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ABSTRACT

Understanding the relationship between innovation and performance of firms
for both large and small organisations is relevant for researchers and policy-makers.
Many firms and organisations have begun to recognise that innovation proficiency is
the key to building a sustainable competitive advantage for their products or services
in a progressively crowded marketplace. Even though defining innovation capability
through its antecedents is considered as a unique methodology, a theoretical and
comprehensive study about the effects of internal and external innovation drivers on
organisational performance is still scarce. This study addresses the deficiency of
empirical studies by developing a comprehensive model to examine the effects of
external innovation drivers and internal innovation drivers namely organisational
culture and intellectual capital on organisational performance directly and through
innovation capability. A quantitative methodology is used to investigate the
relationship paths. Data were collected from 275 companies in the automotive sector
in Iran by using a cross-sectional survey method. Partial Least Squares Structural
Equation Modelling (PLS-SEM) was used in the hypotheses testing. The results
indicate that internal and external organisational innovation has a positive and
significant relationship with organisational performance directly and through
organisational innovation. Fundamentally, the results of this study can assist
organisations and academic bodies to expand their knowledge on the role of innovation

drivers and the capability of organisational performance in automotive industry.
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ABSTRAK

Pemahaman tentang hubungan antara inovasi dan prestasi firma untuk
organisasi yang kecil dan besar adalah penting kepada para penyelidik dan pembuat
polisi. Kebanyakan syarikat dan organisasi telah mula menyedari tentang kepentingan
inovasi serta kemampuannya sebagai kunci untuk membina daya saing yang
berterusan dalam pasaran produk dan perkhidmatan yang semakin berkembang pesat.
Walaupun huraian tentang keupayaan inovasi oleh kajian terdahulu dianggap sebagai
satu metodologi yang unik, kajian teori dan kajian komprehensif tentang kesan pemacu
inovasi dalaman dan luaran terhadap prestasi organisasi masih berkurangan. Kajian ini
membincangkan mengenai kekurangan kajian empirikal, sekaligus membangunkan
model komprehensif untuk mengkaji kesan pemacu inovasi luaran dan innovasi
dalaman, yang terdiri dari budaya organisasi dan modal intelektual, terhadap prestasi
organisasi secara langsung serta melalui keupayaan inovasi tersebut. Kaedah
kuantitatif digunakan untuk mengenal pasti arah hubungan dengan menggunakan
kaedah kaji selidik rentas. Data dikutip daripada 275 syarikat dari sektor automotif di
Iran. Hipotesis kajian diuji menggunakan kaedah Permodelan Persamaan Berstruktur
Kuasa Dua Terkecil Separa atau PLS-SEM. Hasil kajian menunjukkan bahawa inovasi
organisasi dalaman dan luaran mempunyai hubungan positif serta signifikan terhadap
prestasi organisasi secara langsung dan melalui keupayaan inovasi organisasi dalam
industri automotif di Iran. Secara amnya, hasil kajian ini dapat membantu organisasi
dan badan akademik untuk mengembangkan pengetahuan mereka mengenai peranan
pemacu inovasi dan keupayaan inovasi ke atas prestasi organisasi dalam industri

automotif.
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CHAPTER 1

INTRODUCTION

1.1 Introduction

This chapter sets the tone of this study. Following the chapter's introduction in
Section 1.1, the study's background is given in Section 1.2 and then followed by a
discussion about the problem statement in Section 1.3. The research questions and
objectives come next in Sections 1.4 and 1.5, respectively. The study's significance is
given in Section 1.6, followed then by the scope in Section 1.7. The definition of

variables in section 1.8, then the thesis's organization is outlined in Section 1.9.

1.2 Background

The increasing trends in the corporate environment, such as rising consumer
demands, decreasing product or service lifecycle, and technical complexity, make
developing and maintaining a competitive edge a daunting task for most companies
(Stefan and Bengtsson, 2017). Throughout several studies, including policy studies
and industry white papers, the value of creativity throughout paving the way for market
development has been addressed as Bhardwaj, 2019; Oliva et al., 2019; Lendel and
Varmus, 2014. Such relevance stems from the concept of creativity itself, which is
characterized as "making an idea a solution that generates value for a consumer”
(Skillicorn, 2016).

