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Abstract: Similar to the previous researches, this study confirms the positive relationship between 

innovation capabilities and efficiency of a company by measuring and evaluating the experimental 

data from 52 foreign invested enterprises in Vietnam (FIEs). The study provides insight into 

different aspects related innovation of FIEs such as: types of innovation, frequency of innovation 

implementation, methods of innovation investment. Results of the analysis of primary data by the 

linear regression method show the relatively small differences in the impacts of 7 groups of 

capabilities on efficiency of the company, even though the development capabilities still have 

made greatest influence  with the coefficient of 0.453. The findings of this research once again 

stress that innovation and innovation capabilities of the company is the decisive element of 

primary efficiency. 
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1. Introduction∗∗∗∗ 

In such an internationalized and fiercely 
competitive business environment, innovation 
has become the key to economic and societal 
development of every nation, as well as a 
strategic tool to ensure enterprises’ survival and 
sustainable progress in the market [1 – 4]. 
Innovation-driven growth is no longer a 
privilege of developed countries, developing 
countries also have created policies to promote 
innovation capacity, and many of which have 
gained remarkable achievements in improving 
both innovation inputs and outputs [5, 6]. Both 
theoretical and empirical evidence show that the 
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countries would go through different 
developmental stages, depending on the ability 
to identify and implement their innovations. 

From the perspective of enterprises, several 
researches have demonstrated empirical 
evidence of the positive relationship between 
innovation and new products, services and 
production process  [7 – 14]. According to 
David (1997), value creation is the requirement 
for any firms in market economy and 
innovation is the tool to create value for them. 
Because customers tend to be attracted by new 
product and service selections, when firms 
discontinue attempts to innovate, they may lose 
a certain number of customers [15]. Thus, the 
implementation of innovation is not only the need 
but also a priority of any managerial strategies. 
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In Vietnam, innovation has recently become 
the topic of concerns and attention. Over the 
past 7 years, the Global Innovation Index of 
Vietnam has gone through an upward trend and 
ranks third in the region, after Singapore and 
Malaysia in 2015[16]. However, there are still 
many shortcomings. The official investment for 
science, technology and innovation 
development (STI), which makes up from 65% 
to 70% of total investment, only accounts for 
2% of public budget, equivalent to 0.5% GDP 
(about one billion USD) [17].  Most 
Vietnamese enterprises do not invest in R&D 
activities, only 20-30% of them have innovation 
activities [17]. Instead of investing in 
technology and knowledge, they mainly rely on 
the advantages of cheap labor and raw materials 
exploitation. In contrast, FIEs in Vietnam, 
which seem to be more productive and agile in 
implementing innovation, have significantly 
contributed to the development of the national 
economy. In addition to technology spillover 
effect, Vietnamese enterprises also learn from 
FIEs about how to enhance innovation 
capabilities. 

This research focuses on the exploration of 
different innovation types developed by FIEs 
and how innovation capabilities can affect their 
business performance. 

2. Literature review 

Innovation capabilities are defined as the 
ability to create or seek for new ideas, 
opportunities, knowledge or resources from 
endogenous potentials and external 
environment. Thereby, firms can exploit and 
apply them to production process and operation 
system to create added value and improve 
competitiveness [18 – 22]. 

The evaluation criteria of innovation 
capabilities are diverse and based on different 
perspectives. Betrand (2009)assessed them 
based on the amount of R&D investment [23]. 
Nassimbeni (2001) separated innovation 
capabilities in products with production process 

[24].  Forsman (2011) launched the set of 7 
evaluation criteria that covers many aspects of 
business, including: (1) Capabilities for 
knowledge exploitation, (2) Entrepreneurial 
capabilities, (3) Risk management capabilities, 
(4) Networking capabilities, (5) Development 
capabilities, (6) Change management 
capabilities, (7) Market and customer 
knowledge [25]. These criteria are also 
reflected through 10 dimensions of i2Metrix 
paradigm [26]. In particular, capabilities for 
knowledge exploitation and entrepreneurial 
capabilities are considered to be the dynamic 
capabilities of firms [27] and help enhance 
position of firms through acquiring and 
applying external knowledge and opportunities 
to operation. When conducting innovation in a 
foreign market, beside new opportunities, FIEs 
also face various risks caused by internal and 
external factors. It explains why risk 
management and networking capabilities play 
significant roles in the operation, adaptation and 
long-term strategic interests [28–30]. 
Innovation is also reflected through the ability 
to grasp market trends, customer preferences 
and to differentiate products or services to 
improve the growth rate and market share 
[31-35]. 

