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CHAPTER II 

LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

 

2.1 THEORETICAL BACKGROUND 

2.1.1 Definition of Innovation 

Basically, innovation is the process of making changes to 

something established by introducing something new that adds value 

to customers. According to Manual (2005) innovation is the 

implementation of a new or significant improved product (good or 

service), or process, a new marketing method, or a new organizational 

method in business practices, workplace organization or external 

relations. On the other hand, Sandybayev (2016) defined innovation as 

a set of scientific, technological, organizational, financial and 

commercial activities aimed at commercialization of existing 

knowledge, technologies and equipment.  

The creation of innovative products and marketing of 

innovative services is currently one of the most frequently studied 

topics in terms of science and research as well as practice in tourism. 

The increase in national and international competition as well as 

market saturation is the incentives for innovations. (Maráková, 2016) 

The impact of innovation on firm’s performance has been a matter of 

significant interest to economists and policy makers for decades. 

Martin (2015) believed innovation is the key to competitive advantage 

in a highly turbulent environment. It is a major driving force for 

economic growth of nation states.  

The ability to innovate has direct consequences for the ability 

to compete at the individual, firm, regional and national level. The 

values created by innovations are often manifested in new ways of 

doing things or new products and processes that contribute to wealth. 

(Willetts, 2014) Furthermore, Laforet (2011) mentioned that 
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innovation can only happen if the company has the capacity to 

innovate. Innovation capability is considered as the valuable assets for 

the firms to provide and sustaining competitive advantage and in the 

implementation of the entire strategy. 

2.1.1.1 Types of Innovation 

a. Product Innovation 

 Product innovation is the introduction of a good or service 

that is new or significantly improved with respect to its characteristics 

or intended uses. This includes significant improvements in technical 

specifications, components and materials, incorporated software, user 

friendliness or other functional characteristics. According to 

Goldenberg & Mazursky (2015), product innovations can utilize new 

knowledge or technologies, or can be based on new uses or 

combinations of existing knowledge or technologies.  

  In terms of insurance, company needs to focus on adjacent 

product innovation. An adjacent innovation involves leveraging 

something that a company does well into a new space. Simply put, 

adjacent innovation includes taking existing products into new 

markets and digital channels or creating new digital products for 

existing markets. Innovative insurance company needs to create a new 

version of their life insurance product to make it more simple, 

accessible and transactional, enabling the customer to easily get a 

quote online and buy the product. (Karlsson & Tavassoli, 2015) 

b. Process Innovation 

Process innovation is the application or introduction of a new 

technology or method for doing something that helps an organization 

remain competitive and meet customer demands. Process innovation 

happens when an organization solves an existing problem or performs 

an existing business process in a radically different way that generates 

https://searchcio.techtarget.com/definition/business-process
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something highly beneficial to those who perform the process, those 

who rely on the process or both.  

The latest technology invention which can be one of the 

methods in doing process innovation is Big data analytics. Big data 

analytics is the process of examining large and varied data sets such as 

to uncover hidden patterns, unknown correlations, market trends, 

customer preferences and other useful information that can help 

organizations make more-informed business decisions. With Big data, 

insurers can use more sources of information to gain a deeper insight 

into the risk they are covering. Besides, it also provides more accurate 

underwriting and pricing, a deeper understanding of customers can 

also drive more personalised product development and marketing. 

(Karabulut, 2015) 

c. Marketing Innovation 

Marketing innovation is the implementation of a new 

marketing method (marketing idea or strategy) that differs 

significantly from the previous marketing method used by the 

enterprise and that has not been previously used by the enterprise. 

According to Doyle & Bridgewater (2014), “Innovation in term of 

marketing is about developing new advertising campaign or new 

promotinal technique”. Marketing innovations are aimed at better 

addressing customer needs, opening up new markets, or newly 

positioning a firm’s product on the market, with the objective of 

increasing the firm’s sales. (Karabulut, 2015)  

Innovation is primarily about building better products and 

technologies leads managers to an over reliance on upstream activities 

and tools. However, experts suggest that managers should also focus 

on marketing activities. Competitive battles are won by offering 

innovations that reduce customers’ costs and risks over the entire 

purchase and consumption. Therefore it is important for insurance 
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company to adapt with consumer behavior while maintaining a strong 

customer focus to achieve a long term growth. The developments of 

smart technology, monitoring systems and the expansion of data 

analytics are some of effective ways to improve customers’ 

satisfaction.  (Moling, 2017) 

d. Organizational Innovation 

An organizational innovation is the implementation of a new 

organizational method in the firm’s business practices, workplace 

organization or external relations. It can be intended to increase a 

firm’s performance by providing training, reducing administrative 

costs or transaction costs and improving workplace satisfaction. 

