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Abstract:

Based on investigations of 112 Chinese firms and studies on foreign leading corporations, a theo-

retical framework of dynamic capabilities-based strategy innovation (SD is put forward. Several large firms in
China winning through SI were studied empirically. This paper complements previous publications on the theo-
ries of innovation and strategy. This work’s findings will be useful for managers interested in our approachs
which highlights the importance of SI and focuses on and points out the major pitfalls in the innovation process-
es. Implementing the dynamic capabilities-based strategy innovation can eflectively cultivate and develop core
competences of corporations. It is concluded that implementing SI is the only path for Chinese enterprise
growth in the intensified competition in the knowledge economy.
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INTRODUCTION

Since the early 60’ s, more and more atten-
tion have been paid by researchers to theories of
strategic management (Ansoff, 1965; Hamel et
al.» 1994; Heene et al.,» 1997; Kare-Silver,
1997; Prahalad et al., 1990; Teece et al.,
1994; Teece et al.» 1997), and the business
world has come to regard innovation as a major
source of competitive advantage. The literature
on innovation and innovation success is volumi-
nous and covers numerous perspectives, levels of
analysis, and objectives (Chen et al. » 2000; Pa-
tel et al. » 1997; Utterback et al. » 19765 Xu et
al.» 1999; Xu et al.» 2000). This paper aims
to further deepen understanding and provide a
theoretical framework of the dynamic capabili-
ties-based strategy innovation (SID. Several large
Chinese firms winning through SI in China were
studied empirically. The following several obser-
vations underlie the motivations for this study.

First, most Chinese firms are characterized
by low strategic management capability and by
technological innovation, organizational, manu-
facturing and marketing competence. The most
general lesson to be learned from the successful
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cases including domestic enterprises and foreign
ones is that implementing the dynamic capabili-
ties-based strategy innovation is the only path for
enterprises’ growth in the intensified competi-
tion. Second there is scarcity of literature on the
theory of SI and of empirical study of the relation
between Sl and the growth of firms. Third, in
today” s competitive, fast-changing and uncertain
environment caused by the accelerated rate of
technological change and drastic competitiveness
in the global marketplace, enterprises have to ex-
plicitly articulate strategies to induce innovative
activities. In the knowledge economy, effective
corporate innovation necessarily requires SI.

A THEORETICAL FRAMEWORK OF DY-
NAMIC CAPABILITIES-BASED SI

A resource-based strategic management ap-
proach was used to examine the resources and ca-
pabilities of corporations that enable them to en-
joy a sustainable competitive advantage (Peteraf,
1993; Prahalad et al., 1990 ). Kare-Silver
(1997) stated that corporate strategies should be
customer-oriented, and that technological inno-
vation strategy should be based on core techno-
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logical competence. Practitioners and theorists all
over the country have increasingly paid attention
to competence-based competitive paradigm after
the issue of core competence was put forward
(Hamel et al.» 1994; Heene et al.» 1997).
Teece, Pisano and Shuen advanced a newly
strategy method a dynamic capabilities-based
method (Teece et al., 1994; Teece et al.
1997). Xu (1999; 2000) systematically present
portfolio innovation paradigm. These theories
examined dynamic capabilitiess core competence,
sustainable competitive advantage, and techno-
logical innovation strategy in different perspec-
but they did not grasp the theoretical
framework of SI namely, the dynamic and sys-

tives;

tematical integration of strategy and innovation.
As far as Chinese enterprises are concerned> most
of them lack strategic vision, organizational
learning, and do not align innovation with strat-
egy; do not effectively balance performance and
growth, corporate strategy and SBU strategy,
and long-term and short-term objectives. Thus
most of them have poor sustainable competitive
advantage and low technological innovation capa-
bilities. In short> Chinese enterprises separate
strategy from innovation in the innovation pro-
cess. Based on the above theories and work cou-
pled with Chinese enterprises’ practical situa-
tion> the theoretical framework of dynamic capa-
bilities-based SI is put forward (Fig. 1).

5 Core < Corporate
i Business Strategies
i wm < Environmental Factors
3 portfolio m;ial
innovation Econemic
Technological
; SI balance ~g SI vision Competitive
B S S Customer
« Performance A < Organizational Factors
: ve growth SI Desired Corporate resources
i e Corporation N Futme N Corporate competences
i SI. vs. SBU SI planning Position Corporate capabilities
i + Long-term vs.
_ Short-term T
Driving forees Goals of SI:"3C w

o Existing and expected
customer needs

+ Changing competitive

i rules

s Murket opportunities

% Core value: Maximizing organizational international growth and profitability
» Core competences: Building & leveraging
% Customer satisfaction customer loyalty: delighting consawers &customers

1 3 ta.

