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ABSTRACT

Aim/Purpose The aim of this study is to develop a research model derived from relevant lit-
erature to guide empirical efforts.

Background Companies struggle to innovate, which is essential for improving their perfor-
mance, surviving in competition, and growing. A number of studies have dis-
cussed company innovation capability, stating that innovation capability is in-
fluenced by several variables such as cooperation and knowledge management.
Therefore, further research is necessary to identify factors playing a role in en-
hancing innovation capability.

Methodology This study is based on systematic literature review. The stages are: (1) research

scope review, (2) comprehensive online research, (3) journal quality assessment,
(4) data extraction from journals, (5) journal synthesis, and (6) comprehensive
report. The online research used Google Scholar database, by browsing titles,
abstracts, and keywords to locate empirical research studies in peer-reviewed
journals published in 2010-2020. Furthermore, 62 related articles were found,
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of which 38 articles were excluded from further analysis and 24 articles were
selected because they were more related to the topic.

The results of this study enrich the research in the field of knowledge manage-
ment, cooperation, and innovation capability by developing a conceptual
framework of innovation capability. The proposed theoretical model may be
fundamental in addressing the need of a research model to guide further em-
pirical efforts.

This study provides a research model derived from systematically reviewing rel-
evant literature. The proposed theoretical model was done by incorporating the
aspects of knowledge management, cooperation, and innovation capability.
The model shows that knowledge management and cooperation are essential
aspects of innovation capability. Furthermore, this study also provides the di-
mensions and sub dimensions of each variable that was established after syn-
thesizing the literature review.

Business practitioners can use the identified predictors of innovation capability
and the dimensions of each variable to explore their company’s innovation ca-
pability. They can also take the relevant variables into consideration when mak-
ing policies regarding innovation.

Recommendations The theoretical model proposed in this study needs validation with further em-

for Researchers pirical investigation.

Impact on Society Readers of this paper can obtain an understanding that knowledge manage-
ment and cooperation are essential aspects to consider in enhancing innovation
capability.

Future Research Future studies should explore other dimensions of knowledge management
and cooperation through alternative approaches and perspectives.

Keywords knowledge management, cooperation, innovation capability

INTRODUCTION

Innovation is fundamental for a company to enhance its performance. In general, companies struggle
to innovate. According to Schumpeter (as cited in Crossan & Apaydin, 2010), innovation is doing
new things and existing things differently that includes results and quality of production, production
methods, matkets, sources of supply, or organizational structures. To achieve competitive advantages,
according to Barney (1991), companies could employ various methods because the most important
aspect of a dynamic organization is successfully developing innovations. In terms of competitive-
ness, innovation is the key factor for a company to survive and continuously grow. Therefore, a com-
pany needs to establish a competitive advantage by finding new and better methods to compete in an
industry and implement them in the market. In this matter, Guan and Ma (2003) discovered that in-
teraction and harmonization of various innovation assets are the main factor in improving company’s
competitiveness in China.

In improving and developing companies’ innovation capability, several studies found that coopera-
tion and knowledge management are the two most important factors. There are some studies that
support this finding. Barney (1991) introduces the concept of #he resource-based view (RB1). A firm’s
resources are used to enable it to establish strategies to improve the overall efficiency and perfor-
mance of the organization and these can be quite wide ranging. Barney (1991) classifies these re-
sources into three categories, namely: physical capital, human capital and organization capital. This
theory explains that companies can obtain resources in three ways, namely: (a) developing internally
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within the organization, which is usually for resources that are tacit, unique and complex and are not
traded in the market, (b) through market mechanisms for tradable resources and (c) relational ex-
changes for specific resources or capabilities that can only be used jointly with other company re-
sources through cooperation.

In the context of knowledge management, the knowledge-based theory approach regards knowledge
as an essential resource, where the company is a place for storing and creating knowledge and capa-
bilities. Resources in the form of external knowledge can be obtained if the company has access to
the knowledge and institutions of other companies (Grant, 1996).

Romijn and Albaladejo (2002) highlighted the importance of external and internal sources as innova-
tion capability predictors. In this literature review, they considered that knowledge management is a
part of internal sources. In addition, Yang et al. (20006) investigated the influence of knowledge ac-
quisition and innovation on a company’s innovation capability in China and its impact on the com-
pany’s long-term growth. Others study found the importance of transdisciplinary knowledge within
an organization that could produce knowledge for the organization (Lotrecchiano & Misra, 2018;
Paletz & Schunn, 2012; Pregernig, 2000). In this regard, transdisciplinary knowledge management
could be the new research direction as the antecedent of a company’s innovation capability.

In terms of cooperation, Shan et al. (1994) argued that cooperation could improve innovation capa-
bility of a start-up company. Koschatzky (1999) explained that a company capable to innovate is con-
ducting an intensive interaction with their partners. Romijn and Albaladejo (2002) referred coopera-
tion as a factor originating from external sources with other parties outside the company. Other stud-
ies found that cooperation is a predicator of innovation capability (Lundvall et al., 2002; Quintana-
Garcia & Benadives-Velasco, 2004). In a similar topic, Silva and Leitdo (2009) showed that innovation
capability could be stimulated by external party cooperation.