(Karlsson & Tavassoli, 2015)  

In insurance business, people is the most valuable assets. 

Unlocking team’s potential and getting everyone across the 

organization involved in an innovation program will encourage greater 

collaboration and contribution from every member if the company. 

Besides, identifying areas of dissatisfaction and investing in advance 

analytics will not only help quantify economic outcomes, but also 

drives effectiveness of the company’s organization. (Sohal, 2017) 

2.1.2           Definition of Business Sustainability 

Business sustainability refers to business models and 

managerial decisions grounded in financial, environmental and social 

concerns. According to Rezaee (2017): 

Business sustainability is the practice of creating stakeholder 

value by focusing on the achievement of financial performance 

that nurtures both long term growth and profitability and 

nonfinancial performance that perform corporate governance 

effectiveness, ethical conduct, and social and environmental 

responsibilities.  
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 Business sustainability is a means for achieving an 

organization’s vision and mission. Essentially, Symons (2014) 

mentioned that business sustainability is about ensuring that the 

business doesn’t run out of the resources (whether human or material) 

it needs in order to thrive. This also means that it doesn’t just take a 

short-term view of profit, but instead, operates in such a way that it is 

profitable now (even though it may not be maximizing its profits) and 

it will be profitable in the future because it is using its resources well, 

has hedged its risks and can take any shocks that may occur.  

A more robust definition gave by Bansal and DesJardine 

(2014) is that business sustainability represents resiliency over time – 

businesses that can survive shocks because they are intimately 

connected to healthy economic, social and environmental systems. 

These businesses create economic value and contribute to healthy 

ecosystems and strong communities. Eccles, Perkins and Serafeim 

(2012) believed that business sustainability is a necessary component 

of the business planning and management cycles throughout any 

organization, and an integral part of any risk management process.  

Business sustainability is based on the principles of sustainable 

development –considering the three pillars of profit, people and 

planet; all of which are enabled by long‐term thinking and resilience 

planning. But none of these will bring tangible benefits unless the 

business weaves these into its business model and culture. The 

insurance industry is slow to change and make progress on 

sustainability challenges and opportunities. A business that does this 

will be seen as truly sustainable and would have made great strides 

towards outliving us all. (Hansmann, 2012) 
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2.1.2.1  The Three Pillars of Sustainable Business Performance 

a. Environment (Planet):  

Business Sustainability is about using the resources wisely and 

efficiently, also making sure that business operations have positive 

impact on the environment. Businesses have traditionally assumed 

that the earth is never-ending and its resources are infinite. But even 

today, we are being proven wrong, and the negative environmental 

changes we are currently experiencing pose one of the greatest global 

risks to businesses. (Danciu, 2013) 

b. Society (People):  

Business Sustainability is about understanding your 

stakeholders –from employees, customers, investors, to your 

neighboring communities, and actively engaging them. It’s about 

finding common ground, considering how decisions affect all parties, 

and always choosing the win-win situation. Furthermore even if it has 

to reduce the amount of profit you might get in the short-term. 

(Danciu, 2013) 

c. Economy (Profit):  

Business Sustainability is about being productive and 

prosperous (because without this your business doesn’t survive), but 

doing this without negatively impacting on the other pillars. In fact, 

using innovation and creative thinking to enable the other two pillars 

increase your profit or/and reduce your cost is at the heart of business 

sustainability. (Gao & Bansal, 2013) 

2.1.2.2       The Effect of Innovation towards Business Sustainability 

According to Eweje & Perry (2014), developing constructive 

innovative corporate culture is an important part in creating a 

sustainable business. These cultures create high performance and 

make maximum use of existing assets in ways that produce positive 
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impact to the environment, society and corporate governance. 

Sustainable companies tend to focus on innovations in processes, 

products and business models. Carayannis, Sindakis, & Walter (2015) 

mentioned that innovative business models offer pioneering 

companies an early start toward the future. They can signal to 

consumers how to make sustainable choices and provide reward for 

both the consumer and the shareholder. 

Bocken, Short, Rana, & Evans (2014) emphasized that 

innovation is the key to competitive advantage in a highly turbulent 

environment. The process of innovation creates new forms of 

software, new products, processes, ways of working that increase the 

knowledge stock of a society thus pushing it up the knowledge ladder. 

