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Abstract

Management innovation — the introduction of management processes, structures and practices that are
new to companies, is crucial to business success. Based on the existing literature on management innovation
and a rigorous theoretical approach to model design and development, a theoretical model of management
innovation that is applicable to immature and underdeveloped markets was designed. Using this model|,
the study shows that the context in which companies operate, as well as companies’ management back-
ground (proficiency), are directly and positively related to management innovation. The main implication
of the research is that the existing management innovation theory is applicable to market conditions in the
Federation of Bosnia and Herzegovina with only slight adaptation. Furthermore, this research provides im-
portantinsights about the factors that affect the companies’readiness to introduce innovative management
structures, processes and practices.
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1. INTRODUCTION

One of the most recent research topics in the field
of management and business administration is man-
agement innovation - the introduction of manage-
ment processes, structures and practices that are new
to the companies. Even though management innova-
tion is crucial to business success, most organizations
focus their innovation efforts on perfecting opera-
tional and product innovations. The same odd situa-
tion can be found within academia, where scientific
and professional works on technological innovation
outnumber those on management innovation more
than 100-fold (Hamel 2007). Such a situation initiated
Hamel, Birkinshaw and Mol to open a new and broad
research area (Birkinshaw et al. 2005).

There were some studies on management inno-
vation (Abrahamson 1996; Damanpour 1987, 1991;
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Gruber & Niles 1972, 1974; Kimberly 1981) before
Hamel and others initiated their theory, but after these
initial studies a number of works on this topic emerged
(e.g. Hindle 2008; Birkinshaw & Mol 2006; Vaccaro et al.
2009, 2012), among which those that are especially
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important are works by Fariborz Damanpour (e.g.
Damanpour & Aravind 2012; Damanpour 2014). Most
of these previous studies primarily explored the na-
ture and causes of management innovation, as well as
who the main actors are in management innovation
processes.

Studies that analyze the management innovation
process at the organizational level are quite rare and
recent (e.g. Mol & Birkinshaw 2009b; Walker et al. 2011;
Cerne et al. 2013). Authors of these studies strove to
reveal the causes and/or effects of the management
innovation process at an organizational level, and
they identified a lack of such research work as a major
gap in the existing literature

This study built on these previous research and
sought to further reduce the identified gap in the lit-
erature. We were primarily interested in a general pic-
ture of the management innovation phenomenon.
More precisely, we were interested in the global situ-
ation that influences and encompasses management
innovations implementation at the company level.
That leads to the first research question of this study:

Q1: What are the main situational factors that deter-
mine companies’ operational setting, and that have
an important and significant influence on manage-
ment innovation implementation processes?

During our research work on the topic, we realized
that all noteworthy management innovations were
invented and subsequently described by the profes-
sionals, companies and scholars from the most devel-
oped countries of modern world. That fact leads to the
second research question of this study:

Q2: Is the existing theory and practice of management
innovation adaptable and applicable to the condi-
tions of the immature and underdeveloped market
of the Federation of Bosnia and Herzegovina?

Furthermore, it was only until recently that one
could find literature about management innovation
that is related to transitional and developing econo-
mies (Garcia-Zamora et al. 2013; Wu et al. 2008), espe-
cially studies from the region of South-East Europe,
with the exception of a few studies from Slovenia
(Cerne et al. 2013; Ursi¢ & Mulej, 2005). Consequently,
each study on this topic significantly contributes to
the body of literature on management innovation.

In this study we wanted to design an overall theo-
retical model of management innovation founded on
the existing literature. That model had to be simple
and empirically verifiable. In addition, we wanted to
adapt that model in such way that it could be applied

to any market conditions and particularly to those of
the Federation of Bosnia and Herzegovina (F B&H).
Finally, we wanted to have a model that is fully open
for modifications and applicable for future research.

2. LITERATURE REVIEW

Early works related to management innova-
tion could be found in the 1970s and later on (e.g.
Abrahamson 1991, 1996; Gruber & Niles 1972, 1974;
Teece 1980) but it was not until very recently that one
could find more works on that topic (e.g. Hervas-Oliver
& Peris-Ortiz 2014; Hindle 2008; Walker et al. 2011;
Hollen et al. 2013). Furthermore, all of these research
activities provide few insights about how to improve
management innovation capacity or about the true
origins of management innovation (Birkinshaw et al.
2005, 2008).