To increase competitiveness, a company has to improve their capability to innovate. However, most
of the time, a company has to deal with a basic problem, that is, resources and external relations
(Bougrain & Haudeville, 2002; Mezgar et al., 2000). Therefore, further research is necessary to be
conducted to identify the factor playing a role to enhance innovation capability. This study was con-
ducted to investigate the stated problem that could enrich the topic of innovation capability by devel-
oping a conceptual framework from relevant literature to identify predictors of innovation capability.
This study seeks to identify and describe the literature gap from the abovementioned previous re-
search.

In order to propose the framework, we conducted a systematic review of knowledge management,
cooperation, and innovation capability literature. The methods employed in studying innovation ca-
pability were also analyzed. In this study, we examined different conceptual perspectives used in the
literature, identified main methodological approaches and main innovation capability dimensions, and
used those dimensions as important measures in our conceptual framework. Finally, this study also
presents the conclusion with implication and the direction for future study.

CONCEPTUAL FRAMEWORK

INNOVATION CAPABILITY

Adler and Shenhar (1990) defined innovation as (1) the ability to develop products to meet the needs
of the market; (2) the ability to use existing technology to develop products; (3) the ability to develop
new products or update existing products to meet the needs of markets; and (4) the ability to acquire
new technology to create new opportunities. Focusing on the same topic, Combe and Greenley
(2004) argued that a company requires superior organizational capabilities in order to excel in a com-
petition. In this case, a capability is the ability or power to combine intangible assets or resources in
the form of expertise, learning, and knowledge to utilize other tangible or intangible assets (Combe
& Greenley, 2004).
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According to Romijn and Albaladejo (2002), innovation capability is influenced by internal and exter-
nal factors. Internal factors include educational background and the skills of the owner and em-
ployee. External factors include interactions with suppliers, customers, public institutions, and indus-
try associations that may allow the company to receive input for learning processes, which is not
available from within the company. This finding is valuable for studying the topic of innovation capa-
bility because it applies and strengthens the RBV theory (Resource Based View Theory). Their study
also provides a primitive framework for innovation capability by classifying internal and external
sources.

Qiang and Yong (2011) further reinforced the findings of Romijn and Albaladejo (2002) by explain-
ing some internal sources that serve as predictors of innovation capability. Namely, innovation capa-
bility has six dimensions: strategic capability, organizational climate capability, marketing, technologi-
cal competence, manufacturing capability, and organizational capability.

Regarding innovation capability, Iddris (2016) developed a systemic review that generally explains the
following terms: knowledge transformation, learning, idea generation, and processes. 1ddris (2010)
explained that innovation capability is the ability to generate innovation through continuous learning,
knowledge transformation, creativity, and exploitation of internal and external resources available to
the firm. Moreover, Iddris (2016) also identified that the most recurring themes or concepts and
summarized them as innovation capability dimensions into a conceptual framework in order to facili-
tate future empirical research. These dimensions include knowledge management, organizational
learning, organizational culture, leadership collaboration, creativity, idea management, and innovation
strategy.

In addition, Saunila (2020) conducted a systematic literature review on innovation capability and
found two conceptualizations of innovation capability, which are (1) innovation as a process and (2)
innovation as an outcome. Innovation as a process is defined as the ability to continuously transform
knowledge and ideas into new products, processes, and systems for the benefit of the firm and its
stakeholders. On the other hand, the notion of innovation as an outcome defines as the capacity to
produce distinct types of innovation, such as product innovation, process innovation, or organiza-
tional innovation.

Some scholars developed the concept of innovation capability based on the approach of the change
process, namely (1) incremental innovation and (2) radical innovation. Incremental innovation capa-
bility is the capability to generate innovations that refine and reinforce existing products and services.
Meanwhile, radical innovative capability is the capability to generate innovations that significantly
transform existing products and services (Ettlie et al., 1984; Liu et al., 2018; Subramaniam & Youndst,
2005; Suroso & Azis, 2015). In addition, Suroso and Azis (2015) stated that the concept of innovat-
ing measurement is divided into two approaches, namely (1) input and output measurement and (2)
metric and methodologies measurement. Input and output approach assesses the innovation as a
combination of input and output indicators. Meanwhile, metric and methodologies approach assesses
the innovation using metric tools or methods that have been developed, such as surveys, question-
naires, balance scorecard and various mathematical models.

Based on the above mentioned explanation, by considering the findings by Romin and Albaladejo
(2002), Iddris (2016), and Saunila (2020), innovation capability can be defined as a company’s ability
to exploit and convert potential external and internal resources through cooperation and knowledge
into new products, processes and systems for the benefit of the company and its shareholders.

COOPERATION

Based on the approach of RBV theory, there are three main objectives for companies to carry on co-
operation. The first objective is to scale profits by combining similar resources. Second, to provide
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resource advantage by combining complementary resources, skills, and strengths. Third, the benefits
of learning through new skills or knowledge (Barney, 1991).