petitive

E_u

—

Competitive strategies Product ianovation sﬁmegi:‘ Technological innovation strategies
T o Productarchitccture || e Techuology leadership

e Overall c?st leadership _A « Product pistform _h » [mitation innovation

e Differentiation o Architectorsl innovation o Collsborative innovation

o Facm & slobalicats 7« NPDstrategy T+ Outsoreing inuovation
. [ ] N
; ety ¢'[tchnnlogiulm pln:llgm &
i e Product technology roadmap technological trajectories
{ Competitive landscape < Innovation cycle

i

Organizational learning

Fig. 1

The theoretical framework of dynamic capabilities-based SI
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This framework indicates that SI vision is the
engine that drives Chinese enterprises, and that
core competence-based portfolio innovation and
core competence-based strategy should be inte-
grated systematically in SI planning. SI is em-
bodied in competitive,> product, and technologi-
cal innovation strategies. Chinese enterprises
should rapidly formulate and implement product
and technological innovation strategies, as their
future depends on maintaining a continuous flow
of profitable new products in order to expand and
update the exiting product base, and to cultivate
and sustain strong technological innovation capa-
bilities. Goals of SI are maximizing organization-
al international growth and profitability in core
value aspect,> building and leveraging sustainable
competitive advantage through wise use of core
competenciess and enhancing customer and con-
sumer satisfaction and loyalty. These goals can
be briefly summarized as the*3Cs”.

Effective Sl requires integrating core compe-
tence-based portfolio innovation ( Xu et al.»
1999 ) with core competence-based strategy.
Core technological capabilities are cultivated and
leveraged dynamically by implementing S,
which requires perpetual learning. For successful
implementation SI, firms must absorb knowledge
from both inside and outside the organization. If
Chinese firms must organize the Sl into a contin-
uous learning process, they may develop effective
learning strategies for leveraging technological
absorption and technological innovation capabili-
ties by intra-organizational and inter-organiza-
tional learning.

EMPIRICAL STUDIES: GROWTH TRA-
JECTORIES OF SUCCESSFUL SI FIRMS
IN CHINA

The case studies examine the SI in two
firms. Two trajectories of Sl are analyzed in de-
tail. They are as follows: (1) International-
ization Strategy, Leading Research Strategy,
and Integration Strategy Based on International-
ization of High Quality and High S&T to build
and leverage sustainable competitive advantage.
The preconditions are that the firm should have
relatively strong R&IDD competences, strategic
management competence and domestic and inter-
national marketplace. A typical case is HA. (2D

Cutsourcing Innovation Strategy to build and
heighten core competence through R&D collabo-
ration. The preconditions are that the firm
should have good relationship and cooperation
experience with partners, and should have a
strong organizational learning capability. A typi-
cal case is KPG.

Case Study A

HA’ s SI: Internationalization Strategy>
Leading Research Strategy; and Integration
Strategy Based on Internationalization of High
Quality and High S&T to Build and Leverage
Sustainable Competitive Advantage.

Since HA s foundation, HA has formulated
the guidelines of “ three one-third” strategies,
which mean that one-third of its products are
manufactured and sold in China, one-third are
manufactured in China for export, and the other
one-third are manufactured and sold overseas.
Obviously, it is an internationalization goal for
HA. Directed by the brand name strategy and
based on the internationalization of quality and
R&D, HA has been rapidly growing in scale and
performance in the past years, and has become
the leading enterprise in the household electronic
and electrical appliances industry in China. HA’
s Sl is characterized by several aspects as follows.

1. Market-oriented strategy: a fundamental
philosophy of HA”s SI

Market-oriented strategy is the fundamental
philosophy of HA” s SI. HA has now entered
several key technology fields, is developing many
leading researches focused on CFC substitution,
energy saving, muting, digitalization, informa-
tion> engineering and macromolecule material
technology; and has accumulated strong techno-
logical competences. Some technologies such as
frequency conversion technology, energy-saving
technologys, and environmental protection lead
the pack internationally.

2. Internationalization strategy, leading re-
search strategy, and integration strategy: three
key elements of HA s SI

Internationalization of quality and S&T is
HA’ s trend of development. At presents HA
has established an international network of S&T
including 48 joint developing centers and an in-
ternational information network including 11 in-
formation subsidiary centers spreading all over
the world. HA can implement 11 kinds of inter-
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national authentication systems covering 48
countries.

Leading research strategy has always been
the main strategy for building sustainable com-
petitive advantage during the past 16 years. In
1997, HA entered the black household electron-
ics area with digital technology. In 1998, HA
invented the first full digital and full media color
TV in China, which captured the leading posi-
tion of technology rapidly. In the same year» HA
invested 0. 5 billion yuan in establishing the
“central research institute of HA” including 11
leading technology institutes and 12 correlated
laboratories. More specially, it has more than 10
product authentication means that are the most
advanced in the world.

Integration strategy is the base for innovative
advantage. The innovative advantage of HA is
formulated by integrating the advantage of tech-
nology, strategy, market and so on. HA, for
example, has been paying much attention to the
function and role of integration during the incre-
mental expansion of scale.

