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Chapter 2 Literature Review 

      Chapter 2 follows research motivation and purpose mentioned in Chapter 1 

and discusses background knowledge, terminologies and definitions through literature 

review. Section 2.1 firstly clarifies the difference between disruptive innovation and 

other types of innovation and Section 2.2 summarizes a working definition for 

disruptive innovation and measurement instrument of company's disruptiveness, and 

then, this research develops hypotheses of factors of company's disruptiveness. 

Section 2.3 develops hypotheses to verify how firm size and company's disruptiveness 

influence firm performance as well as compares performance measurement 

instruments of previous review and summarizes a new measurement. Section 2.4 then 

explains the overall research structure. 

 
2.1 Types of Innovation 

 

Before discussing how to measure company's disruptiveness and how disruptive 

innovation impacts firm performance, Section 2.1 attempts to clarify the 

terminological redundancy or overlap among disruptive innovation and other types of 

innovation. This effort is trying to avoid the mistake of redefining or reiterating 

findings from previous studies due to different labeling of innovations (Garcia and 

Calantone, 2002).  
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2.1.1 Definition of Innovation 
 

Before beginning to identify innovation types, it is first necessary to define 

innovation or technological change. There are many different kinds of definition of 

innovation in various research domains. Christensen (1992) defines innovation as “a 

change in one or more of such inputs, processes, techniques, or methodologies that 

improves the measured levels of performance of a product or process (Christensen, 

1992, p.336) based on the work of Sahal (1981). This definition considers the object 

of innovation as a system which includes both product and process phases. 

Furthermore, this definition focuses on the performance difference as a critical pattern 

of innovation. Some scholars define technology with system concept (Betz, 2003). 

According to Betz’s definition, technology is “knowledge of how to manipulate nature 

for human purposes” which includes (1) natural phenomena, (2) manipulation of 

natural states, and (3) a schematic logic of human purpose (Betz, 2003, p. 67). Betz 

also regards technological change as the changes of “(1) extending the logic 

schematic, (2) alternative physical morphologies for a given schematic, and (3) 

improvement of performance of a given morphology for a given schematic by 

improving parts of the system” (Betz, 2003, p.71).  

      Garcia and Calantone (2002) follows the definition of innovation of the 1991 

OECD study：“Innovation is an iterative process initiated by the perception of a new 
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market and/or new service opportunity for a technology based invention which leads 

to development, production, and marketing tasks striving for the commercial success 

of the invention.” Garcia and Calantone (2002) then points out two distinctions of 

innovation: “(1) innovation process comprises the technological development of an 

invention combined with the market introduction of that invention to end-users 

through adoption and diffusion, and (2) the innovation process is iterative in nature 

and thus, automatically includes the first introduction of a new innovation and the 

reintroduction of an improved innovation” (Garcia and Calantone, 2002, p. 112).  

      This research takes OECD study’s definition of innovation in 1991 along with 

Garcia and Calantone’s (2002) definition since this definition covers systematic point 

of view of innovation and also considers market introduction phase and the nature of 

iterative of innovation. 

 

2.1.2 Types of Innovation： 

 

Section 2.1.2 tries to clarify types of innovation through literature review in 

order to provide a more clear position for disruptive innovation. 

Technological change or “Innovation” can be classified with the “newness” of 

the innovation. Highly innovative products are seen as high degree of newness and 

low innovative products are in another extreme of the spectrum (Garcia and Calantone; 
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2002). Marquis (1960) classifies innovation into radical and incremental innovation 

with the different scale of economic or customer application impact. Heany (1983) 

proposes the concept of “the spectrum of product innovation” which describes scales 

of innovation with five indicators and classifies innovation into six different types. 

