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Abstract. Innovation has been generally regarded as a key factor affecting firm performance. Many 
companies try their best to achieve higher profits through innovation in different ways. However, 

the literature shows that the impact of innovation on firm performance is different among many 
innovative firms. This article will review the related literature from three aspects: the direct impact 

of innovation on enterprise performance, the moderating effect of innovation on firm performance, 
the mediating effects between innovation and firm performance. 

Introduction 

Since Schumpeter put forward the important role of innovation in economic development in 1934, 

innovation has been widely regarded as the key factor affecting enterprise performance. In fact, 
many companies seek ways to achieve greater profits through innovations of different types or ways. 

However, the existing literature shows that the impact of innovation on firm performance is not 
consistent in many innovative firms. Innovation as a single variable, it is difficult to establish a 

simple relationship with enterprise performance. Therefore, many studies, especially in the field of 
enterprise strategy, have analyzed the relationship between innovation and firm performance. The 

paper will review the related literature from three aspects:  the direct impact of innovation on 
enterprise performance, the moderating effect of innovation on firm performance, the mediating 

effects between innovation and firm performance.  

The Direct Impact of Innovation on Enterprise Performance 

Many studies have confirmed innovation has a positive impact on enterprise performance. Roberts 
found that in the long run, innovation activities had a positive impact on the ROI of firms after 

studying the American pharmaceutical industry [1], Cho and Pucik based on the empirical study of 
Fortune 1000 companies, concluded that the innovation of enterprises was positively related to the 

growth and profitability of enterprises [2]. Hua investigated the relationship between the ratio of 
new products and performance, found in the personal computer industry, there was a positive 

correlation between the two, and put forward if the enterprise sustainable develop a series of a new 
product, they can get high profit [3]. In addition to the manufacturing sector, Salavou and Prajogo, 

respectively, studied Greek and Australian service industries and found that product innovation was 
an important determinant of growth and profitability in service business [4][5]. Other relevant 

studies have confirmed that the more innovative firms are, the more likely they are to achieve 
higher corporate performance [6]. 

However, successfully developed and introduced innovation to get the benefits of innovation 
needs specific organizational resources and capabilities. Because innovation also show a 

multi-faceted, the performance of innovation in different enterprise may not be the same in the 
different environment. For example, innovation may also be resisted, including corporate internal 

boycotts and market boycotts, so that the impact of innovation on firm performance is likely to have 
no effect. Once an enterprise adopts an innovation, it may force employees, suppliers, and 

customers to use it, and these people may not realize the importance of this innovation to them. 
Ram and Jung found that some members of the organization may also resist innovation if they are 

forced to adopt an innovation [7]. The sales staff may also worry about engaged in the sales of new 
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products reducing their performance, and then produce to resist on the new product [8], resulting in 

product innovation is not easy to be accepted by the market. At the same time, innovation usually 
consumes a large amount of resources. Therefore, innovation related activities may not directly 

improve firm performance. 

The Moderating Effect of Innovation on Firm Performance 

Environmental uncertainty and dynamic change lead to enterprise’s innovative activities, while 
innovation contributes to the improvement of enterprise performance. However, some studies have 

shown that the relationship between innovation and corporate performance is not so direct, which is 
influenced by the impact of competition environment. Huang and Rice point out that the 

relationship between innovation input and firm performance is not deterministic, and it is affected 
by internal capital stock, external market and environmental factors [9]. 

In a stable environment, producers, customers and suppliers do not easily want to change. 
Therefore, the innovative behavior of an enterprise may have a negative impact on its performance. 

Innovation is unlikely to be useful if the market is unwilling to change the existing state. Customers 
who want to stay current and existing standards or norms push innovative firms into adverse 

competitive positions [10]. The rigidity of the structure and the inertia of the organization may also 
stifle innovation activities, and thereby affect the whole industry. In a stable competitive 

environment, the leaders of the industry rarely innovate first to destroy the existing environment, 
but to cultivate the market and pave the way for new products to be introduced gradually.  

In a dynamic environment, innovation plays a positive role in enterprise performance. In a 
dynamic industry, change is the normal. Enterprises must innovate to keep pace with change. In 

such an environment, non-innovators may be eliminated, while innovators can retain a favorable 
competitive position. In the uncertain environment, innovative enterprises always beat the 

non-innovation enterprises in the dynamic environment [11]. The dynamic environment allows new 
entrants to be more innovative and entrepreneurial, thus gaining growth and profits [12]. 