In addition, the most important management inno-
vations came from truly innovative business organiza-
tions (Hamel 2006) but the same absence of interest in
the process of management innovation could be found
among the practitioners of management. Even though
some authors argued that a lack of management inno-
vation is the most serious problem for competitiveness
(Stata 1989, 2002) a systematic approach to the process
of management innovation could not be noted within
companies in general (Birkinshaw et al. 2005).

2.1. Management Innovation — The Theory
Foundation

Based on Abrahamson’s “Management fashion” theo-
ry (Abrahamson 1991, 1996; Abrahamson & Fairchild
1999) Birkinshaw, Hamel and Mol have developed
their management innovation theory. Pursuant to the
title of Hamel’s HBR article (Hamel 2006) they focused
their interest on three questions — the “why”, “what
and “how” of management innovation.

In his book, The Future of Management (2007),
Hamel challenges the mere concept of today’s man-
agement and explains the reasons why management
should be reinvented. First, modern management re-
sides on premises that were laid down at the begin-
ning of the 20" century and are based on centralized
control and high efficiency. Hamel argues that such
management practices are not adequate for 21 cen-
tury companies and, consequently, a completely new
management paradigm should be invented (Hamel
2007, 2009). Another argument that he poses is that
management innovations can create a powerful and
long-standing competitive advantage that cannot
be surpassed by any other kind of innovation (Hamel

"
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2006). Similarly, Birkinshaw argues that the basic pur-
pose of management has been corrupted over the
years. He suggests that managers should seek smarter
choices about how the work gets done in order to im-
prove management in the future (Birkinshaw 2010).

Regarding the “what” question, above all a compre-
hensive and clear definition of the term “management
innovation” should be established. This research treats
management innovation as: “the implementation of
management practices that are new to the firm and
intended to enhance firm performance (2009b: 1269)"
(Mol & Birkinshaw 2009b).

There are four critical elements in this definition
that profoundly explain the concept of management
innovation and that should be emphasized. First, the
term “management practices” implies all possible
managerial activities that managers undertake in their
work (Hamel 2006). Second, it clearly states the level
of novelty of those activities — they do not have to be
new to the world but only to the adopting organiza-
tion (e.g. McCabe 2002; Yang et al. 2007). Third, man-
agement innovation assumes the implementation of
those activities inside the real world organization and
not the development of a scientific idea (Birkinshaw et
al. 2008). Finally, the fourth element, the intention to
further the organization’s goals, expresses the primary
reason why organizations undertake management in-
novation at all and accept all the risk that such a pro-
cess brings about (Birkinshaw et al. 2005).

The processes of management innovation or how
management innovations occur on the operational
level represent the third pillar of management inno-
vation theory. Earlier literature on management in-
novation explains the reasons why and how some
management innovations are accepted and diffused
(Abrahamson 1991, 1996). On the other hand, it does
not provide any details on how those innovations
happen on the operational level. For that purpose,
Birkinshaw, Hamel and Mol (2008) have developed a
framework that describes the management innova-
tion process. According to this framework, there are
four interlinked phases of the process (motivation,
invention, implementation and theorization and labe-
ling) and two key players (internal change agents and
external change agents). The authors of this framework
further explain that innovation emerges through a
complex sequence of identified phases in which two
groups of agents mutually interact through ten core
innovation activities.

2.2. Management Innovation — The Model

Most of the management innovation literature
is focused on high level understanding of the

management innovation phenomenon (Kimberly
1981; Abrahamson 1996; Birkinshaw et al. 2005, 2008;
Hamel 2006, 2012). There is also plenty of research
work on specific aspects of management innova-
tion implementation (Kossek 1987; Nickell et al. 2001;
McCabe 2002; Hargrave & Van de Ven 2006) and some
research work about the effects of management in-
novations on the adopting organizations (Biagi et al.
2008; Bryson et al. 2009). At the same time, manage-
ment innovation research work on the company level
is quite rare. Because of that fact, we have focused our
research effort on building a theoretical model of man-
agement innovation, which links management innova-
tion and the situational factors of the organization.

Similar reasons have led Mol and Birkinshaw to con-
duct research on the relationship between the context
in which organizations operate and the organizations’
search for knowledge sources and management inno-
vation (Mol & Birkinshaw 2009b). They have conduct-
ed empirical research based on the UK Community
Innovation Survey (CIS3 and CIS4) in order to find out
what explains management innovation best (Mol &
Birkinshaw 2009a). Likewise, Hecker and Ganter (2013)
have used the German Community Innovation Survey
(CIS IV) to empirically validate the relationship be-
tween competition, as an indicator of industry dynam-
ics, and a company’s inclination to innovate.