The indicators are: (1) Is the market for product established？ (2) Is the business 

already serving market? (3)Do customers know functions and features? (4) Is the 

design effort on product? (5) Is the design effort on process? The six types of 

innovations are (1) style change (2)product improvement (3) product-line extension (4) 

new product (5) start-up business (6) major innovation. The definitions of each scale 

are shown in Table 2.1： 
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Table 2.1 The spectrum of product innovation 

Is the Market  
For  
Product  
Established？ 

Is the 
business 
already 
serving 
market？ 
 

Do 
customers 
know 
functions 
and 
features？
 

Is the 
major 
design 
effort on 
product 
side？ 
 

Is the 
major 
design 
effort on 
process 
side？ 

The 
technological 
change scales 
is  

Yes Yes Yes Minor Nil Style change 

Yes Yes Yes Significant Minor 
Product 
Improvement

Yes Yes Yes Minor Minor 
Product-line 
extension 

Yes Yes Yes Major Major New product 

Yes No Yes Major Major 
Start-up 
business 

No No No Major Major 
Major 
innovation 

Source：Heany, 1983, p.4 

Betz (1991) further distinguishes radical innovation defined by Marquis (1960) 

into (1) radical innovation (2) next-generation innovation with the concept of 

technology system and classifies innovation into three types： 

(1) Incremental innovation: a change in an existing technology system that does not 

alter functionality but improves performance, features, safety, or quality 

incrementally or lowers cost.  

(2) Next-generation technology innovation: a change in an existing technology 

system that does not alter functionality but changes or improves, performance, 
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features, safety or quality dramatically or lowers cost and opens up new 

applications.  

(3) Radical innovation: a basic technological innovation that provides a new 

functionality (Betz, 1991). 

      Christensen (2003) proposes another type of innovation, disruptive  

innovation, and classifies innovation into two types:  

(1) Sustaining Innovation: “A sustaining innovation targets demanding, high-end  

customers with better performance than what was previously available. Some 

sustaining innovations are the incremental year-by-year improvements that all   

good companies grind out. Other sustaining innovations are breakthrough, 

leapfrog-beyond-the-competition products (Christensen, 2003, p.34 ).”  

(2) Disruptive Innovation: “Disruptive innovations in contrast don’t attempt to bring  

better products to established customers in existing markets. Rather, they disrupt  

and redefine the trajectory by introducing products and services not as good as  

current available products. Disruptive technologies offer other benefits─typically,  

they are simpler, more convenient, and less expensive products that appeal to new  

or less-demanding customers (Christensen, 2003, p.34)”.  

      Garcia and Calantone (2002) summarize twenty seven previous studies about  

definitions of innovation typology and come out three determinants of innovation 
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typology:  

(1) Macro/Micro perspective: Macro level perspective refers to the world, market or 

industrial level when micro level perspective refers to the firm or customer level. 

(2) Marketing discontinuous: Innovation in marketing side means product innovation 

require new marketplaces to evolve or new marketing skill. 

(3) Technological discontinuous: Innovation in technology side means product 

innovations require a paradigm shift in the state of science or technology 

embedded in a product.  

With above three determinants, innovation is classified into three major types: 

(1) “Incremental innovation” which causes only micro level and happens only on 

marketing or technological side. 

(2) “Really new innovation” which refers to those between incremental and radical 

innovation. 

(3) “Radical innovation” which causes both macro and micro discontinuous on both 

technological and marketing side. 

This research summarizes definitions of innovation typologies in Table 2. 2 
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Table 2.2 Definitions of Innovation Typology 

 
Scholar Year Measurement 

Betz 1991 
 
 

1. Incremental 
2. Next-generation 
3. Radical 

 
Christensen 
 
 
 
Garcia and Calantone 
 
 
 
Heany 
 
 
 
 
 
 
Marquis 
 
 
Tidd, Bessant and Pavitt 

 
1997, 2003 
 
 
 
2002 
 
 
 
1983 
 
 
 
 
 
 
1960 
 
 
2003 

 
1. Sustaining 
2. Low-end disruption 
3. New market disruption 
 
1. Incremental 
2. Really new 
3. Radical 
 
1. Style change 
2. Product-line extension 
3. Product improvement 
4. New product  
5. Start-up business 
6. Major innovation 
 
1. Incremental  
2. Radical 
 
1. Incremental 
2. Radical 
3. Transformation 

Source：This study. 

