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Abstract:- Innovation research has got a very significant
value in modern research. Innovation has significantly altered
the human life through research-and-development and
production of technology, including the outcomes in the
economy. Understanding the determinants of innovation is
important because innovations establish companies' competitive
advantages (Porter, 1992). In contemporary galvanized world,
supremacy of new innovation strategies has taken over older
strategies. There have been research on the relationship of these
business strategies with innovation performance. Blue Ocean
Strategy value innovates for the organization and customer.
There has been a need to determine the model of BOS which
supports innovation performance. But there was a great need of
the empirical research on the impacts these strategies make on
innovation performance in Malaysian manufacturing industries.
As Malaysia is on slide on world innovation index from 31st to
37th in last five years, an alarm for academics, researchers,
industry and government. This endeavor meets that objective. A
research framework is tested and developed which support
innovation performance. This is an empirical study so the
hypothesis are formulated. It is a quantitative research study so
data was collected from all over the Malaysian manufacturing
organizations. PLS is used to predict the model. Results reveal
that three of the five BOS constructs enhance innovation
performance.
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I. INTRODUCTION

Growth of organizations are attached to innovation
(Terziovski, 2002). Many scholars have discussed stratgeies
of innovation (Dasgupta & Sanyal, 2009; Vinayan,
Jayashree, & Marthandan, 2012) and (Matzler, Bailom,
Friedrich von den Eichen, & Kohler, 2013). Blue Ocean
Strategy is well known as a collaborative strategy and got
much of the attention in recent past. In this authors attempt
to investigate the relationship of BOS with innovation
performance in Malaysian manufacturing industry and
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attempt to develop a model which enhances innovation
performance.

Il. LITERATURE REVIEW

This section has literature review of the variables and
their relationship.

2.1 Blue Ocean Strategy and its constructs

Developing and sustaining competitive edge through
different strategies, for example; Miles and Snow’s strategy
approach, Porter’s differentiation and cost, the resource-
based approach of tangible and non-tangible assets, dynamic
capabilities (Teece & Pisano, 1994) and Blue Ocean
Strategy of Kim and Mauborgne (2005) have been the focus
of the organizations (Grant, 2016). These have helped
organizations to a great extent to compete, though in today’s
difficult business environment where diversification and
innovation are very important for growth (Parnell, 2010).
Strategic thinking has revolutionized the business and
scholars deserve appreciation (Hitt, Ireland, & Hoskisson,
2012). The strategy has been developed through centuries to
reach the modern organizational stage, as Porter (1996) said
that organizational effectiveness is not a strategy. According
to Mintzberg (1978), the pattern of decisions for the future
of firm was defined as a strategy. Porter (1980) produced his
strategy for competitive advantage based on differentiation
and cost. Before him, Miles, Snow, Meyer, and Coleman
(1978) presented the (prosperous, analyzer, defender, and
reactor) strategies for firms growth in competition. Kim &
Mauborgne (2005) shook the strategic research world with
the phenomena of making the competition irrelevant. They
presented the ‘The Blue Ocean Strategy’ which has “a
specific constant configuration of strategic rationale behind
the creation of ‘new markets and industries’ to create
demand rather fighting” (Kim & Mauborgne, 2005).
According to them, competition is irrelevant, and
organizations have to swim out of red bloody oceans of
competition. There have been many research, appreciation,
and critique around the world on Blue Ocean strategy
including (Butler, 2008; Lindi¢, Bavdaz, & Kovaci¢, 2012;
Rebon, Ocariz, Gerrikagoitia, & Alzua-Sorzabal, 2015;
Wubben, Dusseldorf, & Batterink, 2012). The big part of the
debate revolved around the differences between Red ocean
strategies of the competition, and blue ocean strategy of
uncontested industries and markets. Blue Ocean strategy
created enormous interest among researchers.
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Blue Ocean strategy is “a consistent pattern of strategic
thinking behind the creation of new markets and industries
where demand is created rather than fought for and the rule
of competition is irrelevant”. BOS has five constructs,
“Creating New Uncontested Market Space, Making
Competition Irrelevant, Creating and Capturing New
Demand, Achieving Differentiation and Cost, Breaking
Value Cost Tradeoff” (Kim & Mauborgne, 2005; Kim &
Mauborgne, 2014). These five constructs of BOS are
independent variables of the study, representing BOS.

