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ABSTRACT: The use of new innovations as tools to face competition is indeed considered effective enough to win the market. The absence 

of innovation will make consumers feel bored, leave the product, and we can be sure the business will sink amid the hustle and bustle of 

competition. This study analyzes the application of innovation strategy concepts in companies and SMEs. The approach in this study is 

scientific analysis of the literature and previous research on innovation strategies in SMEs. Based on the results of the study, the conceptual 

framework of the application of SME strategies was obtained, both dimensions, indicators and key to success and obstacles. The implication 

of this research is that there is an appropriate concept that can be used to develop research in the field of innovation strategy. 
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ABSTRAK: Penggunaan inovasi baru sebagai alat untuk menghadapi persaingan memang dianggap cukup efektif untuk memenangkan 

pasar. Tidak adanya inovasi akan membuat konsumen merasa bosan, meninggalkan produk, dan bisa dipastikan bisnis akan tenggelam di 

tengah hiruk pikuk persaingan. Studi ini menganalisis penerapan konsep strategi inovasi di perusahaan dan UKM. Pendekatan dalam 

penelitian ini adalah analisis ilmiah literatur dan penelitian sebelumnya tentang strategi inovasi di UKM. Berdasarkan hasil penelitian, 

kerangka kerja konseptual penerapan strategi SME diperoleh, baik dimensi, indikator dan kunci keberhasilan dan hambatan. Implikasi 

dari penelitian ini adalah bahwa ada konsep yang sesuai yang dapat digunakan untuk mengembangkan penelitian di bidang strategi inovasi. 

 

Kata Kunci : inovasi, strategi, UKM 

 

I. INTRODUCTION 

SMEs play a considerable role in the economy in 

the Asia Pacific region. Data from the Asian 

Development Bank (ADB) shows that SMEs 

contribute up to 62 percent of employment and 

constitute 96 percent of the total number of companies 

in 20 countries in the Asia Pacific region. In addition, 

the contribution of SMEs to exports in various 

countries in the Asia Pacific region is fairly high: 40 

percent in China and India, 26 percent in Thailand, 19 

percent in South Korea, and 16 percent in Indonesia. In 

developed countries like Japan, SMEs contribute 70 

percent of employment, 50 percent to GDP, and 

constitute 99 percent of the total number of companies 

in the country [1]. 

Previous studies have examined SME 

performance in terms of different aspects such as ICT 

use [2], intellectual capital approach [3], absorptive 

capability [4], distinctive capability [5], marketing 

strategy[6]–[8], electronic marketing[9]–[11], 

entrepreneurship [12], and entrepreneurial orientation 

[13]. 

SMEs business performance is largely determined 

by innovation because innovation enables SMEs to 

develop their businesses [14]. Innovation can also 

improve the competitiveness of SMEs [15];[16]. 

Financial performance, operating performance and 

company performance are also highly determined by 

and related to innovation [17]. 

Innovation strategy is an important issue to study 

because the innovation strategy is the key to successful 

SME performanc in various developing countries [18]. 

Innovation strategy is also worth studying due to  the 

application of high technology in SMES to improve 

business performance [19]. This study examines 

conceptual innovation strategies that can be applied to 

SMEs to improve their performance and 

competitiveness. 

 

 

 

II. LITERATURE REVIEW 

 

Innovation as an economic success introduces 

new ways or new combinations of old ways of 

transforming inputs into outputs (technology) to 
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produce a drastic change in the ratio between the 

perceived use value by consumers of the benefits of a 

product (goods and/or services) and the price set by 

producer [20]. Innovation is the process of turning 

opportunities into new ideas and putting them into 

practice.  There are four types of innovation: (1) 

product innovation, which refers to changes in goods 

or services, (2) process innovation, which refers to 

changes in how a product is created or delivered, (3) 

position innovation, which refers to changes in how a 

product is introduced, and (4) Paradigm innovation, 

which refers to changes in mental models that underlie 

organizational activities [21].  

Innovation as creation (discovery) focuses on 

using resources (manpower, time and fund) to create or 

develop new products, new services, new ways of 

doing things, and new ways of thinking [22].  

Innovation as a product, process, and organizational 

change does not always originate from new scientific 

discoveries, but it can be a result of combining existing 

technologies and then applying them to new contexts. 