According to these research activities, the context,
defined as a set of organizational attributes (Mol &
Birkinshaw 2009b), represents an important determi-
nant of management innovation. Thus we propose
our first hypothesis as:

H1: Organizational context has a direct and positive
impact on management innovation.

Some studies have discussed the interaction be-
tween management innovation and the different con-
stituents of an organization (Nguyen & Mothe 2008;
Vaccaro et al. 2009; Kunz & Linder 2011). Nguyen and
Mothe (2008) looked into the impact of organizational
innovation (defined as the changes in management
practices, production approaches and external rela-
tions) on a company’s aptitude to innovate, and found
a direct and positive relationship between the two.
Here, innovation is considered in accordance with
Damanpour’s (1992) definition of innovation. On the
other hand, Kimberly and Evanisco (1981), who later
in his works confirms Damanpour (1987, 1991), have
found that functional differentiation is positively
associated with the acceptance of administrative
innovations.

Assuming that a positive relation between the two
types of innovation works two-ways, and as structural

18 South East European Journal of Economics and Business - Special Issue ICES Conference, Volume 9 (1) 2014



Management innovation — designing and testing a theoretical mode [ NEREGEE

changes usually accompany technical (and techno-
logical) innovations, we submit the second hypoth-
esis as:

H2: Production and structural innovation has a direct
and positive impact on management innovation.

Here the term “production innovation” relates to
the product (service) innovation as well as the produc-
tion (service) process innovation.

The authors of the previously mentioned studies
on management innovation have found a positive link
between management innovations and characteris-
tics of the top management team (Vaccaro et al. 2009,
2012) as well as the personal traits of employees (Kunz
& Linder 2011). Similarly, some studies have found
that employee education level is positively related to
management innovation (Mol and Birkinshaw 2009b),
as well as the ability of the employees to exchange
existing knowledge (Cerne et al. 2013). Furthermore,
management innovation theory points to inter-
nal change agents (Birkinshaw et al. 2008; Mol and
Birkinshaw 2014) as a group of key players who carry
out the management innovation process. Thus, in ac-
cordance with all of these findings we propose the fol-
lowing hypothesis:

H3: The organization’s management proficiency has
a direct and positive impact on management
innovation.

Under the term “management proficiency” we im-
ply management team diversity (Vaccaro et al. 2009),
the management (organizational) learning system
(formal and experience-based learning system) as well
as management expert foundation. It relates to over-
all management expertise, existing and potential, that
the company possesses. Bearing in mind this elabora-
tion, the following hypothesis is offered:

H4: The organization’s management proficiency has a
direct and positive impact on production and struc-
tural innovation.

These four hypotheses determine our manage-
ment innovation theoretical (conceptual) model,
which is graphically presented in Figure 1.

2.3. Management Innovation — Market Status
in Bosnia and Herzegovina

Bosnia and Herzegovina, a country located in
Southeastern Europe (SEE), is a small open economy
whose GDP represents 0.035% of world GDP and
whose population represents 0.048% of the world’s
population (Causevi¢ 2012). During the devastating
war from 1992 to 1995, industrial production and GDP
plummeted by almost 80%, but from 1996 to 2007
Bosnia and Herzegovina recorded substantial eco-
nomic growth (average GDP growth rate was 11,2%),
which at the time represented the 17" fastest growing
economy in the world. During the global economic
crisis this growth was significantly slowed down to
around 1% (Causevi¢ 2012).

With its GDP per capita of 4,675 US$ (the Central
Bank of Bosnia and Herzegovina 2014), Bosnia and
Herzegovina belongs to the group of developing
countries. According to the Doing Business 2015 re-
port, Bosnia and Herzegovina is ranked 107", which
is the lowest rank in the SEE region and far below the
regional average (World Bank 2014). Considering its
main economic indicators as well as the general busi-
ness climate, Bosnia and Herzegovina lags far behind
most developed countries.

Last but not least, inefficient administration, gov-
ernment instability and the tax burden are probably
the biggest obstacles to faster economic develop-
ment and a better business climate. Taken all together,

Figure 1. Conceptual model of management innovation
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these facts yield market conditions in (Federation)
Bosnia and Herzegovina that are significantly different
from those of the most developed countries.