      This research summaries above definitions and attempts to define scales of 

innovation into three types: 

(1) Radical Innovation: Macro discontinuous on both technology and marketing, but 

exclusive those targeting during low-end market on product launch period. 
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(2) Sustaining Innovation: Including incremental and next-generation or really new 

innovation. 

(3) Disruptive Innovation: Macro discontinuous on marketing and technology first 

targeting on low-end market during product launch period. 

Although there are still some overlap between disruptive innovation definition 

and radical innovation definition in some previous classification schemas (Betz, 1991; 

Garcia and Calantone, 2002; Marquis, 1960), this research still keeps disruptive 

innovation as an isolate category to clearly identify the research scope. Moreover, the 

definition of radical innovation in this classification does not including disruptive 

innovation for the same reason.  

Section 2.2.1 provides further discussion about the difference between disruptive 

innovation and radical innovation 

 
2.2 Factors of Company’s Disruptiveness 
 

Section 2.2 first discusses the characters of disruptive innovation, compares 

definitions of disruptive innovation among previous academicians, and then develops 

a measurement scale for disruptive innovation. At the end of Section 2.2, I further 

develop hypotheses to verify factors of company's disruptiveness. 

 
2.2.1 Definition of Disruptive Innovation and Company’s Disruptiveness 

Christensen (1997) studies the disk drive industry and explains his perspective 
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of why successful company fails and triggers the research stream in the field of 

disruptive innovation. This research first explains disruptive innovation presented by 

Christensen (1997), and then compares other previous disruptive innovation studies. 

At the end of Section 2.2.1, this research summarizes definitions of disruptive 

innovation, concludes a working definition, and develops a measurement scale for 

company's disruptiveness. 

Figure 2.1 and 2.2 present two types of disruptive innovations. Figure 2.1 

shows first kind of disruptive innovations, “low-end disruptive innovation”. The 

vertical axis represents performance of both disruptive and sustaining technology. The 

horizontal axis represents time. There are three critical elements in this figure (1) 

Sustaining Innovation trajectory (the light line) (2) Disruptive Innovation trajectory 

(thicker line) and (3) Performance that customers can utilize or absorb (dotted line) 

The dotted line represents technology performance good enough to satisfy 

customers’ needs. In reality, there will be many different trajectories representing 

different segments of customers. However, in order to simplify this figure, I use one 

trajectory to represents all kinds of customers’ needs.  
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Figure 2.1 Low-end Disruptive Innovation Model  

 

“In every market there is a distinctly different trajectory of improvement that 

innovating companies provide as they introduce new and improved products. This 

pace of technological progress almost always out strips the ability of customers in any 

given tier of the market to use it, as the more steeply sloping solid line suggested.” 

(Christensen, 2003, p.33) When the sustaining innovation trajectory crosses the dotted 

line (Point A), the incumbent technology performance exceeds mainstream customers’ 

needs. At this point, the incumbent company may not notice the threat because 

disruptive technology is not mature enough to satisfy mainstream customers’ needs. 

However, as time goes by, the disruptive technologies improve with sustaining 

innovation. Once it exceeds mainstream customers’ needs (Point B), it replaces the 

incumbent technology.  
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Source：Christensen, Innovator’s Dilemma, 1997, p. xix) 
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end of the market  
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Figure 2.2 shows the second kind of disruptive innovations, new-market 

disruptive innovation. The new technology simplifies the feature or increases some 

convenience attributes and then lowers the product cost. Thus, non-consumers, who 

lack money or skill to buy or use the product, now become consumers (Christensen, 

2003).   

Figure 2.2 The Third Dimension of Disruptive Innovation Model 

 

Based on the discussion in Section 2.1, this research classifies innovation into 

three types, radical innovation, disruptive innovation and sustaining innovation 

(including next-generation/really new innovation and incremental innovation). Here, 

this research further clarifies the difference between radical innovation and disruptive 

innovation based on Govindarajan and Kopalle’s comparison (2006). Disruptive 
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innovation is different from radical innovation for three reasons: 

(1) They are different in customer segmentation. Radical innovation has usually been 

accepted by opinion leaders of mainstream customers at introduction period 

whereas disruptive innovation is accepted by low-end customers or 

non-customers.  