Cravens et al. (1993) introduced the term lateral relationship and internal relationship. Lateral rela-
tionship takes place between companies with one or more other companies with similar goals, an in-
ternal relationship takes place between business units, departments, and individual officers. Its pur-
pose is to enable cross-functional cooperation between specialties. Moreover, Hillebrand and Bie-
mans (2003) stated that cooperation consists of internal and external cooperation. Internal coopera-
tion focuses on cooperation within organizations, while external cooperation deals with cooperation
between organizations (external cooperation). According to Baratt (2004), cooperation is an effort
between company and its stakeholders that consist of vertical and horizontal relationships. A vertical
relationship is cooperation with its suppliers and customers. Meanwhile, a horizontal relationship is
cooperation with competitors and non-competitors, such as university, government or public institu-
tion, etc. Both horizontal and vertical relationships include internal cooperation (across functional
inside a company).

Sanches and Zilber (2019) found that company employs a cooperative strategy to establish a compet-
itive advantage. In this case, a cooperative strategy is conducted by long-term cooperation between
two or more independent companies or business units for mutually beneficial economic purposes.
Company may establish strategic cooperation to obtain several benefits that include the acquisition
of new skills obtained and learned from a new cooperation or in other words, a process of
knowledge transfer between a company and its partner. In addition, it would be easier for a company
to acquire access to a new market if they establish cooperation with a local party who is well aware
of the market condition and also a company could reduce business and other risks by establishing a
strategic cooperation, especially when they go into a new international market.

According to Sanches and Zilber (2019), cooperation has a strategic role for the development of
company capabilities through improvement in skills and knowledge. In this literature review,
knowledge and cooperation are predictors of innovation capability that is a part of the company ca-
pabilities.

KNOWLEDGE MANAGEMENT

Nonaka and Takeuchi (1995) divided knowledge into explicit and tacit categories. Explicit knowledge
is based on documentation and mutual agreement, while tacit knowledge comes more from experi-
ence and undocumented. Based on an explicit approach, knowledge can be created through a struc-
tured, managed, scientific learning process, while on a tacit approach, knowledge is considered more
difficult to interpret and transfer due to its stickiness. This is in line with Xue (2017) who distin-
guished explicit knowledge and tacit knowledge. Explicit knowledge has several features as follow (1)
can be documented, codified, shared; (2) can be stored in technological ways and digital systems; and
(3) transferable. Meanwhile, the features of tacit knowledge are (1) what people think in their mind;
(2) difficult to be accessed and evaluated; and (3) not transferable.

Further studies on knowledge lead to knowledge management. Knowledge management has been
variously defined in the literature. Darroch (2003) explained that knowledge management is the pro-
cess to acquire, disseminate and implement knowledge within or between organizations. He further
claborated that the knowledge management model consists of knowledge acquisition, knowledge dis-
semination, and knowledge responsiveness. Wong et al. (2015) defined knowledge management as
knowledge resources and processes management to create values through its implementation that will
provide competitive advantages. Furthermore, Wong et al. (2015) proposed a knowledge manage-
ment model that consists of knowledge resources, knowledge management processes, and
knowledge management factors. Knowledge management involves management, exploitation, and
development of knowledge to enhance organizational performance (Lee & Wong, 2015).
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METHODOLOGY

In this study, a systematic literature review recommended by Jesson, Matheson, and Lacey (2011) was
adopted with the following stages: (1) Reviewing the scope of research, (2) Doing comprehensive re-
search using an online database and search engine, (3) Assessing the quality of the journal that is go-
ing to be used, (4) Extracting data from the selected journals, (5) Synthesizing the reviewed journals,
and (6) Writing a balanced, impartial, and comprehensive report using a systematic review format. It
was selected as a basis of the review as the procedure is repeatable and offers a transparent process
the selection of the relevant studies.

The web search was conducted using the following keywords: “innovation capability”’, “knowledge
management”, “innovation capability and cooperation”; hence, it was decided to use KM and SME:s.
These keywords represent the variables that are the focus of this research and help answer the re-
search objectives. The research also included browsing titles and abstracts, besides the keywords. It
was performed by searching the latest ten years (2010-2020) of empirical research studies in peer-re-
viewed journals contained in Google Scholar database. The researcher found 62 related articles, of
which 38 articles were excluded from further analysis and 24 articles were selected. The selection
measures include suitability of the article topic, similarity of research scope, and depth of explana-
tion regarding the relationships between knowledge management, cooperation, and innovation capa-
bility.

FINDINGS AND DISCUSSION

RELATIONSHIP BETWEEN KNOWLEDGE MANAGEMENT AND INNOVATION
CAPABILITY

According to several studies, it was found that knowledge could improve innovation capability. Many
studies have investigated the influence of knowledge management on innovation capability. This pa-

per presents several important studies investigating the relationship between knowledge management
and innovation capability. Table 1 illustrates the relevant studies on the topic.

Table 1: List of Selected Articles by Title

NO TITLE & AUTHOR FINDINGS

1 Social capital, knowledge sharing, and = Social interaction ties (as a structural capital
innovation capability: an empirical factor), trust, reciprocity, and team identifi-
study of R&D teams in Iran (Akha- | cation (as relational capital factors) signifi-
van & Hosseini, 2010) cantly associated with Knowledge Sharing

(KS) intention. In turn, it was significantly
related to KS behaviors (knowledge collect-
ing and knowledge donating). In addition,
the findings revealed that members’ willing-
ness to collect and donate knowledge can af-
fect team innovation capability.