Firm performance has drawn great 
attention in management studies. Firm 
performance is defined as the success of firms 
in term of financial activities, operation, and 
ability to achieve the expected business 
outcomes [36 – 38]. Studying about business 
performance plays an important role in 
understanding the impact of innovation 
capabilities since it is viewed as a measure of 
effectiveness of any managerial strategies [36]. 

There are various ways to measure business 
performance of different kinds of enterprises: 
finance companies, exporting firms, small and 
medium-sized enterprises and multinational 
enterprises [39 – 43]. In this research, 
financial, non-financial and subjective factors 
are used to measure firm performance. 
Because of their rigidity, financial factors 
cannot reflect the differences among industries 
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and abstract capabilities. Non-financial and 
subjective factors have advantages in 
demonstrating endogenous capabilities and the 
relationships between subsidiaries and parent 
companies [44, 45].Financial factors include 
revenue, cash flow, ROI, ROE, etc. Non-
financial factors are comprised of customer 
acquisition, customer loyalty, employee loyalty, 
etc. Subjective factors are managers’ ability to 
acquire knowledge/skills, cooperation between 
managers and departments, long-term vision, etc. 

The relationship between innovation and 
firm performance has been mentioned in 
several quantitative and qualitative researches. 
Most of them conclude that innovation has a 
positive impact on firm performance through 
improving productivity, reducing lead time, 
improving product quality, etc.[46 – 49]. 
Regarding the relationship between innovation 

capabilities and firm performance, Garcia-
Morales et al. (2007), Rosenbusch (2009),Tsai 
et al (2010), Forsman (2011), Dadfar et al. 
(2013),and Saunila (2014)have examined and 
concluded that it is significant and positive [22, 
25, 50 – 53]. The enterprises having 
outstanding innovation capabilities reflected 
through technology forms, innovation in 
management or product development are 
proved to have satisfactorily high business 
results. In Vietnam, the relationship between 
innovation capabilities and firm performance, 
however, has not drawn significantly enough 
concerns in terms of theory and practice. Hardly 
any research is found to discuss which types of 
innovation and innovation capabilities that 
Vietnamese enterprises and FIEs in Vietnam 
possess as well as their effects on firm 
performance.  

Methodology 

Both qualitative and quantitative methods 
are used to examine the relationship between 
innovation capabilities and firm performance. 
The model used in the research is the 
combination of the 7-indicator model by 
Forsman (2011), i2Metrix paradigm (Vuong et 
al, 2014) and the theoretical model of Chow 
(2006) [25, 54, 55]. The independent variable is 

the innovation capabilities, the dependent 
variable is firm performance, and both of them 
are influenced by the control variables (size of 
firms, industries that firms are working in). All 
the relevant data related to these variables are 
then analyzed using SPSS. 

The independent variable is measured by 7 
dimensions, including: Capabilities for 
knowledge exploitation, Entrepreneurial 
capabilities, Risk management capabilities, 
Networking capabilities, Development 
capabilities, Change management capabilities, 
Market and customer knowledge. The 
magnitude of each dimension is then specified 
by the relevant criteria related to innovation 
capabilities of enterprises. 

Concerning the capabilities of knowledge 
exploitation, Bapuji (2011) has confirmed the 
external knowledge support for the internal 
knowledge of a firm, and the combination of 
these two strengthens the competitive 
advantages of the firm and helps boost the 
business efficiency[56]. Entrepreneurship is 
considered to be one of the most important 
capabilities since it is directly linked to business 
performance [57, 58]. If a firm lacks this kind 
of capabilities, it cannot create any benefit from 
the application of external knowledge. 
Networking, according to Powell (2001), 
presents both new opportunities and constraints 
for its actors[59]. The relationships in a 
network are seen as the pipes containing the 
flow of many resources, both tangible and 
intangible such as finance, skills and 
information. For development capabilities, Erik 
Strøjer Madsen and Valdemar Smith Com 
(2008), have demonstrated that the ability to 
differentiate product/service of a firm is an 
independent variable that is statistically 
significant and has positive impact on the 
business efficiency[60]. Other studies also 
suggest that product differentiation and firm 
performance have a positive relationship [61 – 
63]. Change management capabilities in 
business process, workflow and customer 
management have been proved to have a 
positive impact on many dimensions of 
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business operation, such as financial 
performance, resources, customer and market 
efficiency [30]. Finally, the ability to 
understand the market and customers basically 
can increase creativity[33, 35], because it 
encourages firms to find the potential demand 
of customers [31]. 