The automotive industry has grown significantly in all car-producing countries
over the past century. In 2018, Statista reported sales of more than 79 million personal
cars worldwide, with China and the United States having the most extensive
manufacturing markets. Toyota, Ford, Daimler, and Volkswagen, which are multi-

national car manufacturers, were among the largest car manufacturers in 2016, while



companies such as Continental, Denso, and Magna are among the largest

manufacturer’s suppliers of auto parts.

In terms of workforce, an estimated 8% of the world's economically active
population is, directly and indirectly, involve in the automotive industry (Cruz Alvarez
et al., 2019) while the European automotive market accounts for about 13.8 million
jobs, the United States 8 million jobs and Japan recorded over 5 million jobs (Statista,
2018). The automotive industry has been able to employ many people over the years
due to these companies' commercial performance. Felton and Reinhart (2011) also
reported a EUR13 billion increase in profits for the automotive industry in 2012, while
it was EUR4L1 billion in 2007. Mehr et al. (2013) predicted that the automotive
industry's profitability would reach EUR79 billion and sales of 100 million cars by
2020.

Based on global analysis and comparison in 2017 forecasted by The Global
Automotive Outlook, the annual sale worldwide will reach 114 million cars by 2024.
According to AlixPartner's analysis, the automobile industry will grow by 2.8% in the
next seven years, eventually reaching 115 million units in 2024. North America, with
0.1% growth and Europe with 1.7% growth, is expected to have the lowest growth in
the region while the highest growth belongs to Asia and South America with a 5.2%
rate. Subsequently, South Asia, with 4.5% and South America, are forecast at 4.3%.

The graphical representation of this development is shown in Figure 1.1.
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Figure 1.1 Automotive industry’s sales growth by geographic location
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The positive growth pattern seen in automotive industries infers the
significance of innovation within the automotive sector. The pivotal role of
technological innovation enables firms to respond to a rapidly changing environment
and engage in creative outputs (Baumgartner and Rauter, 2017; Sahoo, 2019).

Innovativeness indeed seems to be a vital tool to gain a competitive advantage.

1.2.1 Iranian Automotive Industry

Iran has long been aware of the rich benefits of the automotive industry, and in
order to enter this strategic economic and rapid development industry, in the 1960s, it
invited Western companies producing the automotive industry to cooperate in local
production. The Industrial Development and Renovation Organization of Iran (IDRO)
noted that Iranian domestic car manufacturing companies such as SAIPA and Iran
Khodro are essential in the Iranian economy. These companies have dominated the
domestic car market since 2008, with 54% and 46%. (IDRO, 2008). Besides, with 4%
of Iran's GDP and 12% of the country's labor force, Iran's automotive industry has a

significant share in Iran's economic growth. (Kalbasi, 2018).

According to the International Organization of Motor Vehicle Manufacturers
(OICA), Iran was the world's 13th largest carmaker in 2011 and has fallen five places
to 18 in the past eight years (Table 1.1). Such a classification in the formation of the
Iranian auto industry consists of two main parts: the original equipment manufacturer
(OEM), which produces parts for car manufacturers, and the secondary market parts
manufacturers. (Bagheri, 2015; Rojniruttikul, 2019).