2 Knowledge sharing enablers, pro- Knowledge self-efficacy and top manage-
cesses, and firm innovation capability = ment support have a positive impact on
(Hussein et al., 2016) knowledge donating and collecting. Only

knowledge collecting, however, had a posi-
tive effect on firm innovation capability.
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TITLE & AUTHOR

Relationships among organizational
culture, knowledge sharing, and inno-
vation capability: a case of the auto-
mobile industry in Taiwan (Chang et
al., 2017)

Knowledge from customer, for cus-
tomer, or about customer: which trig-
gers innovation capability the most?

(Taghizadeh et al., 2018)

An empirical examination of
knowledge management processes
and market orientation, innovation
capability, and organizational perfor-
mance: insights from Jordan (Migdadi
et al., 2017)

Knowledge sharing and firm innova-
tion capability in Croatian ICT com-
panies (Podrug et al., 2017)

Evaluating the role of social capital,
tacit knowledge sharing, knowledge
quality and reciprocity in determining
innovation capability of an organiza-
tion (Ganguly et al., 2019)

Comparison of competing models
and multi-group analysis of organiza-
tional culture,

knowledge transfer, and innovation
capability: an empirical study of the
Taiwan semiconductor industry (Liao
et al.,, 2015)

Purwanto, Sule, Soemaryani & Azis

FINDINGS

The result shows that knowledge sharing is
the mediating variable of organization
culture and innovation capability, and organ-
izational culture has a significant positive
effect on knowledge sharing.

The findings show that knowledge from
customers and knowledge for customers are
the most influential predictors of new set-
vice market performance. Of the three di-
mensions of customer knowledge manage-
ment, knowledge from customer turns out
to be the strongest predictor of innovation
quality, and speed. Innovation quality has a
greater impact on new service market per-
formance than innovation speed. Innovation
capability (quality and speed) plays a
mediating role in this study.

The study reveals that engagement in
Knowledge Management Process (KMP)
and Market Orientation (MO) can lead to
better innovation capability in the organiza-
tions, which in turn can lead to better
organizational performance.

The results suggest that employee willing-
ness to donate and collect knowledge ena-
bles the firm to improve innovation capabil-

ity.

Both tacit knowledge sharing and the quality
of knowledge were positively associated
with innovation capability.

Through the competing models, it was
found that supportive culture is better than
bureaucratic and innovative culture.
Findings also reveal that managers should
shape a supportive culture and encourage
Knowledge Transfer (KT) to promote Inno-
vation capability (IC) in the semiconductor
industry supply chain. KT is a partial
mediator between Organizational Culture
(OC) and ICI. In addition, after multi-group
analysis, the results show that culture has
significantly different relationships with KT
and 1C.

131



Knowledge Management and Cooperation Roles

NO

10

11

12

13

14

132

TITLE & AUTHOR

Impacts of external knowledge and
interaction on innovation capability
among Indonesian SMEs (Indarti,
2017)

Impact of motivation and supervi-
sory support to enhancing the inno-
vation capability of dairy farms in Pa-
kistan (Ullah et al., 2017)

Conceptualizing knowledge manage-
ment, individual absorptive capacity,
and innovation capability: a proposed
framework (Saleh et al., 2018)

The transformational leadership,
knowledge management, and per-
ceived organization support in pre-
dicting innovation capability (Sahban,
2019)

HRM practices, knowledge sharing,
innovation capability and firm perfor-
mance in hospitals (Aktharsha & Sen-
gottuvel, 2016)

Firm innovation capability through
knowledge sharing at Indonesian
small and medium industries: impact
of tacit and explicit knowledge per-
spective (Rumanti et al., 2019)

FINDINGS

Findings from a survey among 198 Indone-
sian SMEs show that the depth of
knowledge absorbed by a focal firm has a
significant impact on the innovation
capability. Similarly, the interaction affects
the innovation capability significantly.

The results confirmed that all hypothesized
relationships except the impact of trust on
knowledge sharing, which may be due to the
unique contextual setting of Pakistan. This
paper concludes that employees feel de-
lighted in sharing knowledge for enhancing
the innovation capability when they feel mo-
tivated and are provided with proper train-

ing,

This paper concludes that knowledge man-
agement and absorptive capacity is impera-
tive in individual innovation capability,
which in turn will affect their organization’s
success.

The results show a strong causal relation
among Transformational Leadership (TL),
Knowledge Management Infrastructure
(KMI), and product and process innovation.
In summary, transformational leadership
was found as a prognosticator of KMI,
product innovation, and process innovation.
Furthermore, the relationship between TL
and innovation (product and process)
mediates by KMI. The findings could assist
leaders or mangers to manage the infrastruc-
ture of knowledge in their organizations and
drive the organizations towards success by
bringing innovations in products and pro-
cesses.

Recruitment and selection, compensation
and reward, teamwork, and training and de-
velopment were found to be significant pre-
dictors of knowledge sharing behavior and
knowledge sharing behavior of nurses that
play a vital role in predicting the innovation
capability of hospitals.