All the foregoing references to the theoretical foun-
dations of management innovation originate from the
most developed countries of the world. However, the
applicability of these theoretical and practical propo-
sitions to the countries of the developing world is of
great importance. It is often assumed that something
accepted in the most developed countries is glob-
ally applicable as a “best practice” irrespective of local
circumstances (Blunt 2002). However, recent stud-
ies show that the best management practices do not
necessarily work under different conditions (Khanna
2014). Furthermore, there is a tendency to object
when theory and practice differ, and, consequently,
there are few research works on the subject of the
modification of management innovation (Mamman
2009).

For all of these reasons, one of the most important
goals of this research is to adapt the existing knowl-
edge base in order to design and test a theoretical
model of management innovation that is applicable
to immature and underdeveloped markets, such as
the market of the F B&H.

3. DATAAND METHODOLOGY

In the spirit of good research (McGrath 1981) we
used a sequential mixed-method research in order to
obtain a high level of results credibility. The first part
of the research makes up an exploratory qualitative
study aimed at providing a deeper understanding
of management innovation processes in the circum-
stances of the immature and underdeveloped market
of the F B&H. The second part of the research makes
up a quantitative study aiming to confirm the findings
and test the proposed hypotheses.

3.1. The Qualitative Study

The qualitative part of our research consists of 14
semi-structured interviews that were conducted with
14 participants selected from within three broad
groups: academia, top-management and the busi-
ness consultant community. We used the maximum-
variation sampling scheme in order to obtain multiple
perspectives from the participants (Onwuegbuzie &
Leech 2007), where professional background was the
main participant selection determinant.

Regarding the sample size, we followed a general
rule stating that the sample should be big enough

to enable data saturation but not too big to prevent
a deep analysis of the collected data. There are many
practical recommendations regarding the sample size
(Onwuegbuzie & Leech 2007; Guest et al. 2006) but
the most usual recommendation is 12 — 20 interviews.
We found that the data saturation occurs after 10" in-
terviewee, but to be on the safe side we have decided
to have at least four participants per group. Thus, we
conducted 14 interviews.

The interviews consisted of 14 to 16 questions,
with each question introducing a particular topic that
the interviewees were asked to comment on. In order
to reduce any bias in answers or a propensity to an-
swer in favor of the research subject less than half of
the interview questions/topics were directly related to
management innovations.

The procedure we used to analyze the collected
data is known as subsequent content analysis (Srnka &
Koeszegi 2007), which represents an integrated quali-
tative-quantitative research method. We used integral
thoughts as data units that are numerically coded in
accordance with the category scheme, which consists
of 12 main categories, with up to two subcategories,
resulting in a total of 16 categories. These 12 main cat-
egories are compacted into four super-categories.

Due to the abundance of the collected data, the
unitization was done jointly by two of us, so we finally
obtain 969 thought units. The coding of the obtained
thought units was done independently by two coders.
For each interview question/topic (“Q") one to three
generic answers (“GA”") were offered. Thereafter, cod-
ers had to assign a category and, if applicable, a cor-
responding subcategory to each thought unit. This
category assignment was based on the coder’s con-
ception of the relation between the generic answers
and thought units.

Using the Cohen’s kappa for checking the coding
consistency between the two coders (Wood 2007) we
have yielded an inter-rater reliability coefficient over
the super-category “Attitude” of k = 0.88. It is gener-
ally considered that kappa values over 0.8 are a very
good result (Srnka & Koeszegi 2007). Thus, we have
concluded that we have an almost 100% agreement
between the coders and that we could use any coding
(from any of the two coders).

The results of the data analysis are shown in Table
1. Since the chosen procedure provides a quantifica-
tion of qualitative data, it was easy to conduct a fre-
quency analysis of the derived quantitative data. Thus,
we agreed that if more than two thirds of the respond-
ents had the same opinion about a particular topic
then we could consider that opinion a general stand
toward the generic answer. Accordingly, we set the
separation threshold at 70%.
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Table 1. Topics Directly Related to Management Innovation

. . Opinion ratio
Question (Q) / Generic Answer (GA) Affirmative Kegative Neutral
Q: What is the effect of the actual economic conditions on management innovation?
GA: Direct and negative effect. 64.3% 35.7% 0.0%
Q: What is the effect of the organization’s management structure on management innovation?
GA: Direct and positive effect. 92.9% 0.0% 7.1%

Q: What are the effects of the environmental particularities on implementation of management theories and practices in the

Bosnia and Herzegovina?
GA: There are no specific effects.