The dependent variable-firm performance 
is evaluated by financial factors (ROE, ROI and 
net income), non-financial factors (labor 
productivity, defective products, new products, 
human resource training, market share growth 
and customer satisfaction) and subjective 
factors of managers (ability to acquire new 
knowledge/skills, long-term perspective on the 
business, cooperation with other departments 
within the organization and subjective 
evaluation of the firm’s growth rate when 
compared to others). 

The financial perspective 

The financial perspective retains the short-
term approach of measuring ROE, ROI and net 
income, mainly because these measurements 
indicate the company’s financial success from a 
shareholder’s point of view. The financial 
perspective evaluates whether the company’s 
strategies are translating into bottom-line 
improvements of the company. Financial 
measures tend to be historical, and do not reveal 
the present situation of the business 
environment and the prospects of the future 
performance. However, financial measures are 
still important as there is no guarantee that 
improved operating performance will indeed 
lead to financial success [64]. The financial 
factors such as ROE and ROI to measure the 
profitability of an organization are significant to 
its success, therefore cannot be dismissed. 
According to Kaplan & Norton (1992), 
operational improvements that do not lead to 
financial success indicate the implementation of 
the strategy of an organization needs to be 
revisited[64]. However, trying to capture the 
success strategy using the traditional financial 
indicators requires the selection of financial 
measures that will most effective suited by the 
product life cycle stage. There are three 

possible stages described by Kaplan and Norton 
(1996) [43], that is rapid growth, sustain, and 
harvest. For the growth stage, companies will 
probably use measures such as increased sales 
volumes, acquisition of new customers, and 
growth in revenues that can evaluate the growth 
and development of the company. In the sustain 
stage financial measures will be return on 
investment (ROI) and the return on equity 
(ROE), measures on this stage are purposely 
directed to evaluate the effectiveness of the 
organization. Finally, the harvest stage, 
measures are payback periods and revenue 
volume aimed to reap the rewards of the 
strategy that will potentially be based on 
different cash flow analysis that attempt to 
evaluate the company's success in harvesting 
profits from maturing products or services. 

The non-financial perspective 

The non-financial perspective includes the 
customer and growth perspective. The customer 
perspective  includes not only market share and 
new customer acquisition but also measures 
related to the value propositions that the 
company  will  deliver  to  its  customers,  such  
as  customer  intimacy,  operational  excellence  
or product  leadership [65]. The aim of the 
customer perspective is to ascertain the needs of 
the customers, and then devise appropriate the 
value the company wants to apply to the end-
user that will potentially satisfy their needs 
taking into account the measure of quality and 
perceived value of the products or services that 
are supplied to the customer. According to 
Kaplan and Norton (1992), customers are 
primarily concerned with time, quality, 
performance and service, and costs [64]. For a 
company to attain its customer satisfaction and 
retention ought to deliver on time, offer 
innovative products/services and technological 
excellence that will render the company’s 
offering at a satisfactory cost, because if 
customers are not satisfied, they will seek 
products and services elsewhere. Customer 
measures are considered leading indicators of 
future performance. On the other hand, the 
learning  and  growth  perspective  identifies  
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the capabilities required to deal with the 
competitive envir,onment so as to create long-
term growth and continuous improvement [65]. 
The purpose of the innovation and learning 
perspective is to determine the ability of the 
company to continually improve and innovate. 
This is the foundation of any strategy and 
centers on the human and intangible assets of 
the company. As discussed earlier, intangible 
assets are increasingly important in today’s 
globalized economy as business success lies on 
it. Thus, the focus is mainly on the internal 
skills and capabilities that are required to 
support the value creation, which includes the 
areas of individual and corporate self-
improvement and technological support and 
tools. This perspective tries to define the human 
and developmental requirements of the 
company that will enable ambitious objectives 
in the other three perspectives to be achieved. 
To increase shareholder value a firm must 
constantly able to innovate, learn, and improve 
which will result in firm growth. Theoretically, 
through increased improvement, businesses are 
able to improve their internal processes, leading 
to greater customer satisfaction, corporate 
growth, and increased profits [66]. The possible 

measures in this perspective are illness rates, 
employee turnover, education, and development. 