© 0o N oo o b W NP

N
alx W N RO

Country

World

China
United States
Japan

India
Germany
Mexico
South Korea
Brazil

Spain

France
Thailand
Canada
Russia
United Kingdom
Turkey

Table 1.1

2018

95,634,593
27,809,196
11,314,705
9,728,528
5,174,645
5,120,409
4,100,525
4,028,834
2,879,809
2,819,565
2,270,000
2,167,694
2,020,840
1,767,674
1,604,328
1,550,150

List of countries by motor vehicle production

2017

97,302,534
29,015,434
11,189,985
9,693,746
4,782,896
5,645,581
4,068,415
4,114,913
2,699,672
2,848,335
2,227,000
1,988,823
2,199,789
1,551,293
1,749,385
1,695,731

2016

95,057,929
28,118,794
12,198,137
9,204,590
4,519,341
5,746,808
3,600,365
4,228,509
2,156,356
2,885,922
2,082,000
1,944,417
2,370,271
1,303,989
1,816,622
1,485,927

2015

90,780,583
24,503,326
12,100,095
9,278,321
4,160,585
6,033,164
3,565,469
4,555,957
2,429,463
2,733,201
1,972,000
1,915,420
2,283,474
1,384,399
1,682,156
1,358,796

2014

89,747,430
23,722,890
11,660,699
9,774,558
3,840,160
5,907,548
3,365,306
4,524,932
3,364,890
2,402,978
1,817,000
1,880,007
2,393,890
1,886,646
1,598,879
1,170,445

Peak
Production

97,302,534
29,015,434
13,024,978
13,486,796
5,174,645
6,213,460
4,100,525
4,657,094
3,712,380
3,032,874
3,919,776
2,457,057
3,058,813
2,233,103
2,332,376
1,695,731

Peak
Year

2017
2017
1999
1990
2018
2007
2018
2011
2013
2000
1989
2013
1gete]
2012
1963
2017


https://en.wikipedia.org/wiki/Automotive_industry_in_China
https://en.wikipedia.org/wiki/Automotive_industry_in_the_United_States
https://en.wikipedia.org/wiki/Automotive_industry_in_Japan
https://en.wikipedia.org/wiki/Automotive_industry_in_India
https://en.wikipedia.org/wiki/Automotive_industry_in_Germany
https://en.wikipedia.org/wiki/Automotive_industry_in_Mexico
https://en.wikipedia.org/wiki/Automotive_industry_in_South_Korea
https://en.wikipedia.org/wiki/Automotive_industry_in_Brazil
https://en.wikipedia.org/wiki/Automotive_industry_in_Spain
https://en.wikipedia.org/wiki/Automotive_industry_in_France
https://en.wikipedia.org/wiki/Automotive_industry_in_Thailand
https://en.wikipedia.org/wiki/Automobile_industry_in_Canada
https://en.wikipedia.org/wiki/Automotive_industry_in_Russia
https://en.wikipedia.org/wiki/Automotive_industry_in_the_United_Kingdom
https://en.wikipedia.org/wiki/Automotive_industry_in_Turkey

16
17
18
19
20

Country

Czech Republic
Indonesia

Iran

Slovakia

Italy

Table 1.1

2018

1,345,041
1,343,714
1,095,526
1,090,000
1,060,068

List of countries by motor vehicle production (continued)

2017

1,419,993
1,216,615
1,515,396
1,001,520
1,142,210

2016

1,349,896
1,177,389
1,164,710
1,040,000
1,103,516

2015

1,303,603
1,098,780
982,337

1,035,503
1,014,223

Source: International Organization of Motor Vehicle Manufacturers (OICA, 2019)

2014

1,251,220
1,298,523
1,090,846
993,000
697,864

Peak
Production

1,419,993
1,343,714
1,649,311
1,090,000
2,220,774

Peak
Year

2017
2018
2011
2018
1989


https://en.wikipedia.org/wiki/Automotive_industry_by_country#Czech_Republic
https://en.wikipedia.org/wiki/Automotive_industry_by_country#Indonesia
https://en.wikipedia.org/wiki/Automotive_industry_in_Iran
https://en.wikipedia.org/wiki/Automotive_industry_in_Slovakia
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The historical growth of Iran’s automotive industry has been phenomenal. Iran
imported its first batch of Ford’s Model T during the 1930s and saw a growth of 10,000
units of import annually by 1955. The first local automotive assembly company was
established in 1963 and named as Iran Khordo. Today, Iran Khordo and Saipa are two
of the biggest name in Iran’s car manufacturing industry and control nearly 80% of the
local market (Saberi, 2017). Figure 1-2 and 1-3 depicts the number of vehicles (i.e.
passenger and commercial) that were produced in Iran over the period 2009 to 2018
(OICA, 2019).
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Figure 1.2 Passenger vehicles production units in Iran
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Figure 1.3 Commercial vehicle production in Iran