(2) The price sensitive of their customers is different. Radical innovation has usually 

been accepted by low price sensitive customers whereas disruptive innovation has 

usually been accepted by high price sensitive customers.  

(3) Radical innovation does not result in dilemma to the organization but dilemma is 

essential for disruptive innovation (Christensen, 1997; Govindarajan and Kopalle, 

2006). 

      Govindarajan and Kopalle (2006) also summarize characters of disruptive 

innovation from previous studies (Abernathy and Clark, 1985; Adner, 2002; Charitou 

and Markides, 2003; Christensen, 1997; Christensen and Bower, 1996; Christensen 

and Raynor, 2003; Gilbert, 2003) and state that disruptive innovation is a continuous 

variable and described as follows: “a disruptive innovation introduces a different set 

of features and performance attributes relative to the existing products and is offered 

at a lower price, a combination that is unattractive to mainstream customers at the 

time of product introduction due to inferior performance on the attributes that 
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mainstream customers value. However, a new customer segment (or the more 

price-sensitive mainstream market) sees value in the innovation’s new attributes and 

lower price. Over time, subsequent developments raise the new product’s attributes to 

a level that is sufficient to satisfy mainstream customers, thus potentially attracting 

more of the mainstream market” (Govindarajan and Kopalle, 2006, p.p.190-191). 

      This research thus develops six indicators for measuring a company's 

disruptiveness based on Govindarajan and Kopalle’s (2006) definition of disruptive 

innovation. 

(1) The price of product designed by disruptive technology is lower than product 

designed by incumbent technology. 

(2) The product performance of product designed by disruptive technology is lower 

than product designed by incumbent technology. 

(3) The product feature or function of product designed by disruptive technology is 

simpler than product by incumbent technology. 

(4) Target market targets on those late adopters of product. 

(5)Products are accepted by lower-end customers or non-customers of the original 

market. 

(6)Products designed by disruptive innovation have been accepted by mainstream 

customers after sustaining innovation improved the performance. 
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2.2.2  Industrial Sustaining Innovation Rate and Company's Disruptiveness 

2.2.2.1 Measuring Industrial Sustaining Innovation Rate 

Section 2.1.2 discusses typologies of innovation summarized from previous 

studies (Betz, 1991; Christensen, 1997; Garcia and Calantone, 2002; Heany, 1983; 

Marquis, 1960; Tidd, Bessant and Pavitt, 1997). Among these types, Heany (1983) 

provides most detailed working definition of each scale of innovation. However, 

Heany’s definition does not cover disruptive innovation. It covers and classifies 

sustaining innovation into five innovation scales (Christensen, 1997; Heany, 1983). 

Thus, this research measures sustaining innovation with Heany’s five degrees of 

innovation which are including: (1) style change, (2) product-line extension, (3) 

product improvement and (4) new product (5) new company (Heany, 1983). Detailed 

measurement questions will be discussed in Chapter 3. 

2.2.2.2 Industrial Sustaining Innovation Rate and Company's Disruptiveness 

This research then will measure industrial and company sustaining innovation 

rate with the five scales mentioned by Heany’s (1983) and the industrial sustaining 

innovation rate represents as the slop of each trajectory. 

As Figure 2.1, 2.2 show, there are two trajectories of innovation in terms of 

disruptive innovation trajectory and sustaining innovation trajectory. Disruptive 

innovation targets on low-end market or new-market as discussed in Section 2.2.1 and 
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the sustaining innovation targets on higher margin mainstream market where 

customers request better performance and are willing to pay more.  

In good companies, a companies’ freedom of resource allocation is limited and 

difficult to satisfy the needs of those external entities outside the firm, such as 

customers and investors (Christensen, 1997; Jeffrey, 1978). Thus, limited resources 

are allocated to support those proposals of higher-performance products because these 

products can generate higher profits and create more value to shareholders 

(Christensen, 1997). When the industrial sustaining innovation rate is higher, 

incumbent companies have to fasten their sustaining innovation rate to survive in the 

market. At the same time, as resources allocated to sustaining innovation, there will be 

less resources left for disruptive innovation, which in turn, decreases an incumbent 

company's disruptiveness. This research explains this phenomenon in Figure 2.3. 