The subjective judgment perspective 

The term “subjective judgment” represents 
the nonfinancial measures that are derived from 
the subjective judgment of managers. Since 
performance evaluations serve multiple goals, 
subjective evaluation plays a significant role in 
term of incentives and performance feedback 
[67]. Moreover, many studies prefer the subject 
measurements since it allows comparison 
among firms and contexts, such as time 
horizons, types of industry, cultures and 
economic conditions [68]. Managers of all 
levels have certain impacts on employees and 
strategies; hence, their judgment can affect 
business navigation and innovation. According 
to Chow (2006), while subjective performance 
evaluations are less precise than financial ones, 
they are focused on the operation factors that 
managers can control[55]. Besides, the 
following factors: education background of 
interviewees, the type, and frequency of 
innovation, the amount of investment for 
innovation serve as variables of descriptive 
statistics.
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Sample 

The survey was conducted with a 
questionnaire using Likert scale. It consists of 4 
sections: personal information of interviewees 
(6 questions), enterprise information (8 
questions), innovation capabilities (20 small 
questions categorized in 7 big questions) and 
firm performance (12 small questions grouped 
into 2 big questions). The survey was 
conducted via e-mail, postal mail and direct 
interview.We have asked the entrepreneurs/key 
managers of the firms to rate positions of these 
in their firms in a 5 point Likert scale. Due to 
firms’ hesitation to share their financial 
information in the absolute form as well as 
complex accounting practices in Vietnam, we 
consider perception-based growth measures to 
be appropriate in this case.  

The sample is built based on area sampling. 
The enterprises participating in the survey are 
foreign invested enterprises in Red River Delta, 
North Central Coast, Southeast Region of 
Vietnam.Research team received 52 responses. 
The majority of survey respondents were 
managers (90, 5%) with 58.3% is the CEO / 
Director / Branch Manager. Most enterprises 
were medium (46.1%) or small (38.5%) with 
63.5% in the manufacturing sector and 36.5% 
in the services sector. Nearly all of these 
enterprises are implementing innovation with 
different types (15.4% introducing new 
products/services, 26.9% improving current 
products, 53.8% improving workflow / 
management / sales / marketing), 50% of them 
conduct innovation periodically, 57.7% through 
R & D with the investment of 1-3% of revenue. 

Analysis 

The data collected from the survey have 
been processed by SPSS to examine the 
relationship between innovation capabilities 
and firm performance of FIEs in Vietnam. The 
3-step examination was conducted as follows: 

Step 1:  Checking the reliability of the 
responses from the questionnaire 

Step 2: Conducting Exploratory Factor 
Analysis (EFA). 

Step 3: Conducting OLS Regression. 

Step 1: Checking the reliability of the 

responses from the questionnaire through 

Cronbach Alpha. 

In accordance with the suggestion of Werts, 
Linn and Jöreskog (1974), research team 
checked the reliability of the responses from the 
survey using Cronbach alpha[69].  This step is  
carried out first to remove garbage items, which 
helps to prevent artificial factors when 
analyzing EFA [70]. Nunnally and Bernstein 
(1994)showed that composite reliability or 
Cronbach alphashould be at least 0.50 for any 
dimension of the conceptual model and in this 
research, the level of 0.70 is applied as the 
minimum acceptance criterion[71]. Research 
team has checked convergent validity of the 
indicators by examining the ‘average variance 
extracted (AVE)’. Götz, Liehr-Gobbers and 
Krafft (2009)reported that an AVE value of at 
least 0.5 indicates sufficient convergent 
validity, which means a latent variable is able to 
explain more than half of the variance of its 
indicators on an average, and this figure is 
maintained this standard in this paper[72]. 

The result identifies some responses to 4 
questions which are not correlated with others 
in the questionnaire and are removed before 
analyzing the next steps, including question 1.3 
(belonging to Capabilities for knowledge 
exploitation), question 2.1 (belonging to 
entrepreneurial Capabilities ), question 5.3 
(belonging to development capabilities), and 
ROI, Net Profit, Labor productivity and 
Customer satisfaction (belonging to variable 
business activities). 

Step 2: Conducting Exploratory Factor 

Analysis (EFA) 

In this research, Exploratory Factor 
Analysis (EFA), a multi-step process is used to 
determine the factors representing the 
dependent variable and independent 
variables[73]. This analysis attempts to bring 
inter-correlated variables together under more 
general, underlying variables. More 
specifically, the goal of EFA is to reduce “the 
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dimensionality of the original space and to give 
an interpretation to the new space, spanned by a 
reduced number of new dimensions which are 
supposed to underlie the old ones” [74], or to 
explain the variance in the observed variables in 
terms of underlying latent factors” [75]. Thus, 
EFA offers not only the possibility of gaining a 
clear view of the data, but also the possibility of 
using the output in subsequent analysis [74, 76].  