Uncontested market space creation is the foremost
concept of BOS, this is important for an organization to
move out of existing market crowd, and create a new space
to attract customers. Uncontested market space creation is
the foremost concept of BOS, this is important for an
organization to move out of existing market crowd, and
create a new space to attract customers. It is the strategy in
which an organization spaces the customer's requirements as
the focus of its principles and policies and centers on
customers’ needs and learning about them (Kim &
Mauborgne, 2014; Song, Wei, & Wang, 2015). Making
competition irrelevant is the 2" construct of BOS, as
organizations who swim out of the competition to open blue
sea are able to get a competitive advantage as competition
takes away energies and innovation capability. Competition
is the hallmark of red oceans as contemporary business work
is crowded as the bloody red ocean (Kim & Mauborgne,
2014). ‘Create and capture New Demand’ is another
construct of BOS where organizations focus to create new
demand, instead of sharing the existing demand. This is very
important as organizations do not focus only on existing
demand of the market but create new products and services
to attract new customers. It helps organization to avoid
competition and attract new customers. ‘Breaking the
Value-Cost Tradeoff” is an important construct of Blue
Ocean Strategy as organizations used to increase cost when
creating new value. BOS makes organizations able to break
this tradeoff and achieve both at the same time.
Organizations create values to intact old customers and
attract new customers but the provision of value enhances
cost for both organization and customers. This construct of
BOS helps the organization to create a value which has
worth of the cost, and customers attract to pay for it, as cost
should not be very high. The fifth and the last attribute of
BOS is to ‘Achieve differentiation and cost’. Contrary to
Michael porter strategy of differentiation or cost, BOS is
‘differentiation”  ‘and’  ‘cost’  strategy, not only
‘differentiation’ or ‘cost’ strategy. This feature of BOS
pulls customers towards organizations and helps it to create
value for both customers and business. Historically
organizations create differentiation but it increases cost but
the organization practicing Blue Ocean Strategy though
provides new features but at a cost which is satisfactory for
customer.

2.2 Innovation performance

As stated by (Jiang & Li, 2009), activities of innovation,
for example new products, new services and number of
patents define the innovation performance of an
organization. Innovation performance displays contribution
of product and process innovations to firm performance. It is

an imperative way to give competitive advantage to
organizations. According to (Lokshin, Van Gils, & Bauer,
2009), it is identified as exciting capacity of an organization
to cultivate new products and services. As (Teece, Pisano, &
Shuen, 1997) explained that, scholars have acknowledged
that organizations achieve competitive advantage because of
the ability to renew, assimilate and increase present
capabilities and continuously develop new capacities.
Product innovation is an important process via which
organizations transform and establish competencies that are
central for staying competitive within the speedy changing
business situation (Lokshin et al., 2009). Innovation is
multi-dimensional concept involving several types and
strategies (Muhammad Shafiq et al., 2017). Product
innovation is defined as the development or use of new
components, features and technologies to produce new
products. Product innovation has direct effect on firms'
business performance (Rauch, Wiklund, Lumpkin, & Frese,
2009). Process innovation is defined as the improvement to
production processes technologies required to produce a
product and it is mostly internal of the organization
(Reichstein & Salter, 2006) . (Johannessen et al., 2001)
scale, was used to measure innovation performance which
has six dimensions of new products, new services, new
methods of production, Opening new markets, new sources
of supply, new ways of organizing

2.3 Relationship of BOS and innovation performance

As mentioned in (M Shafiq & Tasmin, 2016; Terziovski,
2002) works, relationship of strategy with innovation is well
discussed. As non-innovative and innovative firms have
different strategies and capabilities as mentioned by (Tabak
& Barr, 1999) and quoted by (Karabulut, 2015).

The strategy is to create a competitive edge (Porter,
1980). Markets are saturated, knowledgeable purchaser and
hurried technological advancements have pressurized
organizations to achieve an advantage. Among the
prominent themes in strategic management research is the
pursuit of competitive edge (Spencer, Joiner, & Salmon,
2009). A prominent competitive market position can help to
be successful in the market. Ahmadi, Iravani, and Mamani
(2015) state that strategy is created due to competition
around, so the organization should alter its strategy to
accommodate the changes in the environment. Though
many scholars have studied the association between
competition and strategy as highlighted by Singh, Garg, and
Deshmukh (2010) and many others also investigated this
link (Baines & Smith, 2003; Chenhall & Smith, 2003;
Zainun Tuanmat & Smith, 2011). However, the most
extensively quoted, verified, complained, and distinguished
strategies remain Porter’s differentiation and cost, and Miles
and Snow’s prosperous, analyzer, reactor and defender
(Veett, Ghobadian, & Gallear, 2009). While Resource-
based strategy is also very significant though, it is difficult
to avail data on resources from the manufacturing sector. As
relationship of Business strategies with innovation strategies
and innovation performance is frequently discussed in
literature
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(Bozkurt & Kalkan, 2014; Damanpour & Gopalakrishnan,
2001; Tasmin & Shafiqg), while relationship of Blue ocean
strategy with innovation and innovation performance has
also been discussed by researchers (Alghamdi, 2016;
Bourletidis, 2014; Burkhart-Kriesel, 2006; Dusseldorf &
Wubben, 2012; MAUME; Pitta, 2009; Plesoianu & Cirstea,
2011; Muhammad Shafiq et al., 2017; Wubben et al., 2012;
C.-C. Yang & Yang, 2011).

