanpour, 1991;
Jungwoo, 2004). Innovation is one of the
alternative strategies for an organization
to win the competition in global markets
(Cottam et al., 2001). Based on the
description, the conceptual framework
of this study can be presented in the
following figure.
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Figure 1. Conceptual Framework

Based on the results of theoretical
study and the conceptual framework
model above, it can be formulated
research hypothesis as follows:

Hi: Better administrative innovation
will improve business
competitiveness

H2: Better technical innovation will
improve business competitiveness

H3: Better process innovation will
improve business competitiveness

H4: Better product innovation will
improve business competitiveness

Methodology

This study wused questionnaire
instrument as the main tool in

Slamet Riyadi and Sumardi

collecting data. Both observations
and documentation also performed
as additional data collection methods.
Testing of instrument validity uses
Pearson correlation, while instrument
reliability was tested by using alpha
Cronbach’s method. The object of this
research was manufacturing companies
in Indonesia, especially in Surabaya
City, East Java Province. The number
of manufacturing industries (large
and medium scale) recorded in 2015
as many as 816 units (BPS Surabaya,
2016). Then, determination of minimum
sample size using Slovin formula at
10% precision (Sekaran, 2008). Based
on the formula, it can be obtained the
minimum sample as 100 business units.
The exogenous variables in this study
were the innovation strategies adopted
from Damanpour (1991) and Jungwoo
(2004) which consist of administrative
innovation, technical innovation, process
innovation, and product innovation.
While the endogenous variable was
business competitiveness adopted from
Han et al. (2007) includes 4 indicators
namely: quality, cost, delivery, and
flexibility. Then, variables and indicators
measured by Likert Scale. It used to
measure each indicator in the instrument
by using a score of 1 to 5 (Hair et al.,
1998). The method of analysis used in this
research was both descriptive analysis
and structural equation model (SEM).
Furthermore, data was processing by
using IBM AMOS software.

IV. Result and Discussion

The result of hypothesis test to produce
a fit model was using Structural Equation
Modeling (SEM) analysis. Then, data
was processed by using IBM AMOS 23
software. Complete results will describe
a synergistic relationship among variable
as presented in the following table.
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Table 1. The Result of Goodness of Fit Overall Model Test

82::3?12.:;[0[ Fit Index Cut-off Value Model Result Deseription
Chi square smaller expected 17,230 Marginal
RMSEA = 0,08 0,015 Good

GFI 20,90 0,953 Good
CMIN/DF <2,00 1,524 Good

TLI > 0,05 0,088 Good

CFI = 0,95 0,998 Good

Source: Processing data, 2016

The results of the fit model test on
the above table show that almost all
criteria of goodness of fit index have
been fulfilled. The value of GFI, RMSEA,
and value of other criteria indicate the
model being analyzed meets the criteria
of a good model. Therefore, the model

Administrative
Innovation

XN

Technical
Innovation

(X5

Process
Innovation

(Xa)

*) Significant at o = 0.05

Product
Innovation

was good and it can be used to estimate
the variables tested in this research.
Furthermore, the results of hypothesis
test were using structural equation
modeling (SEM) can be presented in the
following figure and table.

Business
Competitiveness

)

(X4)

Figure 2. Empirical Model Result
(The Causal Relationship among Innovation Strategy and Business Competitiveness)
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Table 2. The Results of Hypothesis Test

: S j7e “ritie ik

Variable Iandarffi/cd < nt‘lwl Prob. Description
Regression Ratio

Administration Innovation ---=> 0.196 2.230 0.032%  H1, accepted

Business Compeliliveness

Technical Innovation ---= Business  0.158 2. 0.040%  Hz, accepted

Compelitiveness

Process Innovation ---=» Business 0.420 4.866 0.000% 3, accepted

Compelitiveness

Produet Innovation ---= Business 0.330 3.570 0.002% 14, accepted

Compelitiveness

Source: Processing data, 2016

*) significant at a = 0,05; t-table = 1,980

The results of hypothesis testing in
the above table shows that variable
of administrative innovation has
a significant effect on business
competitiveness. Where the value of the
critical ratio was greater than standard
value (2.230 > 1.980) and probability
value is smaller than alpha standard =
0.05 (0.032 < 0.05). It indicates that
the first hypothesis proposed in this
study supported by empirical facts.
Then, variable of technical innovation
has a significant effect on business
competitiveness. Where the value of the
critical ratio was greater than standard
value (2.114 > 1.980) and probability
value is smaller than alpha standard =
0.05 (0.040 < 0.05). It indicates that the
second hypothesis proposed in this study
supported by empirical facts.