On the other hand, as Rietveld & Van Hout 
(1993)states “the number of positive 
eigenvalues determines the number of 
dimensions needed to represent a set of scores 
without any loss of information”[74]. Hence, 
the number of positive eigenvalues determines 
the number of factors to be extracted. The 
construction of the factor itself is then 
calculated via a transformation matrix that is 
determined by the eigenvectors of the 
eigenvalues. After constructing the factors, it is 
possible to determine the factor loadings simply 
by calculating the correlations between the 
original variables and the newly obtained 
factors. Hair et.al. (1998, pg. 111) recommends 

the following guidelines for practical 
significance as below[77]: 

• Factor loading > 0.3: Accepted minimal  

• Factor loading > 0.4: More Important 
significance 

• Factor loading > 0.5: Practical 
Significance 

Moreover, Oblimin, an oblique rotation, is 
employed and illustrates the results including a 
pattern matrix, structure matrix, and a 
component correlation matrix. In Extraction 
Sums of Squared Loadings, Percentage of 
variance more than 40% is applied as the 
minimum acceptance criterion, which answer 
the question how many percentages the new 
factor can explain to represented variable. 

 In extraction process, Research team used 
Principal Components analysis and fixed 
number of factor at one factor only for the 
dependent variable (Firm performance) and 
each dimension of innovation capabilities, 
before moving to regression, are named as 
below:

 

 Independent variables Dependent variable 

Hypothesis 

H1 

Capabilities for knowledge 
exploitation  

FAC1_2 

Hypothesis 

H2 
Entrepreneurial capabilities FAC1_3 

Hypothesis 

H3 
Risk management capabilities FAC1_4 

Hypothesis 

H4 
Networking capabilities FAC1_5 

Hypothesis 

H5 
Development capabilities FAC1_6 

Hypothesis 

H6 
Change management capabilities FAC1_7 

Hypothesis 

H7 
Market and customer knowledge FAC1_8 

Hypothesis 

H0 
Innovation capabilities FAC1_9 

1. ROE 
2. Defective 
3. New products 
introduction 
4. Human resources 
training 
5. Human resources 
training 
6. Human resources 
training acquire new 
skills/knowledge 
7. Managers’ long-term 
perspective 
8. Managers’ 
cooperation with other 
departments within the 
organization 

FAC1_1 

 
In SPSS, a convenient option is offered to 

check whether the sample is big enough: the 
Kaiser-Meyer-Olkin measure of sampling 
adequacy (KMO-test). The sample is adequate 

if the value of KMO is greater than 0.5 and less 
than or equal one (0.5 ≤ KMO ≤ 1). 
Furthermore, SPSS can calculate an anti-image 
matrix of covariance and correlations. All 
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elements on the diagonal of this matrix should 
be greater than 0.5 if the sample is adequate 
[76]. In SPSS the inter-correlation can be 
checked by using Bartlett’s test which “tests the 
null hypothesis that the original correlation 
matrix is an identity matrix” [76]. This test has 
to be significant with Significance <0.05, this 
means that the observed variables are 
correlated with each other in general. 
Multicollinearity, then, can be detected via the 
determinant of the correlation matrix: if the 
determinant is greater than 0.00001, then there 
is no multicollinearity [76].  

Step 3: Regression 

This research uses the Ordinary Least 

Squares (OLS) regression through IBM SPSS. 
2.0 Program. OLS regression in its various 
forms (correlation, multiple regression, 
ANOVA), is the most common linear model 
analysis in the social sciences [78]. Habing 
(2003)states that “a sample should have at least 
50 observation.”[75]. OLS illustrates the 
relationship between a dependent variable and a 
collection of independent variables. In addition, 
the regression coefficients are interpreted as the 
change in the expected value of the dependent 
variable associated with a one-unit increase in 
an independent variable, with the other 
independent variables held constant. From 
extracted factors EFA Analysis, Research team 
conducted regression models for eight 

hypotheses to find out the relationship between 
innovation capabilities and firm performance, 7 
dimensions measuring innovation capabilities 
and firm performance. 

Besides that, Pearson’s correlation 
coefficient is used to find out the correlation 
between independent variables and dependent 
variable. In a sample it is denoted by r (-1 ≤ r ≤ 
1). Furthermore, positive values denote positive 
linear correlation while negative values denote 
negative linear correlation.  A value of 0 
denotes no linear correlation. The closer the 
value is to 1 or –1, the stronger the linear 
correlation is. 

The Durbin-Watsontests the null 
hypothesis that the residuals from an OLS 
regression. It ranges from 0 to 4. A value near 2 
indicates non-autocorrelation; a value towards 0 
indicates positive autocorrelation; a value 
toward 4 indicates negative autocorrelation. 

In theory, VIF (Variance Inflation Factor) 
over 10 is a sign of multicollinearity. However, 
this factor in the research (small size) is lower 
than 2.0 ensuring that the model, which is 
tested, does not have multicollinearity.  

3. Results and discussion 

Descriptive results from questionaire 

  

Descriptive Statistics 
 N Minimum Maximum Mean Std. 