The result suggests that a company’s
capacity to share knowledge, both tacitly
and explicitly, is indeed significant and
influential towards the innovation capability
of such a company, in this case, SMI.



NO

15

16

17

18

TITLE & AUTHOR

The role of social commerce features
and customer knowledge manage-
ment in improving SME’s innovation
capability (Dzulfikar et al., 2018)

The effect of knowledge and innova-
tion management processes on inno-
vation capability and new product de-
velopment success (Tekin & Akyol,
2019)

Customer knowledge management,
innovation capability, and business
performance: a case study of the
banking industry (Taherparvar et al.,
2014)

Exploiting supplier innovativeness
through knowledge integration
(Bengtsson et al., 2013)

Purwanto, Sule, Soemaryani & Azis

FINDINGS

The findings conclude that through Cus-
tomer Knowledge Management (CKM)
implementation, Instagram-for-Business sig-
nificantly affects the innovation capability
of SMEs.

The findings conclude that through Cus-
tomer Knowledge Management (CKM) im-
plementation, Instagram-for-Business signif-
icantly affects the innovation capability of
SMEs.

The study aims to examine the effect of
customer knowledge management (CKM)
on continuous innovation and firm perfor-
mance in 35 private banks in Guilan (Iran).
CKM emerges as an important and effective
system for innovation capability and firm
performance. However, the role of CKM in
innovation and performance is not well un-
derstood.

The study shows that innovative suppliers
do contribute to a firm’s innovation perfor-
mance in terms of time-to-market and inno-
vation level in products/services. The main
result shows that an internal knowledge in-
tegration capability in terms of proficiency
in supplier management and cross-func-
tional decision making boosts innovation
performance; in particular when the techno-
logical uncertainty is high.

Table 2 presents research focusing on knowledge management, derived from Table 1. Table 2 is piv-
otal in establishing a framework for model development in our study. In addition, Table 2 reveals the
direction of the existing studies regarding knowledge management as an innovation capability predic-

tor.

Based on Table 2, it can be synthesized that knowledge management consists of several dimensions,
which are knowledge sharing, knowledge donating, knowledge documentation, and knowledge col-

lecting, etc. However, the most interesting aspect of the studies during 2010-2020 is the focus on

knowledge sharing in representing knowledge management (Akhavan & Hosseini 2016; Aktharsa &
Sengottuvel 2016; Chang et al., 2017; Hussein et al., 2016; Podrug et al., 2017; Rumanti et al., 2019;
Ullah et al., 2017).
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Table 2: Research Focus on Knowledge Management

NO. AUTHOR KNOWLEDGE MANAGEMENT DIMEN-
SION
1 Akhavan and Hosseini (2010) Knowledge sharing
Hussein et al. (2016) Knowledge donating
Chang et al. (2017) Knowledge collecting

Podrug et al. (2017)

Ullah et al. (2017)

Aktharsha and Sengottuvel (2010)
Rumanti et al. (2019)

3 Migdadi et al. (2017) Knowledge creation, intra-organizational
Tekin and Akyol (2019) knowledge sharing, and application
External knowledge acquisition
Knowledge storage and documentation

4 Ganguly et al. (2019) Tacit knowledge sharing
Knowledge reciprocation
Quality of knowledge

5 Indarti (2017) Knowledge intensity of interaction

Knowledge distribution
Saleh et al. (2018) Knowledge identification

Knowledge access

6 Sahban (2019) Knowledge management infrastructure

7 Rumanti et al. (2019) Tacit knowledge
Explicit knowledge

8 Liao et al. (2015) Knowledge Transfer

Several studies offer different perspectives (Gangluy, 2019; Lotrecchiano & Misra, 2018; Nonaka &
Takeuchi 1995; Paletz & Schunn, 2012; Pregernig, 2006; Rumanti et al., 2019). According to Nonaka
and Takeuchi (1995) who categorized knowledge into two types: tacit knowledge and explicit
knowledge, the previous studies presented in Table 2 have not been able to dig further and deeper
into the role of tacit and explicit knowledge of a company in innovation capability, especially in every
dimension of knowledge management. Therefore, Rumanti et al. (2019) and Ganguly et al. (2019)
sought to examine the influence of tacit and explicit knowledge on knowledge sharing as dimensions
of knowledge management. Meanwhile, others researcher viewed the knowledge from other perspec-
tive through the source of knowledge (Bengtsson et al., 2013; Dzulfikar et al., 2018; Taghizadeh et
al., 2018; Taherparvar et al., 2014).

Based on the description, our literature review seems to reveal three major perspectives in the studies
concerning knowledge management and its relationship with innovation capacity. The first group ob-
served knowledge management using activity or process approach, which are knowledge sharing,
knowledge donating, knowledge acquisition, and so on. The second group studied knowledge man-
agement from trait of knowledge with emphasis on tacit and explicit knowledge. The third group
viewed knowledge management from the sources of knowledge that include customers, suppliers,
and so on. Thus far, most of the existing studies had regarded knowledge management as a predictor
of innovation capability, no matter whether by its process or by its nature.
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RELATIONSHIP BETWEEN COOPERATION AND INNOVATION CAPABILITY

Several studies acknowledge that cooperation is one of the important factors in enhancing innova-
tion capability in a company. Table 3 below presents the relevant studies that investigated the rela-
tionship between cooperation and innovation capability.