Performance deriving from SI is vast. HA s
technological innovation capabilities are leveraged
significantly. In 1998, HA developed 262 new
products and new technologies and applied for
and was granted 538 patents, averaging 1 new
product and 2 parents in one working day. Sales
income from new products reached 12.02 billion
yuan and profit reached 0. 75 billion yuan; 12
new leading technologies were developed and
adopted. In the first two seasons of 1999, HA
has achieved sales income of 13 billion yuan. HA
has developed a large number of distinctive prod-
uct series. Every series has its own innovative
characteristic.

HA has built sustainable competitive advan-
tage at home and abroad. Its share in the domes-
tic market of electric refrigerator, refrigerated
locker and washing machine was 29. 7%, 32.
8%, 25.2% and 34.4% respectively in July of
1997. In the international market, its products
of 18 series and 300 varieties have obtained ap-
proval in 19 kinds of international authentication
systems covering 48 countries including UL~ GS~
CSA. This establishes strong foundations for ex-
porting the products, so that HA has been able
to export its products to 87 countries and regions
all over the world.

3. HA’ s SI planning: future developing

planning of quality and S&T

HA has a strong dream that it would be-
come one of the top 500 corporations in the
world before 2015; and will constantly stick to
and perfect the unitary developing strategy of in-
ternationalizing quality and S&T. HA will in-
crease much more R&D investment in order to
form a technological innovation system and an
R&D network focusing on important projects.
Case study B

KPG’ s SI: QOutsourcing innovation strategy
to build and heighten core competence.

KPG has made great progress in recent
years. From 1978 to 1998, sales of KPG in-
creased by 12 times, net profits by 14 times.
KPG has successfully developed one kind of first-
class new medicine named Artemetheri> which is
very effective for treating malaria. KPG’s com-
petence in Artemetheri was developed through
technological collaboration ( see the following
stages).

Stage 1: Invention. The invention of
Artemetheri was due to the collaboration between
KPG and Shanghai Medicine Graduate School
(SMGS) of the Chinese Academy of Science in
1979. SMGS has advantages for analysis of
chemical and the theory of medicine and toxin,
which is just what KPG are not good at.

Stage 2: Manufacturing. When it comes to
the stage of manufacturing, how to improve the
harvest rate of Artemetheri and to control its
quality are the main problems. KPG is good at
these and successfully improved the rate of har-
vest from 30% to 60% through Quality Risk
Analysis. KPG did all the work in applying for
first-class new medicine classification for
Artemetheri and approval for manufacturing vali-
dation it in 1987.

Stage 3: Forming series. The stage of form-
ing series of Artemetheri is also the co-innovation
between KPG and several universities and a-
cademies, including SMGS; Chinese Verminosis
Graduate School (CVGS) and Yunnan Medical
College (YMO). Artemetheri is only a successful
example of KPG’ s productions. All in all, KPG
was involved in collaborated innovation in three
patterns: (1) Collaborated R&D with big na-
tionwide research units. (2) Collaborated inno-
vation through R&D base building. (3) Inter-
national collaboration through joint venture and
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technological acquisition. KPG’ s enhancement of
technological competence is shown in Fig. 2.
Therefore, KPG has achieved its competitive ad-

vantage based on its competence; which was
built through collaboration in R&D and innova-
tion (Fig. 3).
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SI and focuses on and points out the major pit-
CONCLUSIONS:  SOME THEORETICAL falls in the innovation processes. Implementing

AND POLICY IMPLICATION

In this paper, a theoretical framework of the
dynamic capabilities-based strategy innovation
presents. Several large firms winning through SI
in China were studied empirically. This work’ s
findings will be useful for managers interested in
our approach, which highlights the importance of

dynamic capabilities-based strategy innovation
can effectively cultivate and develop core compe-
tences of corporations. It is concluded that im-
plementing SI is the only path for Chinese enter-
prise growth in the intensified competition in the
knowledge economy. Some theoretical and policy
implications are as follows: (1) Tomorrow " s
victories will go to the masters of SI, but true in-
novation is complex and tumultuous - full of



320

LIU Jingjiang: CHEN Jin et al.

spurtss frustrations and sudden insights. The
strategy innovation process is always filled with
chaos, but it can be put intoc the somewhat-or-
derly-chacs position by formulating and imple-
menting SI. The SI might accelerate technologi-
cal innovation process: but formulation and im-
plementation of SI need a long period of time in
Chinese firms. (2) In order to gain sustainable
competitive advantage in the ever-fasting market
change, it is essential for top management to
takke dynamic capabilities-based SI into considera-
tion. Without the strategic thinking in mind, it
is hardly possible for firms to catch up the wave
of change in both technological environment and
market economy situation. (3) The technologi-
cal innovation capabilities as well as core compe-
tence can be cultivated and leveraged by imple-
menting SI. In the knowledge economy, the
technology-intensive firms should implement SI
in order to leverage and develop sustainable com-
petitiveness.
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