Deviation 

Capabilities for knowledge exploitation      
Recognize this knowledge 52 1 5 4.00 .863 
Internalize this knowledge 52 2 5 3.73 .843 
Entrepreneurial capabilities      
Seize these opportunities 52 1 5 3.60 .995 
Exploit these opportunities 52 1 5 3.38 .820 
Risk management capabilities      
Capabilities of risk assessment 52 1 5 3.56 .826 
Willingness to risk taking 52 1 5 3.44 .998 
Abilities for risk taking 52 1 5 3.54 .896 
Networking capabilities      
Networking orientation 52 1 5 3.92 .837 
Collaborative relationship creation 52 3 5 4.02 .754 
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Networks exploitation 52 1 5 4.00 .886 
Development capabilities      
Generate innovations which differ from 
competitors’ offerings 

52 1 5 3.35 .905 

Improve existing goods and services 52 1 5 3.48 .960 
Change management capabilities      
Quickly implement changes 52 2 5 3.69 .805 
Market and customer knowledge      
Acquire new customers 52 2 5 3.73 .689 
Expand to new markets 52 2 5 3.67 .760 
Increase sales to existing customers 52 2 5 3.69 .755 
Firm Performance      
Return on equityROE 52 3 5 4.10 .634 
Defective  52 2 5 3.79 .936 
New products introduction 52 2 5 3.98 1.000 
Human resources training 52 2 5 4.12 .832 
Market share growth 52 2 5 3.88 .943 
Managers’ ability to effectively acquire 
new skills/knowledge 

52 2 5 4.00 .657 

Managers’ long-term perspective 52 2 5 4.37 .595 
Managers’ cooperation with other 
departments within the organization 

52 2 5 4.21 .871 

 
In general, the self-evaluation of innovation 

capabilities from surveyed FIEs is quite high 
with the total average scores of each reported 
capability ranging from 3.35 to 4.02. 
Networking Capabilities and Knowledge 

exploitation Capabilities are two aspects that 
FIEs have well recognized andeffectively 
developed.  

The impacts of innovation capabilities on 
firm performance 

 

Innovation capabilities Coeffi. Sig. R Square 

Capabilities for knowledge exploitation -> Firm Performance .389 .005*** .212 
Entrepreneurial capabilities -> Firm Performance .433 .002*** .234 
Risk management capabilities -> Firm Performance .332 .019** .169 
Networking capabilities -> Firm Performance .308 .028** .157 
Development capabilities -> Firm Performance .453 .001*** .271 
Change management capabilities -> Firm Performance .426 .016** .174 
Market and customer knowledge -> Firm Performance .325 .024** .161 

 
Results of the ordinary least square (OLS) 

regression analyses of the primary data reveal 
relatively small differences in the impacts of 7 
groups of capabilities on firm performance 
though development capabilities still stand out 
to have the largest influence with the coefficient 
at 0.453, networking capabilities rank last to 
effect firm performance with the coefficient at 
0.308. It can be observed from survey results 
that innovation capabilities have been 

outstandingly essential attributes to the success 
of FIEs in penetrating the new market. 

3.1. Knowledge exploitation capabilities  

The model shows that knowledge 
exploitation capabilities have a significant 
positive relationship with performance of 
Foreign Invested Enterprises in Vietnam. This 
result once again proves the role of knowledge 
as one of the most valuable resources for 
innovation as well as key drivers of business. 
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According to Grant (1996) and Prusak (2001), 
firms in such a knowledge-based economy can 
sustain their competitive advantage by 
harnessing their own unique knowledge and 
building their capability to learn faster than 
competitors [79, 80]. Contrary to the traditional 
factors of production governed by diminishing 
returns, every additional unit of knowledge 
used effectively results in a marginal increase in 
performance [81]. Mostly having their roots in 
economically developed countries, the surveyed 
FIEs are one step ahead of Vietnamese firms in 
emphasizing the importance and making a good 
use of internal and external knowledge. From 
the macroeconomic view, Vietnam’s 
knowledge economy index (KEI) prepared by 
the World Bank, is 3.4 and ranking 104/145 
whereas that of Singapore and Malaysia is 8.26 
(23/145), 6.1 (48/145) respectively. Thus, 
measures should be taken by both firms and 
Vietnam government to recognize, internalize, 
and exploit knowledge for better business 
performance in particular and increasing the 
proportion of knowledge in national economy 
as a whole. 