1.3 Problem Statement

The general issue is that effective and sustainable innovation is hard to

accomplish for many organizations. In an increasingly competitive environment,



organizations have turned to innovation and build their interests in innovation projects,
but the investment cost in these projects is typically high (Beckly et al., 2012). While
accomplishment in innovation may prompt more prominent incomes, benefits, market
shares (Hult et al., 2004; Woodside, 2005), mistakes can lead to costly or irreparable
and unintended consequences (Cozijnsen et al., 2000). It becomes crucial for an
organization to make the capacity to innovate at a faster rate and a sustainable level
(Lawson and Samson, 2001; Zaeh, 2013). Organizations are increasingly and
significantly investing in R&D projects; nevertheless, studies have demonstrated that
investment independently does not ensure the development of organizational
innovation capability (Rosenbuch et al., 2011).

Sustainability innovations play an important role in improving business
sustainability (Belz, 2013), and even necessary (de Medeiros et al., 2014; Gmelin and
Seuring, 2014). For the development of successful innovations, numerous factors must
mainly be used to provide new products (Hansen et al., 2009; Laperche and Picard,
2013). The critical point is that organizational commitment to investing in innovation
may not create significant results unless leaders know how external and internal factors
influence an organization’s innovation capability (Currall et al., 2014; Drake et al.,
2006). Consistent with resource-based theory, intellectual capital and organizational
culture as crucial issues for internal organizational innovation capability (de Castro et
al., 2010; Garcia et al., 2013; Teece, 2011) along with external organizational
innovation capability is ascendance organization performance, especially in
organizations like automakers where innovation and respond to the diverse needs of
customers is essential for the competition and survival. This study through
concentrating on the internal and external factors of organization’s innovation
capability seeks to give another theoretical framework as a solution for issues such as
lack of innovative products that was specified in the report of Iranians' parliament,
governmental organizations, public officials, and the mass media for automakers firm

of the country.

Iran's automobile manufacturing industry plays an essential role in the
country's economy after oil, gas, and petrochemicals. However, due to old equipment

and lack of efficient management in innovation, they cannot participate in global



markets, although Iran has natural resources, scientists, and experienced. Educated
engineers have great potential for innovation growth, but due to the weakness of the
national innovation system and organizational participation in innovation activities are
weak and need to be strengthened, so managing and using various innovations is a big

challenge in the company. Today's ones need a lot of training (Tatfi, 2011).

Iran had 13th rank of world auto manufacturer in 2013 and, within six years,
dramatically drops to 18th ranking in the world (OICA, 2019). The official 2025 vision
of Iran focuses on the automotive industry to produce 3 million units per year within
ten years, next to reach fifth ranking in Asia and 11th ranking in the world as the same
as before 2011. To achieving the above target, a strategic plan was developed by the
Iranian ministry of the industry that focused on international collaboration and

increased technological penetration.

Several experts and specialists in the automotive industry believe that Iranian
people did not welcome Iranian automaker companies’ products from 2011 to 2018
because Iranian automaker companies have not delivered innovative products to their
customers. They mentioned that one of the most important reasons for this inability is
the lack of attention to spiritual capital and human capital (Payday et al., 2019). This
lens's use is useful as the dynamics involved in the automotive industry may not be
able to be captured by a static theoretical lens. The influence of changing resources
within an organization should be conceptualized by a theory that presents a dynamic
change in nature. This theory will provide the base to understand the influences of
intellectual and cultural elements in shifting or pushing innovative boundaries in

Iranian auto companies.