After the case study of the furniture manufacturing enterprises in Italy, Spain and Finland, 
Otero-Neira et al. found that the impact of innovation on business performance influenced by the 

industry environment [13]. In Spain, the channel competition affects enterprise innovation profit; in 
Finland, a small domestic market limited profits of innovation; while in Italy, because the 

company’s products are mainly sold in the international market, the enterprise performance is 
affected by the international market significantly, and the international market become the key to 

the success of the furniture industry in the future. 

The Mediating Effects between Innovation and Firm Performance 

Using a sample of 449 Australian manufacturing companies from the Business Longitudinal Survey 
from the Australian Bureau of Statistics, Liao and Rice developed a mediated model by which they 

examined the impact of innovation on firm performance mediated through a firm’s market 
engagement and transformation strategies [14]. This paper found that organisational performance 

was driven by innovation mediated by the transformation outcomes, and innovation related 
activities can drive a firm’s competitive advantage only when they occur concomitantly with actual 

changes in the market position and offerings of firms. Three types of transformation outcomes, 
principally derived from Schumpeterian models, have been employed by this paper, namely 

changes in the range of products/services, distribution of products/services and market targets. 
By integrating innovation performance analysis method, Günday et al. constructed the model 

that four different types of innovation (products, process, marketing and organization), through the 
intermediary role of the enterprise innovativeness, impacted on the performance of market, 

production and financial [15]. Through the empirical study of 184 manufacturing enterprises in 
Turkey, they tested the relationship between innovation and enterprise performance. The research 

results showed that innovativeness played a mediating role in the impact of various innovations on 
firm performance. 
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Neely et al. provided a reference model to research the relationship between business 

performance, innovation and the internal and external factors which can facilitate innovation within 
a company. In the framework (Fig. 1) they have included an intermediate block of variables, called 

“outcomes of innovation”, which refers to the efficacy of innovation in getting, for example, lower 
costs and/or better service. In other words, the outcomes of innovation are the results of the 

exploitation of the different kind of innovation [16]. 
 

 
 

Figure 1.  Links between types of innovation and outcomes of innovation 

 
Finally, Zott pointed out that the firm’s market position plays a mediating effect between 

innovation and firm performance [17]. 

Conclusion 

Based on the above analysis, there are three different views on the impact of innovation on 
enterprise performance (Table 1). The first point of view is that innovation can directly affect the 

performance of enterprises, showing positive, no effect, or negative effect. The second point of view 
is that some moderating variables affect the relationship between innovation and business 

performance, and the main moderating variable is the industrial environment or market environment. 
The third view is that the mediating effect between innovation and enterprise performance, the main 

mediating variables include the change of industry, innovation output, IT investment, product 
matching and process matching, innovation, market position etc. The summary of these researches 

can provide the direction for further research, on the other hand can also help us recognize the 
mechanism between innovation and enterprise performance, which can improve the performance of 

innovation. 
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Table 1  Research on the relationship between innovation and enterprise performance 

The types of innovation effects on firm performance Research literature 

The direct effect 

 

 

Positive impact: Roberts（1999）；Cho, 

Pucik（2005）；Hua, Wemmerlöv（2006）；

Salavou（2002）；Prajogo（2006）； Price

（2005）； Porter（1980）. No impact or 

nonpositive: Ram, Jung（1991）； Hultink, 

Atuahene‐Gima（2000）. 

The moderating effect 

 

 

 

Environmental variables: internal capital 

stock, external markets and environmental 

factors（Huang, Rice, 2009）；stable 

environment（Hargadon, Douglas, 2001）；

dynamic environment（Garg, Walters and 

Priem, 2003；Zahra, Neubaum, 1998）；
channel, domestic market, international 

market（Otero-Neira, Lindman, Fernández, 

2009）. 

The mediating effect 

 

 

Mediating variables: transformation 

outcomes（Liao, Rice, 2010）；innovation 

output（Neely et al., 2001）；IT investment 

（Dibrell, Davis, Craig, 2008）；product 

matching and process matching （Choi, 

Jang and Hyun, 2009）；innovativeness

（Günday et al., 2011）；market position

（Zott, 2003）. 
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