The important reasons to innovativeness are the factors of
learning orientation, market orientation and entrepreneurial
orientation. Researchers have underlined the prominence of
market orientation and learning orientation in developing a
competitive advantage. Organizations can create better
products to enhance their performance outcomes, revenue,
profit and market share when compared with other
organizations having less practices to innovate (Hult et al.,
2004).

The relationship between competition and innovation
performance have been discussed in previous research.
Competitor orientation and the customer orientation, are the
highlights as the organization’s focus and direction towards
its competitor or target customers (Gatignon & Xuereb,
1997; Ozkaya et al., 2015). Incentive to innovate can be less
in those markets where competition is high, because the
smaller size of operations of the innovator can put a
constraint on the benefit it gets from a new technology.
Researchers also claim that the chances of bankruptcy
enhances for an organization in the more competitive
environment (Ozkaya et al., 2015) which seconds Kim &
Mauborgne, 2005) that in the red bloody ocans of
competitions, organizations fight for survival and bigger
organizations eat the smaller ones, which prompts
organizations to innovate and create value for both
customers and organizatons to survive and grow. Investment
in research and development is increased in less competitive
markets as less competition allows an organization to seize a
larger pie of benefits. Moreover, less competition provides a
more constant platform for an organization to invest in
research and development (Cornaggia et al., 2015).

In light of all above discussions in introduction and
literature view, below is displayed the model of the study.

2.4 Research Model Blue Ocean Strategy

# Creating New Uncontested Market

*Vaking Competiton Irvelevant oo
Inovafion
* Creating New Demand IE—
Performance
# Breaking Vahue Cost Tradaff

# Achiering Differentiation & Cost

In the light of the above discussion, following hypothesis
are formulated.
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H1: Blue Ocean Strategy positively impacts innovation
performance.

Hla: Creating New Uncontested Market positively
impacts innovation performance.

H1b: Making Competition Irrelevant positively impacts
innovation performance.

Hlc: Creating New Demand positively
innovation performance.

H1d: Breaking Value Cost Tradeoff positively impacts
innovation performance.

Hle: Achieving Differentiation and Cost positively
impacts innovation performance.

impacts

I11. METHODOLOGY

As explained earlier, this is an empirical study which is
performed quantitatively by performing appropriate
statistical tests. Data was collected used google forms by
sending emails to all manufacturing organizations using
FMM2017. Response rate was 52%. The study is performed
using IBM SPSS 22 and SmartPLS3 for data analysis. Total
respondents were 270 for this study.

IV. ANALYSIS AND RESULTS

First of all, to check the internal consistency reliability of
the responses, the Cronbach alpha values were checked. The
values for the all variables are shown in the below table. As
all values are above 0.80 which is above preferable and very
reliable and above the all threshold values mentioned in
literature especially (Nunnally, 1978) is comfortable with
even 0.70.

Table2: Reliability

Variable No Behavior Cronbach
of Alpha
Items

Creating New 6 Independent  0.840

Uncontested

Market

Making 4 Independent  0.812

Competition 6 Independent  0.847

Irrelevant 8 Independent  0.863

Creating New 5 Independent  0.845

Demand

Breaking Value

Cost Tradeoff

Achieving

Differentiation

and Cost

Innovation 5 Dependent 0.894

Performance
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Table 3 Multicollinearity Creating Differentiation .350 3.221
TOLERANCE VALUE and Cost
Model Collinearity Statistics Creating New Demand 307 3.965
Toleranc | VIF Inbound Innovation 252 2.221
€ Outbound Innovation 446 2.568
1 Creating Uncontested 452 3.123 a. Dependent Variable: IPMEANS
Market
Making Competition 325 2135 As the values of tolerance are more than 0.10, this
| indicates that the multicollinearity assumption was not
Irrelevant violated. The VIF values, also less than five which supports
Breaking Value Cost .351 3.269 the fact that the assumption of multicollinearity is met.
Tradeoff Results of Measurement Model
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Results of the measure model are presented in the above
figure. This shows the relationship of exogenous means
independent variables of five BOS constructs with the
innovation performance.