When industrial sustaining innovation rate become faster (changes from ISIR1 to 

ISIR2), the company sustaining innovation rate of incumbent company becomes 

faster as well (changes from CSIR1 to CSIR2) 

Hypothesis 1: Industrial sustaining innovation rate is negatively associated with  

company’s disruptiveness 
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Figure 2.3 Industrial sustaining innovation rate and company sustaining 

innovation rate 

 

 

2.2.3 The Accuracy of Company Investment Decision on NPD project and 

Company's Disruptiveness 

Scholars argues that most managers in incumbent companies learn about 

innovation in sustaining technology context and then results in mental imprinting that 

prevented effective understanding of new markets (Christensen, 1997; Kim, 1986). 

“In this environment, a planned, researched approach to evaluating, developing and 

marketing innovative products is not only possible, it is critical to success 

(Christensen, 1997, p. 165).” Starbuck (1988) also states that routines and existing 

ISIR 1：Industrial sustaining innovation rate 1 

ISIR 2：Industrial sustaining innovation rate 2 

CISIR 1：Company 1 sustaining innovation rate 

CISIR 2：Company 2 sustaining innovation rate 

Source：This study. 
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mechanical calculator systems within an organization keeps managers from 

perceiving the potential size of new niche markets. 

This means high accuracy of company investment decision on NPD project is 

an advantage for company competing in sustaining innovation marketplace. It will 

help a company conducts sustaining innovation better than competitors. However, 

how does the accuracy of company investment decision on NPD project influence 

incumbent company’s sustaining innovation rate? Is it a direct factor, mediator or 

moderator? This research suggests to see the accuracy of company investment 

decision on NPD project as a moderator of the relationship between industrial 

sustaining innovation rate and a company's disruptiveness. 

The accuracy of company investment decision on NPD project does not 

influence a company's disruptiveness all the time. It works when there is investment 

decision regarding NPD project. Thus, the more NPD, the higher possibility that 

company's sustaining innovation rate influenced by the accuracy of company 

investment decision on NPD project. For example, two companies have the same 

level of the accuracy of company investment decision on NPD projects (which also 

means they are both good in sustaining innovation decision making). However, 

Company 1 launches new products six times a year due to try to survive in higher 

industrial sustaining innovation rate. Company 2 only launches new products twice a 
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year due to lower industrial sustaining innovation rate. Eventually, the accuracy of 

company investment decision on NPD project influences Company 1 three times 

more than to Company 2. At the end, industrial 1 sustaining innovation rate influences 

company 1's disruptiveness more than industrial sustaining innovation rate 2 

influences company 2’s disruptiveness. Therefore, the accuracy of company 

investment decision on NPD project is a moderator of the relation between industrial 

sustaining innovation rate and a company's disruptiveness.   

As Figure 2.4 shows, when the accuracy of company investment decision on 

NPD project raises in same level in both Company 1 and Company 2, the slope 

changes of line CSIR 1 and line CSIR 2 are not the same. The slope of CSIR 1 

changes more than CSIR 2. (TT’ is bigger than OO’). 
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Figure 2.4 The accuracy of company investment decision on NPD project 

 

  Since the accuracy of company investment decision on NPD project influences 

company's disruptiveness more when industrial sustaining innovation rate is higher  

Hypothesis 2: Industrial sustaining innovation rate is more negatively associated 

with company disruptiveness as the company has the higher level of the accuracy of  

company investment decision on NPD project. 