Iran also exports vehicles manufactured domestically to neighboring countries.
Iran, for instance, exported cars (cars and parts) worth $470 million in 2009. It then
increased to $ 520 million in 2012. In the following years, we saw a decrease in the
value of exports, mainly due to the economic crisis caused by the currency's
devaluation. In 2013, the value of exports fell to $ 263 million and more to $ 243
million in 2014 (ILIA, 2016) and, in 2019, dramatically dropped to $ 36 million.



Besides, while Iran's domestic automakers, in collaboration with the
government, are still in control of the domestic market, the low export potential
remains an issue for Iran. One of the main factors limiting export potential, albeit the
political and economic issues, is limited innovative capacity within this industry
(Goudarzi, 2013); they can also not attend global markets due to outdated machinery
and lack of efficient management in the field of innovation. Nevertheless, Iran has
tremendous potential for innovation development, with its natural resources and
skilled and trained scientists and engineers, but it has not been successful because of
the lack of the national innovation program. The corporate sector's share of innovation
operations is, however, small and should be increased. However, managing and using
several technologies is a big obstacle in today's industries requiring adequate
preparation. (Tatfi, 2011).

There is a lack of work on internal and external influences in developing auto-
parts manufacturers' technological capabilities in the Republic of Iran. Restricted
academic work has been undertaken to analyze and understand the roles of internal
and external factors in pushing players in the Iranian automotive industry for
innovative ability. Studies by Gassmann et al. (2010), Dilk et al. (2008), Ili et al.
(2010), and Lazzarotti et al. (2013) reviewed the importance of innovation in Europe
and other developed auto industries. Iran’s auto industry’s innovative capability has
not been examined empirically as well. Such a review would provide insights into how
auto part manufacturers in Iran could develop, especially by leveraging their internal
and external factors, thereby achieving positive business results. These insights will
enable Iranian car companies in particular and the government, in general, to develop

mechanisms to accelerate market innovation and compete globally.

The impact of internal and external organizational innovation influences on
organizational success through organizational innovation capacity in the lIranian
automotive industry offers an incentive for a detailed study, owing to the above

reasons.



14 Research Questions

In line with the stated research problems, the associated research questions of
this study are:

i.  Isthere any relationship between internal and external organizational innovation
factors with innovation capability?

ii. Is there any relationship between innovation capability and organizational

performance?

iii. Is the organizational innovation capability mediating the relationship between
internal and external organization innovation factors and organizational

performance?

1.5  Research Objectives

The objectives of this research are as follows:

i. To identify the internal and external innovation factors that influence

organizational innovation capability.

ii. To determine the effects of innovation capability on organizational

performance.

iii.  To examine the mediating effects of organizational innovation capability on
the relationship between internal and external organization innovation factors

and organizational performance.
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1.6 Significance of the Study

This study and its findings are considered essential to provide insight into the
consequences of internal and external organizational innovation factors on
organizational performance directly and also through organizational innovation
capability. In terms of the significance of this study, the organizational performance is
one the most important of a successful organization and analyses the factors affected
on it that are necessary, and it proposes to fill the gap in the body of knowledge by

addressing these issues:

The first issue is linked to organizational innovation factors and their effect on
organizational innovation capability and performance. Based on the reviewed
literature, academics consistent with Cooper’s (2005) approach bring more scholarly
evidence about organizational innovation's external factors. Nevertheless, there is not
a general census about internal factors of organizational innovation capabilities. In line
with the resource-based theory, this study contributes to the body of knowledge by
simultaneously introducing organizational culture and intellectual capital as

organizations' internal factors.

The second issue is related to develop a new framework to emphasize the
importance of internal and external factors of innovation on the innovation capabilities
and organizational performance, even though previous researchers have reported the
existence of a positive and significant relationship between organizational innovation
capability and performance (Rhee et al. 2010; Sanz-Valle et al., 2011, Chen et al.,
2015). So far, few studies have been conducted to examine organizational innovation
factors' effect on organizational performance through organizational innovation
capability. This study, in line with resource-based view theory and by incorporating
internal and external organizational innovation factors, organizational innovation
capability, and organizational performance, developed a new theoretical framework to
provide a new solution to improve organizational performance through innovative

activities.
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The findings of this study provide some practical significance for managers.
The first importance is related to improving the achievement of organizations and
companies through innovation capabilities. This study provides a practical solution for
business executives, policymakers, and especially those involved in the automotive

industry.