Variable of process innovation
has a significant effect on business
competitiveness. Where the value of the
critical ratio was greater than standard
value (4.866 > 1.980) and probability
value is smaller than alpha standard =
0.05 (0.000 < 0.05). It indicates that
the third hypothesis proposed in this
study supported by empirical facts. In
addition, variable of product innovation
has a significant effect on business
competitiveness. Where the value of the
critical ratio was greater than standard
value (3.570 > 1.980) and probability

value is smaller than alpha standard =
0.05 (0.002 < 0.05). It indicates that the
fourth hypothesis proposed in this study
supported by empirical facts. Based on
the results of hypothesis testing above, it
can be concluded that better innovation
in administration, technical, process,
and product can support increasingly

business competitiveness within an
organization.
Administrative innovation has

a significant effect on business
competitiveness with path coefficient
as 0.196. It indicates that the better
administration process will be increased
business competitiveness. The results of
this study supported Jungwoo (2004)
and Fontana (2009) that assert better
competitiveness determined by an
increasingly effective job administration
process in the organization.
Administrative innovations based on
the use of information technology such
as databases, payroll systems, billing
systemsweresomeexamplesofinnovation
in the field of administration. Then,
technical innovation has a significant
effect on business competitiveness
with path coefficient as 0.158. Using
of better technology to create products
and service can support business
competitiveness within an organization.
The results of this study were in line
with Damanpour (1991) and Jungwoo
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(2004) that business competitiveness
determined by technological advances
in the production of goods and services.
Technical innovations can be observed
in the use of CAD/CAM system in work
centers or production division within an
organization (Munizu, 2014).

Process innovation has a significant
effect on business competitiveness with
path coefficient as 0.420. Using the better
processin productionsystem can increase
competitiveness. The results of this study
were in line with Damanpour (1991) and
Sabir et al. (2013) assert that business
competitiveness was determined by an
increasingly efficient production process
in the organization. Then, product
innovation has a significant effect on
the business competitiveness with path
coefficient as 0.330. Therefore, the more
innovative of resulting product, business
competitiveness will be increased
(Sungjoo et al., 2010).

The results of this study are in line
with Damanpour (1991) and Sungjoo et
al. (2010) that business competitiveness
is determined by innovation on the
products produced. Research activities
and product development conducted in a
plannedmannercan producevarioustypes
of features or new product variants that
suit the needs and desires of consumers.
In addition, the implementation phase
is a critical success factor of innovation
within an organization (Mat and Razak,
2013). Furthermore, the findings of this
study consistent with Zarei and Baghban
(2014) and Munizu (2014) who found the
implementation of innovation as the key
to success of UMKM in increasing their
competitiveness.

Conclusions and Suggestions

This study has proved that innovation
strategies that consist of administrative
innovation, technical innovation, process
innovation, and product innovation can

enhance business competitiveness in the
context of globalization. Administration
innovation affected business
competitiveness. Technical innovation
affected  business  competitiveness.
Then, Process innovation and product
innovation also affected business
competitiveness.  Therefore,  every
organization can choose appropriate
innovation strategy to compete in the
globalenvironment.Innovationstrategies
should be consistently was implemented
by managers in the organization based
on planning that has been formulated.
In addition, managers must be able
to combine the implementation
of innovation strategies relied on
organizational characteristics to obtain
best results in driving of improvement of
their business competitiveness, primarily
on manufacturing industry in Indonesia.

Furthermore, the development of
innovation includes administration
innovation, technical innovation, process
innovation, and product innovation
based on information and technological
advances and new methods in production
process become a major consideration for
improving the business competitiveness.
Consequently, both knowledge and
skill of managers are very important in
understanding and implementing the
types of innovation strategy as a tool in
winning the competition in the global
market. Implementation of innovation is
a strategic decision is made by managers
and using these strategies to accelerate
the achievement of corporate goals.
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