Table 3: List of Selected Articles

NO TITLE & AUTHOR FINDING

1 Cooperation in innovation activities: the

importance of partners. De Faria et al.
(2010)

Innovation, cooperation and business pet-
formance Some evidence from Indone-
sian small food processing cluster. Najib
and Kiminami (2011)

External sources for innovation in food
SMEs. Lefebvre et al. (2015)

How does cooperation affect innovation
in micro-enterprises? Tu et al. (2014)

When and with whom to cooperate? In-
vestigating the effects of cooperation
stage and type on innovation capabilities
and success. Weber and Heidenreich
(2018).

The results show that firms from high-techno-
logical industries, with higher levels of absorp-
tive capacity and of innovation investment,
who give importance to incoming spillovers
management, and who cooperate with firms
from the same group or with suppliers, place
greater value on cooperation partners in the in-
novation process.

The result shows evidence that cooperation is
significantly related to innovation of SMEs in
food processing industry clusters. Moreover,
business performance is a function of innova-
tion, in which research results show that inno-
vation significantly affects the business perfor-
mance of SMEs.

The results indicate that collaboration with
customers is important for product innova-
tions in food SMEs while collaboration with
competitors is more important for organiza-
tional innovations in this type of firm. In
addition, collaboration with science base actors

does not appear relevant to innovation in food
SME:s.

Cooperation with suppliers has a positive sig-
nificant influence on product innovation and
service innovation whereas cooperation with
consumers does not.

Cooperation in concept and product develop-
ment primarily improves a company’s innova-
tion capabilities while cooperation in the im-
plementation stage primarily enhances innova-
tion success of a company. Concerning its
types, vertical, horizontal as well as institu-
tional, cooperation significantly enhances inno-
vation capabilities and success of a company.
However, cooperation with institutional part-
ners was found to be the most important con-
tributor throughout all stages.
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NO TITLE & AUTHOR FINDING

6 Sustainable development of micro firms: It was found that the impact of cooperation
examining the effects of cooperation on  with customers and suppliers on firm perfor-
handicraft firm’s performance through in-  mance via innovation capability was positive
novation capability. Shafi (2020). and significant. In contrast, competitor coopet-

ation did not significantly affect innovation ca-
pability. Furthermore, there was a positive and
significant interaction effect of customer and

competitor cooperation on innovation capabil-

ity.

The following studies investigated dimensions of cooperation, presented in Table 4. To investigate
the relationship between cooperation and innovation capability, cooperation is classified into several
types, which are intra-firm cooperation, inter-firm cooperation, and cooperation with institutions. In-
tra-firm cooperation consists of cooperation with customers, suppliers, and competitors. Inter-firm
cooperation consists of cooperation between firms. While cooperation with institutions consists of
cooperation with universities, government, consulting firms, etc. (De Faria et al., 2010; Freel & Harri-
son, 2000; Lefebvre et al., 2015; Najib & Kiminami, 2011; Silva & Leitdo, 2009; Tu et al., 2014). We-
ber and Heidenreich (2018) split cooperation into horizontal and vertical cooperation.

Table 4 presents the importance to establish a foundation in developing our model, as it provides the
direction of the existing studies concerning cooperation as an innovation capability predictor.

Table 4: Research Focus on Cooperation

NO AUTHOR DIMENSION

1 De Faria et al. (2010) (1) Cooperation with suppliers, (2) cooperation with clients or
customers, 3) cooperation with competitors, (4) cooperation with
consultants, (5) cooperation with commercial laboratory or R&D
firms, (6) cooperation with universities, (7) cooperation with
government research institutions.

2 Najib and Kiminami (2011) (1) Inter-firm cooperation; (2) cooperation with the government;
and (3) cooperation with research institutions.

3 Freel and Harrison (2006) (1) Cooperation with supplier, (2) cooperation with customer,
(3) cooperation with a competitor, (4) cooperation with a univer-
sity.

4 Lefebvre et al. (2015) Market base actors; (1) suppliers, (2) customers, (3) competitors,

(4) firms from other sectors. Science base actors: (1) universities
and public research institutes, (2) private research institutes.

5 Tu et al. (2014) (1) cooperation with suppliers, (2) cooperation with consumers
6 Weber and Heidenreich, (1) horizontal cooperation, (2) vertical cooperation, (3) institutional
(2018) cooperation.

To sum up, studies regarding cooperation as an innovation predictor can be classified into several cat-
egories. Some studies investigated the relationship between cooperation and innovation capability us-
ing a vertical approach, by analyzing the customers, suppliers, competitors, and other related factors.
Others investigated cooperation by implementing a horizontal approach by analyzing the lateral and
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internal cooperation processes. In this case, a lateral relationship is developed if a company coopet-
ates with one or more companies or with external parties to expand its operation On the other hand,
an internal relationship is established between business units, departments, and individuals within a
company.