The second importance is to operationalize innovation and its capabilities to
improve companies' and organizations' performance. This research provides a
framework with a comprehensive approach to identifying innovation factors and their
components. Therefore, this research's findings may help business managers achieve
a comprehensive knowledge about the various factors of organizational innovation and

its components as a valuable resource of the organization.

1.7 Scope of the Study

The scope of the study was confined to the following parameters. First, the
research was focused on auto part manufacturers in the Republic of Iran. This industry
has been selected because of the permanent presence in the market, and its ability to
compete depends more on innovation. Second, the quantitative research method was
employed as the research design. Finally, the unit of analysis in this study was
organizations and focused on senior executives of the participating companies as they
will have adequate knowledge about their resources and innovative activities (Rich
and Bateman, 2003).

1.8 Definition of Terms

This section provides a brief overview of key research terms. More details will

be provided in the next chapter.
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1.8.1 External Organizational Innovation Factors

The external organizational innovation refers to the external factors that
motivate organizations to innovate, such as technology advances, increased
globalization of markets, increased competitive pressure, shortening product life

cycles, and changing customer needs (Cooper, 2005).

1.8.2 Internal Organizational Innovation Factor

The Internal organization innovations refers to the internal factors that motivate

organizations to innovate like intellectual capital and organizational culture.

1.8.2.1 Intellectual Capital

The organization's resources include human skills, experience, collective
knowledge, and any resources that can be of value to an organization (Marr and
Schiuma, 2001). Also, all the intangible assets of organizations and companies that are
not clearly recorded in the balance sheets and affect the performance, capabilities, and

skills of organizations (Sardo et al., 2018).

1.8.2.2 Organizational Culture

A set of beliefs, values, and inferences that groups and individuals use

operationally in organizations (Lee and Kim, 2017; Stokes et al., 2016).
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1.8.3 Innovation Capability

Innovation capability is defined as applying knowledge, resources, and skills
in new methods, products, marketing, managing organizations, and systems related to
its rivals to increase firms’ value and benefits for stakeholders (Hogan et al. 2011).
Also, Availability of resources, collaborative structure, and process to solve problems
(Laforet, 2011).

1.8.4 Performance

An organization's performance is reflected in the actual organization outputs

and outcomes (Van Dooren et al., 2015; Angiola et al., 2018).

1.9  Organization of the Thesis

This thesis is organized in five chapters:

The first chapter includes an introduction to the study that explains the primary
motivation for this research. Then the research questions are determined, and the
objectives of this study are addressed. The problem statement is presented in this
chapter. Also, after stating the study's scope and the significance of this study, a brief

explanation of the variables and important terms is discussed.

The second chapter presents a review of the relevant literature. This chapter
begins with an explanation and emphasis on the importance of innovation in the
automotive industry. Besides, the organization's performance, definitions, and
evaluation methods have been reviewed. Several theories related to this research have
also been evaluated and examined. The essential factors of success in innovation and

the relationship of these factors with the organization's performance through

14



innovation capability are discussed in the following. Finally, according to the models
presented by previous researchers, the proposed model of this research is presented.

The third chapter describes the research method used in the study, which
includes the research and design method used, the population and sampling method
used, the research tool used as well as the variables studied, the experimental test
performed, and the data collection method and performs reliability and validity tests.

Chapter 4 presents the findings of quantitative research. Analytical outcomes
are showecased, including descriptive analysis, diagnostic analyses, and structural

equation modeling results.

Chapter 5 provides conclusions and recommendations related to the study. In
this chapter, the author reviews the findings, draws conclusions from the study, and
offers several recommendations. The author will also make suggestions for further
research. In the concluding section, appendices are included, which are tools and

statements that allow authors to use research scales.
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