It is built on and contributed to the organization’s existing capabilities 

for innovation which is a process sustainable companies encourage by 

rewarding innovation. Moreover, they vigorously promote and 

facilitate learning, broad thinking and creativity. (Huhtala, Sihvonen, 

Frösén, Jaakkola, & Tikkanen, 2014) 

According to Atalay, Anafarta, & Sarvan (2013), the values 

created by innovations are often manifested in new ways of doing 

things or new products and processes that contribute to the 

sustainability of a business. When we consider a firm as a bundle of 

resources, skills and competencies, then the effect of innovation is to 

transform a firm’s inner capabilities, making it more adaptive, better 

able to learn, to exploit new ideas.  

Companies with an established organizational culture that 

includes strong capabilities for change and a commitment to 

innovation and high levels of trust have a significant advantage. When 

these elements are missing, becoming a sustainable company is more 

difficult. Nevertheless, by moving through the two stages, the 
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necessary cultural characteristics are likely to coalesce. (Wu, Liao, 

Tseng, & Chou, 2015) 

 

2.2 PREVIOUS RESEARCH 

2.2.1  First Research: “The Impact of Sustainable Manufacturing 

Practices and Innovation Performance on Economic 

Sustainability” by Norsiah Hami, Mohd Razali Muhamad, 

Zuhriah Ebrahim in 2015 

 A study was conducted by Hami, Muhamad, & Ebrahim in 

2015 to find out the impact of sustainable manufacturing practices and 

innovation performance on economic sustainability. This paper aims 

to analyze the effect of SMP on economic sustainability (ES) and the 

mediated effect of SMP on ES through innovation performance (IP). 

Using survey data collected from 150 Malaysian manufacturers, this 

paper empirically examines the relationships that exist among SMP 

(internal and external SMP), IP (product, process, organizational and 

marketing), and ES.  

 Adopting PLS-SEM technique, the study found that internal 

SMP has a positive effect on ES and process innovation partially 

mediates this internal SMP-ES link. Surprisingly, although the 

relationship between external SMP and ES is not significant, 

incorporating product and process innovations into this link have 

changed the significance of the relationship. In general, the results 

have empirically proven the role of SMP and IP in influencing the 

economic performance. Thus, it is suggested that firms should put 

highly consideration in strengthening their innovation capabilities 

when adopting sustainable practices, specifically in offerings new 

products in the markets and creating or improving production 

processes, for improving economic performance. (Hami, Muhamad, & 

Ebrahim, 2015) 
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The similarity that could be found in Hami, Muhamad, & 

Ebrahim research and this research is that both research focus to prove 

that innovation have a positive impact to a company with the purpose 

of gaining competitive advantage and sustain in today economic 

condition. Besides, both research also discuss on how company 

creates sustainable business by clearly defined and grasp economic 

opportunities gained from being environmental friendly and socially 

responsible. It is believed that in order to sustain and keep growing in 

turbulent market, firms need to proactively adapt with changes in 

business environment by renewing the product, processes, and 

organization in a continuous basis. 

There are several differences found between Hami, Muhamad, 

& Ebrahim research and this research. First, can be seen from the 

variables that being analysed by both researchers. There are three 

variables in Hami, Muhamad, & Ebrahim research such as sustainable 

manufacturing practices and innovation performance and their impact 

on economic sustainability. While this research discuss two variables 

only which is innovation and the effect towards business 

sustainability. Besides, this research limits and focuses the sample on 

insurance industry which is PT. Prudential Life Insurance. In contrast  

Hami, Muhamad, & Ebrahim research has larger sample which is 150 

Malaysian manufacturers. 

2.2.2  Second Research “Influence of Innovation on Performance of 

Insurance Companies in Kenya “by Kiragu Rachael Wangu in 

2016 

The other study conducted in 2016 by Kiragu Rachael Wangu 

to analyse the influence of innovation on performance of insurance 

companies in Kenya. The study adopted the use of a descriptive cross-

sectional design. A census survey was used with the study population 

comprising all 49 insurance companies operational in Kenya. The 
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results of the study revealed that product innovation positively and 

significantly influences organizational performance and process 

innovation positively and significantly influences organizational 

performance. 