It can be seen that the studies presented in Table 4 mostly focus on investigating the cooperation di-
mension using a vertical approach, such as its relationship with suppliers, clients, competitors, institu-
tions, and others. Studies that investigate the cooperation model using a lateral approach are still lim-
ited. Therefore, it can be considered as a literature gap. It is believed that good internal cooperation
could stimulate innovation in company. In practice, a company establishes cooperation with other
parties to achieve certain goals, such as market expansion, product development, technology applica-
tion, and others. Based on the observations discussed in the literature review, studies that investigate
the relationship between cooperation and the abovementioned dimensions are rarely seen. Therefore,
it can also be considered as a literature gap.

PROPOSED THEORETICAL MODEL

This literature investigation provides a research scope perspective by proposing a theoretical model
of knowledge management capabilities, cooperation, and innovation. In which, the model was devel-
oped by synchronizing findings from the literature review and describing the direction and focus of
the studies from 2010 to 2020 regarding knowledge management and cooperation, which are used as
operational variables to predict innovation ability. Furthermore, this study advances our argument
that knowledge management and cooperation practices can be considered as important internal and
external drivers to enhance innovation capabilities. Companies that carry out knowledge management
and cooperation internally and externally can have adequate innovative capability. All the proposed
relationships between knowledge management, cooperation, and innovation capabilities are depicted
in Figure 1. This model does not only show the relationships between variables but also the dimen-
sions, sub-dimensions and indicators of each of these variables.

Specifically, four propositions were formulated:

First Proposition: A company’s knowledge management can be developed through three perspec-
tive dimensions namely: process of knowledge, sources of knowledge, and trait of knowledge.

A theoretical model that was established based on synthesizing literature review has produced a
knowledge management dimension that was developed from three perspectives: process of
knowledge management, trait of knowledge management and sources of knowledge management.
The first dimension is based on a process approach where knowledge management is considered as
activities to generate knowledge into a firm, including knowledge sharing, knowledge donating,
knowledge collecting, and others (Akhavan & Hosseini, 2016; Aktharsha & Sengottuvel, 2016; Chang
et al., 2017; Hussein et al., 2016; Podrug et al., 2017; Rumanti et al., 2019; Ullah et al., 2017). The sec-
ond dimension is based on its nature, which is tacit and explicit (Nonaka & Takeuchi, 1995; Ganguly
et al., 2019; Rumanti et al., 2019). Furthermore, the third dimension based on its sources such as
knowledge that is obtained from customers and suppliers, which is customer knowledge and supplier
knowledge (Dzulfikar et al., 2018; Taghizadeh et al., 2018; Taherparvar et al., 2014). These consist of
knowledge from, about and for customer or supplier which are valuable resources for a firm. Cus-
tomer knowledge can be used to facilitate innovation capabilities such as facilitate the identification
of emerging market opportunities and improve customer value co-creation (Taghizadeh et al., 2018).
Furthermore, in term of supplier knowledge, shows that internal knowledge integration capabilities
for integrating innovative suppliers boost the impact of innovative suppliers on firms’ innovation ca-
pability (Bengtsson et al., 2013).
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Figure 1: The Theoretical Model of Innovation Capability
Second Proposition: A company’s innovation capability is determined by knowledge management.

This proposition is supported by several existing studies presented in Table 1 that explain the rela-
tionship between knowledge management and innovation capability. Those studies agree that
knowledge management can be implemented as an innovation capability predictor. In this case,
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resource-based view theory explains that human capital as a company’s resource has a part in improv-
ing a company’s competitiveness (Barney, 1991). The argument is also supported by knowledge-based
theory stated that knowledge is a company’s intellectual capital and it is crucial in ensuring a com-
pany’s sustainability in a long term. The new knowledge could provide a foundation for reinvention,
innovation, and competitiveness of an organization (Grant, 1996).

Third Proposition: A company’s cooperation can be developed through two-perspective dimen-
sions, namely: vertical cooperation and horizontal cooperation, which consist of sub-dimensions,
namely: internal cooperation, and lateral cooperation.

A theoretical model that was established based on synthesizing literature review has produced a co-
operation dimension that was developed from two perspectives: vertical cooperation dimension and
horizontal cooperation dimension. The vertical cooperation dimension model shows that the com-
pany can cooperate with customers, clients, suppliers and competitors. It is supported by studies
showing that cooperation with potential partners can boost a company’s innovation capabilities (De
Faria et al., 2010; Freel & Harrison, 2006; Moreira & Silva, 2014; Tu et al., 2014). Companies can get
feedback and ideas from customers, clients, suppliers and competitors to innovate. Furthermore, the
dimension model of horizontal cooperation consists of lateral cooperation and internal cooperation
sub dimensions. This dimension models shows that the company can cooperate with other parties
outside the company or empower internal cooperation within the company (Lefebvre et al., 2015;
Najib & Kiminami, 2011). Moreover, cooperation with other parties outside the company is primarily
aimed at obtaining or exchanging resources, knowledge and experience with outsiders. This can be
done by cooperating between similar companies, with research institutes or universities or with gov-
ernment institutions. Meanwhile, internal cooperation is to increase cooperation between work units
and departments within the company itself (Cravens, 1993; Hillebrand & Biemans, 2003).