The below table reflects the results of the measurement
model, achieved after running the algorithm for
measurement model in the PLS. This Table 4 is about the
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construct validity of the constructs of the research, number
of items for each construct are represented with their
respective factor loadings. While Average variance extract
(AVE) for each construct is above 5.0 which is the main
condition for construct validity. While composite reliability
and cronbach alpha value is also satisfactory, above 0.8 for
all constructs.

Table 4 Construct Validity

Constructs Items Factor AVE Composite Cronbach
Loading Reliability Alpha

Creating New BCUM1 0.764 0.584 0.843 0.856
Uncontested Market | BCUM2 0.812

BCUM3 0.765

BCUM4 0.767

BCUM5 0.702

BCUMG6 0.763

BCUM7 0.756

BCUMS 0.763
Making Competition | BMCI1 0.763 0.596 0.845 0.843
Irrelevant BMCI2 0.732

BMCI3 0.854

BMCl4 0.747
Creating New BCND1 0.839 0.651 0.870 0.861
Demand BCND2 0.811

BCND3 0.810

BCND4 0.785
Breaking Value-Cost | BAVCT1 0.783 0.638 0.885 0.863
Tradeoff BAVCT2 0.807

BAVCT3 0.831

BAVCT4 0.767

BAVCT5 0.804
Achieving BCDC1 0.781 0.658 0.885 0.825
Differentiation BCDC2 0.763
&Cost BCDC3 0.878

BCDC4 0.820
Innovation IP1 0.743 0.631 0.895 0.853
Performance P2 0.842

IP3 0.817

IP4 0.835

IP5 0.728
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Discriminant validity correlation of the constructs is not very high. All the values
The HTMT value should be less than 0.85 which shows the ~ Measurement model is valid for testing.

Table 5 Heterotrait-monotrait ratio (HTMT)
BVCT | CND | CUM D&C | IBI IP MCI | OBI

Breaking ValueCost Tradeoff

CreatingNewDemand 0.750

CreatingUncontestedMarket 0.457 0.651

Differentiaation&Cost 0.762 0.778 | 0.462

Inbound Innovation 0.535 0.527 | 0.656 0.523

Innovation Performance 0.593 0.626 | 0.725 0.559 | 0.640
MakingCompetitionlrrelevant 0.725 0.782 | 0.738 0.710 | 0.536 0.710
Outbound Innovation 0.438 0.495 | 0.469 0.329 | 0.651 0.471 | 0.611

Assessment of Direct Relationships
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The above figure shows the direct relationship of the
exogenous and endogenous variables of the study. Results
reveal that only three of the BOS constructs has significant
and positive relationship with innovation performance As
the cut of value for two tailed directional relationship is 1.64
for at 0.05 confidence level of p.

V. CONCLUSION

Results of the paper clearly show that three of the BOS
constructs creating new uncontested market space, making
competition irrelevant and creating new demand
significantly and positively impact innovation performance.
While creating new demand and achieving differentiation
and cost do not have significant and positive relationship in
the Malaysian manufacturing industry. So, researcher
propose a new updated framework for BOS which is better
to enhave innovation performance.

The new proposed model is

Blue Ocean Strategy

*Creating New Uncontested Market

* Making Competition Irvelevant —_—F Inovation Performance

* Breaking Value Cost Tradeoff

This is very important research and answers important
questions for Malaysian industries as innovation
performance is very important for better growth and
performance of the organization, moreover it contributes
towards the overall country’s innovation performance as
well.

5.1 Future Work

This results thought very significant and important for the
Malaysian industries, and contributes towards the relational
theory in study of organization’s collaborations for the
better innovation performance. There have been previous
research by authors (M Shafig & Tasmin, 2016) about the
relationships of business strategies with open and close
innovations. Authors have already published the research of
open innovation strategies as mediators between
relationships of different conventional (Muhammad et al.,
2017) and modern business strategies (Muhammad Shafiq et
al., 2017) with innovation and organizational performances
respectively, and some work is in publication. Moreover,
this research is only limited to Malaysian industries which
can be spread to other countries as well.
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