 

 

 

ISIR1：Industrial 1 sustaining innovation trajectory 1 

ISIR2：Industrial 2 sustaining innovation trajectory 2 

C1SIR1：Company 1 sustaining innovation trajectory 1 

C1SIR2：Company 1 sustaining innovation trajectory 2 

C2SIR1：Company 2 sustaining innovation trajectory 1 

C2SIR2：Company 2 sustaining innovation trajectory 2 

Source：This study. 
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2.3 Firm Size, Company’s Disruptiveness and Performance 

Many previous studies discuss about the relation between firm size and firm 

financial performance (Alexzander, 1949; Baumol, 1967; Hall and Weiss, 1967; 

Stekler, 1964; Steindl, 1945;), and the relation between company's disruptiveness and 

firm financial performance separately (Christensen; 1997). However, how will 

company's disruptiveness influence the relationship between firm size and firm 

financial performance? Does a company's disruptiveness reduce or strengthen this 

relationship? Will a company's disruptiveness be more helpful for large firm or small 

firm? Section 2.3 first summarizes previous studies regarding the relationship 

between firm size and financial performance as well as a company's disruptiveness 

and firm performance relationships. Then, I attempt to regard a company's 

disruptiveness as a moderator for the relationship between firm size and financial 

performance to see how company's disruptiveness influences this relationship. 

 

2.3.1 Performance Measurement 

Section 2.1 discusses definition of types of innovations and how to define and 

to measure company's disruptiveness. The measurement of the performance for 

disruptive innovation becomes another agenda of Section 2.3.1. 

Both practitioners and researchers need to find good measurement for 
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innovation performance (Montoya-Weiss and Calantone, 1994). There are many 

different measurement presented by previous research (Christensen, 1997; Griffin, 

1997; Coe, 1982; Rafael and Ricardo, 2006; Salavou, 2002; Shapiro, 2006; Souder 

and Sherman, 1994; Tidd et al., 2003; Wheelwright and Clark, 1992; Zahra and Das, 

1993). These approaches can be categorized into three major types. First type of 

approach is to measure specific outputs from innovation. The second is to measure 

operational or process performance. Finally, the third kind of approach is to measure 

strategic results directly (Tidd et al., 2003). 

There are lots of different kinds of specific innovation outputs, for example, 

patents and scientific papers as indicators of knowledge produced, or number of new 

products as indicators of product innovation success (Tidd et al., 2003). Some others 

attempt to take innovation performance as intermediate variable between certain 

business processes and general firm performance (Rafael and Ricardo, 2006). Those 

taking innovation performance as intermediate variable measure innovation 

performance with efficiency and efficacy perspective. Innovation efficacy reflects the 

degree of success of innovation and the innovation efficiency reflects the effort paid 

to achieve that degree of success (Griffin, 1997; Rafael and Ricardo, 2006; 

Wheelwright and Clark, 1992). 

Second kind of innovation performance measurement is to measure firm 
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performance such as growth in revenue or market share, improved profitability, higher 

value added, or return on assets (Christensen, 1997; Coe, 1982; Salavou, 2002; 

Souder and Sherman, 1994; Tidd et al, 2003; Zahra and Das, 1993). Among those 

measurement, some researchers try to adjust firm performance data to improve 

validity. Coe (1982) develops R&D productivity index with the following formular: ‘x 

years of product margin from annual product group of Year N / total R&D cost in Year 

N”. This formula is developed based on the concept of productivity Index (Output / 

Input) and put “time-lagged” relationship between R&D and profit return into 

consideration. Shapiro (2006) points out that there is no universal yardstick for 

measuring innovation performance since the essence of innovation is novelty. 

Therefore, Shapiro (2006) proposes to measure innovation with the percent of revenue 

from new products or new platforms. However, there are still bias and limitations in 

this method. This method is only available when revenue from single product which is 

not always available from our accounting system. Moreover, definition of “new” and 

“old” product may be different case by case (Shapiro, 2006). Therefore, this method 

may be more useful for corporation’s internal performance measurement but not that 

suitable for academic quantitative research which involves multi-products or 

multi-industries. Table 2.3 classifies the previous studies mentioned. 
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Table 2.3 Measurement Instruments of Innovation Performance 