No evidence was found for a significant relationship between 

market innovation and performance. The results also showed that 

process innovation was the most predominant type of innovation in 

the insurance industry in Kenya. Additionally, the survey found that 

among the three types of innovation studied, process innovation 

registered the strongest correlation to organizational performance. The 

study recommends that management of insurance companies in Kenya 

should place greater emphasis on process innovation in order to 

improve performance. (Wangu, 2016) 

Both Wangu research and this research focus on innovation as 

the independent variables. Innovation has been identified as a means 

to boost performance as well as creating a sustainable business for a 

company. Besides, both research also analyzing insurance industry 

which is consider as an important business sector for a country 

growth. Both researchers agreed that the entry of new players in 

insurance industry not only signifies growth opportunities but also 

signals higher competition resulting to dwindling fortunes for already 

existing market players.  

However, this research only focus on one insurance company 

which is PT Prudential Life while Wangu analyzed about 49 insurance 

companies in Kenya. Other than that, this research will discuss how 

innovation can create a sustainability by doing interview and 

collecting evidence from journals to support the finding while Wangu 

research elaborate the impact of innovation to firms performance by 

doing a census survey using structured questionnaires. 
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2.3 HYPOTHESIS DEVELOPMENT 

Hypothesis is known as a temporary answer or assumption 

according to the problem of the research before it is tested based on 

the real facts in the workplace. It states the logical relationship that 

allegedly took place between two or more variables in the formulation 

of the propositions that can be proved empirically. There are two types 

of hypotheses; alternative hypothesis (Ha) and null hypothesis (Ho). 

Alternative hypothesis define that there is relationship between 

independent variable (X) and dependent variable (Y). Null hypothesis 

declared that there is no relationship between independent variable 

(X) and dependent variable (Y).  

In this research, innovation is independent variable (X) and 

business sustainability is dependent variable (Y). The correlation 

between these two variables is that the more company focuses on 

innovation, the more it will achieve business sustainability. This is 

because, innovative works help businesses to adapt with current 

market and fulfill customers’ need. Therefore, they will become more 

compatible and sustain in changing environment. 

Ho: Innovation doesn’t impact business sustainability in PT Prudential 

Life Assurance.  

Ha: Innovation impacts business sustainability in PT Prudential Life 

Assurance 

 

2.4 RESEARCH MODEL 

Operational variable is needed in doing differentiation in 

research. An indicator is a device for showing the operating condition 

of some system Sub indicator is the measure of the indicator. The 

operational variables consist of: Variable X: this is independent 

variable that influences the dependent variable. The writer chooses 

innovation as the independent variable. Variable Y: this is dependent 
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variable. The writer chooses the business sustainability as the 

dependent variable. 

 

 

Figure 2.1: Relationship between Innovation and Business Sustainability. 

Source: Prepared by Writer (2018) 

 

X: Independent variable 

Y: Dependent variable 
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2.5 FRAMEWORK OF THINKING 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2.1: Framework of Thinking 
    Source: Prepared by Writer (2018)

Background of the Study 

In recent years, as the public has become more aware of the pressure on the 

environment, it has become clear that businesses that practice sustainability 

strategies are in fact getting greater profits, and creating their own consumer path. 

Innovation is seen as one of a way that drives productivity and performance of 

business and can help businesses to grow and create sustainability. This 

challenges is faced by PT Prudential Life Assurance in Indonesia. Large number 

of competitors today must be one of important consideration for PT Prudential 

Life Insurance to keep coming out with innovative products as well as renewing 

their systems in order to ensure business sustainability.  

Research Problem 

1. Does innovation has influence towards business sustainability in PT 

Prudential Life Assurance? 

2. What type of innovation that mostly affects business sustainability in PT 

Prudential Life Assurance? 

 

Theoretical Framework 

1. According to Manual (2005) innovation is the implementation of a new or 

significant improved product (good or service), or process, a new marketing 

method, or a new organizational method in business practices, workplace 

organization or external relations. 

2. According to Bansal and DesJardine (2014) business sustainability represents 

resiliency over time – businesses that can survive shocks because they are 

intimately connected to healthy economic, social and environmental systems. 

3. Grand Theory: According to Eweje & Perry (2014), developing constructive 

innovative corporate culture is an important part in creating a sustainable 

business. These cultures create high performance and make maximum use of 

existing assets in ways that produce positive impact to the environment, 

society and corporate governance. 

Hypothesis 

1. There is no relationship between innovation and business sustainability in 

PT Prudential Life Insurance. 

2. There is a relationship between innovation and business sustainability in PT 

Prudential Life Insurance. 

1.  

2.  
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