3.2. Entrepreneurial capabilities  

The model shows that entrepreneurial 
capabilities have a significant positive 
relationship with performance of the surveyed 
firms. Over the past several years corporate 
entrepreneurship has been widely regarded as 
an effective means for revitalizing firms and 
enhancing performance. Conducting a research 
on 24 medium-sized manufacturing firms 
representing 14 industry segments, 39 chemical 
companies, and 45 Fortune 500 industrial firms 
representing five industry segments, Zahra and 
Covin (1995) concluded that entrepreneurial 
capability has a positive impact on long-term 
financial measures of company performance 
[82]. Furthermore, entrepreneurial capabilities, 
which typically leads to new product 
introduction or market entry, creates value 
through association with the discovery and 
exploitation of profitable business opportunities 
[83, 84]. Regarding FIEs in Vietnam, they have 

well grasped opportunities to increase product 
value, extend product life cycle or even 
introduce new products, resulting in vastly 
superior customer experience, firm reputation and 
of course revenue ans other nonfinancial rewards. 

3.3. Risk management capabilities  

The model shows that risk management 
capabilities have a significant positive 
relationship with performance of the surveyed 
firms. In today’s hostile business environment, 
risk management is a stumbling block for every 
corporation. As mentioned by Lukianchuk 
(2015), risk management is a value adding 
technique aimed at generating additional profit 
to a company by giving an overview of all risky 
activities, constructing recovery plans and 
constant monitoring of day-to-day 
operations[85]. Examining the characteristics of 
firms adopting risk management, Pagach and 
Warr (2011)argued that risk management helps 
reduce the probability of financial distress and 
allows firms to continue their investment 
strategies by reducing the effect lower tail 
outcomes, whether earnings or cash flow, 
caused by unexpected events[86]. Besides, 
having smoother, steadier earnings and cash 
flow performance allows the firm to increase 
leverage, pursue more growth options and 
perhaps be more profitable. In the case of 
Vietnam, the asymmetric information as well as 
economic instability has obviously posed a 
great challenge to FIEs. Thus, managing risk is 
inevitable if FIEs want to survive and thive in 
whatever business area. 

3.4. Networking capabilities 

The model shows that networking 
capabilities have a significant positive 
relationship with firm performance. This result 
supports many other conclusions obtained from 
studies in many parts of the world [87] and 
strongly suggests the network capabilities needs 
to be the focus of managerial attention if the 
firm seeks to enhance its ability to manage in 
such a complicated world [88]. In fact, when 
penetrating into Vietnamese market, a firm 
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cannot operate well without building effective 
internal networks (among departments within 
the company) and external relations (suppliers, 
distributors, strategic partnership units, etc.). 
FIEs reported in the survey are mostly extra 
careful and come prepared as acknowledging 
the important of networking in Vietnam, their 
self-assessment in the questionnaire shows their 
good networking orientation, collaborative 
relationship creation and networks exploitation.   

3.5. Development capabilities 

The model shows that development 
capabilities have the positive impact on firm 
performance, which is in line with the finding 
of Erik Strøjer Madsen and Valdemar Smith 
Com (2008), Bayus, Erickson and Jacobson, 
2003; and Damanpour and Evan, 1984 [60 – 
62]. Moreover, with the coefficiency of 0.453, 
these capabilities are the most influencing 
factors to firm performance. Since the ability to 
innovate and introduce the new products that 
are differentiated with those of competitors is 
an advantage of the firm when entering a new 
market, their sales and profit would be higher 
than their competitors [32, 34]. Recently, 
Vietnamese customers have preferred foreign 
brands to domestic ones due to their trust and 
the fierce competition in the market. Low 
quality domestic products, counterfeit products 
in domestic market and strong marketing 
strategies of foreign companies have driven 
customer buying decision towards foreign 
brands. According to Chemical Cosmetic 
Association of Vietnam, from 2009 to 2011, the 
average revenues of cosmetics sector were 
US$130-150 million, 90% of which was said to 
come from foreign companies due to their 
widespread distribution. Thanks to this market 
behavior, development capabilities have not 
received much investment while still 
contributed significantly to the success of firms. 

3.6. Change management capabilities 

The model shows that relationship between 
change management capabilities and firm 
performance is positive, which is also claimed 

by other studies [27, 89]. Entering in a new 
market means the firm has to encounter with 
various opportunities and challenges from 
environmental differences, especially in such 
emerging and dynamic market in Vietnam, 
where the economic structure and policies have 
not been completed yet. FIEs in Vietnam have 
to face with complex and ever changing 
customer demand. The ability to deal with 
exogenous changes is essential for FIEs to 
adapt to the domestic environment, 
employment situation to increase productivity 
and efficiency. 