Fourth Proposition: A company’s innovation capability is determined by cooperation.

This proposition is supported by several studies presented in Table 3 explaining the relationship be-
tween cooperation and innovation capability. Those studies agree that cooperation can be imple-
mented as an innovation capability predictor. The resource-based view theory explains that one of
the methods taken by company to acquire a resource that they do not possess is by conducting rela-
tional exchanges for specific resources or capabilities that can only be used jointly with other com-
pany resources through cooperation (Barney, 1991).

Fifth Proposition: A company’s innovation capability can be developed through four perspective
dimensions namely process innovation capability, outcome innovation capability, radical innovation
capability and incremental innovation capability.

This proposition is supported by several existing studies investigating how to measure innovation ca-
pability. Saunila (2020) shows that innovation capability can be measured through two approaches:
innovation as a process and innovation as an outcome. As a process, this dimension measures inno-
vation capability by paying attention to the processes and efforts made by a company in changing
ideas and knowledge to produce something new. Meanwhile, the innovation dimension as an out-
come sees the results achieved from the innovation process, such as product innovation, marketing
innovation, and process innovation. Through this approach of innovation capability dimension
model, we can find out to what extent the predictor knowledge management and cooperation varia-
bles play a role in driving the innovation capability and outcome processes achieved, and can further
answer the question of what types of innovation are dominant among process, production and mar-
keting innovation.

Another view shows that innovation capability can be measured by seeing how the innovation change
process occurs, whether radical or incremental. Radical innovation changes show the ability of a
company to produce significant innovations by changing existing products and services, while incre-
mental changes show the ability of a company to produce innovation by perfecting and
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strengthening existing products and services (Ettlie et al., 1984; Liu et al., 2018; Subramanian &
Youndt, 2005; Suroso & Azis, 2015). Through this approach of innovation capability dimension
model, we can find out to what extent the predictor variables of knowledge management and coop-
eration can encourage companies to produce incremental and radical innovations. This dimensional
model is also expected to be able to explain the question of whether the type of innovation is practi-
cally dominant resulting from either radical or incremental.

CONCLUSION AND FUTURE DIRECTION

This study proposes a research model by analyzing current relevant literature. The proposed theoreti-
cal model in this research was constructed by incorporating the aspects of knowledge management,
cooperation, and innovation capability. These aspects are considered important as the internal and
external drivers enhancing innovation capability. Furthermore, this study also exposes the dimensions
and sub-dimensions of each variable that was established after synthesizing the literature review.

The study contributes in two ways. First, in terms of theory implication, the results of this study en-
rich the studies in the field of knowledge management, cooperation and innovation capability. The
proposed theoretical model in this research is believed to be fundamental to address the need to have
a research model that can be used as guidance for further empirical efforts. Second, in terms of busi-
ness implication, this study contributes to provide recommendation for business practitioners inter-
ested in enhancing their innovation capability by utilizing cooperation and knowledge management in
making their company’s policies. Generally, this study presents understanding that knowledge man-
agement and cooperation are essential aspects in innovation capability.

Like any other research projects, this study also has some limitations. Methodology is one of the
limitations of this study, in terms of search engine ability since this study was only employing Google
Scholar during the investigation process. Therefore, different outcomes might be obtained if differ-
ent search engine used. Moreover, although the selected keywords might prevent different outcomes,
there is still a chance that other related articles were overlooked during the process. Although the in-
clusive and exclusive criteria had been developed as detailed as possible, there is also a chance that
some related articles were missing due to subjectivity. It should be noted that the theoretical model
proposed in this study needs to be validated in empirical investigations. In addition, further studies
may find problems and questions related to the relationship between knowledge management and
cooperation on innovation capability.

In the topic of knowledge management, most of the existing studies had regarded knowledge man-
agement as a predictor of innovation capability, focusing on its process, sources or by its nature. The
future studies should be conducted to investigate knowledge management using a transdisciplinary
approach to deepen our understanding of knowledge management and its relationship to innovation
capability. A company needs the ability to manage its complexity of tacit and explicit knowledge
management. The future studies are recommended to be focusing on the question research on how
the company should combine the development of tacit and explicit knowledge to enhance its innova-
tion capability. Furthermore, since previous research investigates the source of knowledge manage-
ment from customer and supplier perspective, hence, further study should consider the sources of
knowledge from other perspective such as market knowledge, competitor knowledge and others.

In the topic of the relationship between cooperation and innovation capability, many of the existing
researches investigate the topic based on the type of partner approach. Hence, further study should
consider exploring cooperation with other approaches, for example, how cooperation drives innova-
tion capability in market expansion, application of new technology, or development of new produc-
tion processes and other aspects. Therefore, future studies are expected to forecast the influence of
knowledge management and cooperation on innovation capability through radical and incremental
approaches.
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Lastly, future studies may also investigate the roles of knowledge management and cooperation in
companies with different business scales. It should be speculated that the characteristics of
knowledge management and co-operation will differ in small, medium, and large businesses. This can
be done by investigating the factors moderating the relationships between knowledge management,
cooperation, and innovation capability.
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