Measurement Type Author Measurement Indicator 

Specific Innovation 
Output 

Griffin(1997) 
Rafael & Ricardo(2006) 
Tidd, Bessant and Pavitt, 
(2003) 
Wheelwright & Clark 
(1992) 
 

Number of new product 
Patents 
Scientific papers 
Innovation efficiency & 
efficacy 

Financial Performance Christensen(1997) 
Coe (1982) 
Salavou(2002) 
Shapiro(2006) 
Souder & Sherman(1994) 
Tidd, Bessant and Pavitt, 
(2003) 
Zahra & Das(1993) 
 

Revenue, growth in revenue, 
market share, profitability 
improvement, higher value 
added, R&D productivity 
index, revenue from new 
product/platform, ROA 

Source：This study. 

Since this research aims to measure disruptive innovation performance, I 

create the measurement scale on the basis of Christensen’s study (1997) and also put 

the R&D performance time-lagged issued mentioned by Coe (1982) into 

consideration. 

 

2.3.2 Company's Disruptiveness and Performance 

Previous research presents a positive relation between innovation performance 

and firm performance (Zahra and Das, 1993). However, how does disruptive 
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innovation impact an incumbent company’s financial performance? For incumbent 

companies, the disruptive technology may be in different process or culture with the 

core business of the company (Christensen, 2003). Thus when an incumbent company 

tries to raise company's disruptiveness, it may not get enough support (Christensen, 

2003; Denning, 2005). However, another research stream provides solutions for this 

internal contradict. Wheelwright and Clark (1992) provides the concept of 

heavyweight team which protects innovation team from internal influences. 

Christensen (2003) also provides a framework to find the right organizational 

structure for disruptive innovation which tests disruptive innovation’s fitness with the 

company’s legacy with two dimensions: (1) process fitness (2) value fitness. 

Since this research attempt to measure a company's disruptiveness with the 

end-product perspective, a company with high disruptiveness is supposed to be 

conquered internal conflict, and thus allows product designed based on disruptive 

technology to be launched. Therefore, these companies are supposed to gain the 

benefit of disruptive innovation such as revenue from low-end market or new-market 

(Christensen, 2003).Thus, Hypothesis 3 can be derived as following: 

Hypothesis 3: A company’s disruptiveness is positively associated with firm 

financial performance (revenue from major product).  
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2.3.3  Firm Size and Financial Performance 

      Firm size has been considered as a positive factor for financial performance 

for three reasons: (1) economies of scale (Alezander, 1949; Hall and Weiss, 1967; 

Stekler, 1964), (2) market power, and (3) access to capital markets which may help 

large firms access to investment opportunities easier than small firms (Baumol, 1967; 

Hall and Weiss, 1967; Steindl, 1945). Thus, this research proposes Hypothesis 4: 

Hypothesis 4: Firm size is positively associated with firm financial performance. 

 

2.3.4 Interaction of Company's disruptiveness, Firm size and Performance 

As stated in Section 2.3.3, firm financial performance can be benefited from 

firm size on the access to capital (Baumol, 1967; Hall and Weiss, 1967; Steindl, 1945). 

This means that large firms are suggested to have more resources in terms of capital. 

      As Section 2.2 stated, there are two kinds of disruptive innovation. Both kinds 

of disruptive innovation targets on customers currently not belong to the firm 

(Christensen, 2003; Govindarajan and Kopalle, 2006). Thus, if large firms invest in 

disruptive innovation, it may leverage its advantage on access to capital by revenue 

growth from new markets. Thus, this research proposes Hypothesis 5: 

Hypothesis 5: Firm size is more strongly positively associated with firm financial 

performance as the company has the higher level of company disruptiveness. 
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2.4 Research Structure  

Based on our above discussions, this research takes industrial sustaining 

innovation rate as a direct factor and the accuracy of company investment decision on 

NPD project as moderator to test the dependent variable, a company's disruptiveness. 

This research also measures how company’s disruptiveness influences firm financial 

performance and the relationship between firm size and firm financial performance.  

Figure 2.5 summarizes the framework of this research. The measurement of each 

variable will be discussed in Chapter 3. 
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Figure 2.5 Research Structure  
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