[23], [24]. Innovation is a deliberate change in the 

framework in which practical innovations extend to the 

point when demand is fully met. Today, the concept of 

innovation is quite open, transcends organizational 

boundaries, exploits not only internal changes but also 

external changes. It is also suggested that innovation is 

the fundamental basis of the competitiveness and a 

source of progress and development. Companies and 

nations that continue to innovate will succeed in 

sustaining their economic sustainability [25]. 

The basic thinking of the general strategy of 

innovation is to create a new product life cycle and thus 

make old similar products obsolete [26]. Innovation is 

different from creativity. Creativity is new thoughts; 

on the contrary, innovation is doing something new or 

transforming new ideas into a business success [27]. 

Innovation is the process of realizing these new ideas 

in the form of product innovation, service innovation, 

process innovation, and management innovation [26]. 

Innovation can be distinguished from the capacity for 

new ideas, which is the ability of organizations to 

develop or use new products and processes [28]. 

Innovation combined with several factors of 

competition culture can create a large capacity for new 

ideas, resulting in excellent organizational 

performance [29]. 

 

 

 

III. METHODOLOGY 

The present study was conducted through a 

literature review. The literature included relevant 

books and scientific articles on innovation and 

innovation strategy. Facts and data were then analyzed 

using a descriptive approach. 

 

IV. RESULT AND DISCUSSION  
 

Innovation strategies affects company 

performance. Balance scorecard approach shows that 

marketing, financial, business process performance are 

determined by an innovation strategy [30].  It is also 

suggested that innovation strategies are linked to 

formal structures, technological capabilities, and 

innovation performance [31], [32]. 

An innovation strategy plays an important role in 

determining the innovation capability of a company 

[33]. It has also a positive impact on the company's 

financial performance [34]. Innovation is a key to 

competitive advantage that determines the economic 

success of every organization [35].  It has been proven 

that there is a positive relationship between 

competitive advantage and technological innovation. 

Innovation in one area always affects other areas [29].  

Innovation that systematically exploits changes is 

very effective. Innovation is a goal-directed search for 

changes that might offer for economic or social 

innovation [28]. When applied in SMEs, innovation 

strategy may be restricted by several factors as outlined 

in Table 1. 

 

Table. 1 Barriers to Innovation in SMEs 

 

Source: [23] 

 

Barriers to innovation in SMEs are generally linked to 

government policies, human resources, risks, 



Volume 2 No.2 2020 

 

117 
Copyright © 2020 BIEJ: Business Innovation & Entrepreneurship Journal 

e-ISSN : 2684-8945 

DOI : 10.35899/biej.v2i2.89 

weakness in predicting external environment, and 

limited financial capability. 

Innovation strategy plays an important part in 

improving SMEs [19]. Studies suggest that innovation 

strategy in SMEs is closely related to their capability 

to adopt technology [36]. Dynamic conditions may 

enable SMEs make innovation to achieve the expected 

business performance [37].  

Innovation strategy is related to the company's strategy 

response in adopting innovation. Previous studies have 

shown that there are many types of innovation strategy 

such as offensive innovation strategy, defensive 

innovation strategy, imitative innovation strategy, 

dependent innovation strategy, traditional innovation 

strategy, and opportunist innovation strategy [23], [38] 

(Freeman, 1978 in Hadjimanolis & Dickson, 2000). 

This typology is based on the speed and time of entry 

of a company into the new technology area. Urban and 

Hauser (1980) in Hadjimonalis and Dickson (2000) 

distinguishes innovation strategy into proactive 

strategy and reactive strategy. The first is where a 

company projects and anticipates environmental 

changes. This strategy is usually employed by first 

mover companies. This strategy allows companies to 

build market share and reputation, but it requires high 

development costs and has the risk of investment in 

technology or faulty design. Reactive strategy is a 

strategy in which companies only react to consumer 

demand and competitors’ activities[14]. 

 

Figure 1 Fredickson’s (2005) Model of Innovation 

Strategies 

Source: [39] 

Based on Fredickson’s (2005) model, the appropriate 

innovation strategies to applied in SMEs are offensive, 

defensive, imitation (Jakubavicius, 2008), 

technological process, organizational process, and 

process innovation (Edquist Hommen and McKelvey, 

2001).  

 

V. CONCLUSIONS 

The appropriate innovation strategies in SMEs are 

offensive, defensive, and imitation considering their  

internal and external factors including technology, 

process, and product. It is necessary for SMEs to be 

able to project and anticipate environmental changes. 
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