3.7. Market and Customer knowledge  

The model shows that market and customer 
knowledge has a significant positive 
relationship with firm performance. However, 
there have been controversial opinions about 
the effect of market and customer knowledge to 
firm performance. According to Bower & 
Christensen(1996), customer oriented strategies 
sometimes create barrier to R&D and product 
innovation since companies may pay too much 
attention to current demand of customer[90]. 
However, this research agrees with Gatignon 
và Xuereb, 1997 and Han et al, 1998on the 
positive relationship between the market and 
customer knowledge and firm performance 
[33, 35]. These capabilities encourage 
companies to find out potential demand of 
customers, which leads to innovation [91]. 
Besides, these capabilities also supports for 
development capabilities because when firms 
create a new and differential product that 
attains enormous attention in the market, they 
can follow the price skimming strategy, which 
helps them increase profit and reduce 
customer retaining cost [61, 92]. One of the 
main purposes for FIEs to penetrate into 
Vietnam is to acquire new market and 
customer. This process requires the 
understanding about the domestic market and 
customer tastes. Innovation activities, in fact, 
help firms to change products, business 
strategies and working process to gain market 
share and customer loyalty. 
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4. Conclusion 

The reported statistics, relevant to results of 
other researches of the same topic, reveal a 
plausible reasoning that the relationship 
between innovation capabilities and firm 
performance can be empirically established. 
Data from Foreign Invested Enterprises in 
Vietnam suggest profound, positive and 
relatively equal impacts of 7 groups of 
innovation capabilities on firm performance in 
terms of financial, non-financial and subjective 
factors.In fact, the constantly improving 
innovation capabilities and investments made 
under a variety of innovative forms have been 
very important attributes to the success of FIEs 
in Vietnam. The paper also provides particular 
information about innovative activities and 
practices of these enterprises. FIEs doing 
business in eitherproduction or service industry 
are continuously or periodically 
implementinginnovation of several types, 
among which the most common is improving 
work process / management process/ sales and 
marketing activities (53.8%).According to 
survey results, investment for innovation is 
mainly made through R & D department. This 
rising trend in Vietnam and the world as a 
whole testifies thatinnovation is no longer 
spontaneous act or only carried out in need of 
temporary business issues. Instead, innovation 
and innovation capabilities enhancement are 
now parts of synchronized strategic business 
plan, for which budget is not too high but at 
least well calculated and prepared. 

The findings are subject to some limitations 
due to the sample size. Further studies may 
attempt to gather information from more 
enterprises in all over the country. It would be 
potential to extend the analysis to Vietnamese 
enterprises in order to identify then compare 
their innovation patterns with those of FIEs. 
The combination of theoretical assumptions, 
facts, and empirical data can confirm the 
positive relationship between innovation 
capabilities and firm performance. It is not 
merely a single phenomenon but observed in 

various organizations in many countries, which 
will certainly be strengthen in the context of the 
knowledge-based economy. Lots of challenges 
as well as opportunities lie ahead as the 
relationship between innovation capabilities 
and firm performances is more developed and 
exploited.  
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Mối quan hệ giữa khả năng đổi mới và hiệu suất  

của doanh nghiệp đầu tư nước ngoài tại Việt Nam 

Lê Thị Thu Hà, Phạm Thùy Linh, Hồ Thị Thu Quỳnh, Trần Thị Kim Chi 

Đại học Ngoại thương, 91 Chùa Láng, Đống Đa, Hà Nội, Việt Nam 

 

Tóm tắt: Tương tự như những nghiên cứu trước đó, nghiên cứu này khẳng định mối quan hệ tích 
cực giữa khả năng đổi mới và hiệu suất của công ty bằng cách đo lường và đánh giá các dữ liệu thực 
nghiệm từ 52 doanh nghiệp có vốn đầu tư nước ngoài tại Việt Nam (FIEs). Nghiên cứu này cung cấp 
một cái nhìn sâu sắc về các khía cạnh khác nhau của sự đổi mới trong doanh nghiệp nước ngoài như: 
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các loại đổi mới, tần suất thực hiện đổi mới, phương pháp đầu tư đổi mới. Kết quả của phân tích dữ 
liệu sơ cấp theo phương pháp hồi quy tuyến tính (OLS) cho thấy sự khác biệt khá nhỏ giữa tác động 
của 7 nhóm năng lực lên hiệu suất của công ty mặc dù năng lực phát triển vẫn có ảnh hưởng lớn nhất 
với hệ số là 0,453. Những phát hiện của nghiên cứu này một lần nữa nhấn mạnh rằng đổi mới và khả 
năng đổi mới của công ty chính là yếu tố quyết định hiệu suất hàng đầu. 

Từ khóa: Doanh nghiệp có vốn đầu tư nước ngoài, đổi mới, khả năng đổi mới.  

 