Q: What are the effects of the organization’s situational factors on management innovation?

GA: Age - direct and negative effect.
GA: Size - direct and negative effect.
GA: State ownership - direct and negative effect.

Q: What is the effect of employees’ education on management innovation?

GA: Direct and positive effect.

Q: What is the effect of industry dynamics on management innovation?

GA: Direct and positive effect.

Q: What is the effect of market scope on management innovation?

GA: Direct and positive effect.

64.3% 28.6% 7.1%
91.7% 0.0% 8.3%
80.0% 0.0% 20.0%
85.7% 0.0% 14.3%
92.3% 0.0% 7.7%
85.7% 0.0% 14.3%
92.3% 0.0% 7.7%

It can be seen in Table 1 that all generic answers
are confirmed except for two topics. Particularly in-
teresting is the third listed topic in Table 1. It shows
that there is a notable divergence in opinions relat-
ed to the applicability of management theories and
practices within the emerging market of Bosnia and
Herzegovina, which is a very important issue for this
research.

Combining the theoretical background represent-
ed through the proposed hypotheses with the results

Figure 2. Empirical model of management innovation

of this qualitative research we have designed a theo-
retical (empirical) model of management innovation
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F B&H. The questionnaire was sent to 310 companies
that were randomly chosen from the whole popula-
tion of the companies that comply with the following
profile:

- employing at least 20 people

— established in 2001 or earlier

- not belonging to the financial, health care, social

welfare, educational or public sectors.

We received 186 responses (60%), out of which
160 were valid (51.61%). The responding companies
had an average size of 180.2 (S.D. 358) employees and
an average age of 16.5 (S.D. 4) years. The estimated
population of the companies that comply with the de-
scribed profile is 1400, so the expected statistical error
is around 7% with a confidence level of 95%.

3.2.1. Measures

All variables in the model were measured using
data from the conducted survey and from the official
balance reports of the corresponding companies. The
measurement spans the five-year period from 2006 to
2010.

3.2.1.1. Context (F,)

This construct is related to the context in which the
companies operate. We used a four-indicator measure
for this construct:

“Ownership Structure” (X)) - ranks (state ownership

- rank 1; 100% foreign capital - rank 8) companies

based on the ownership type and foreign capital

share.

- "Age”(X)) -ranks (youngest - rank 1; oldest - rank 8)
companies based on their life span from the year of
incorporation to the year 2011.

— "Industry Dynamics” (X) - ranks (least dynamic -
rank 1; most dynamic - rank 4) companies based on
the dynamics of the industry sector to which they
belong.

— "Export Scope” (X,) - ranks companies based on a
ratio of exporting revenue to total revenue (< 5% -
rank 1; 5-30% - rank 2; >30% - rank 3).

3.2.1.2. Management Proficiency (F,)

This construct is related to the managerial poten-
tial that the company has both within its manage-
ment team and non-managerial staff. We used a four-
indicator measure for this construct:

“Management Heterogeneity” (X) - ranks (1-6) com-

panies based on the number of top-managers and

their experience in different functional areas, con-
trolling for the size of the company (determined by

the number of employees). The lowest ranked com-
panies (rank 1) are those with the smallest number
of top-managers with the same profession, and
companies with an optimal number of top-manag-
ers with different professions have the highest rank
(6).

- “Managerial Skills Improvement” (X 6) - ranks com-
panies based on whether they employed external
management consultants (rank 3), organized spe-
cialist training for their managers (rank 2) or both
(rank 4).

- "Expert Foundation” (X)) - ranks (1-7) companies
based on the ratio of employees with a graduate
level degree to the total number of employees.

- "Education System” (X,) - ranks (1-9) companies
based on their training plans and educational
budget. The lowest ranked companies (rank 1) are
those with the smallest budget for education and
with sporadic trainings for small groups of employ-
ees, and companies with the biggest educational
budget and with regular trainings for all employees
have the highest rank (9).

3.2.1.3. Production & Structural Innovation (F 5 )

To measure this construct we used a very simple
three-indicator measure which refers to the level of in-
novative activities within the companies’ production
systems and structures. Those three indicators are:

“New Processes” (Y,) — ranks companies based on

whether they introduced new production pro-

cesses (rank 3), modified old production processes

(rank 2) or both (rank 4).

- "“New Products/Services”(Y,) - ranks companies based
on whether they introduced new products (rank 3),
modified old products (rank 2) or both (rank 4).

- "Organizational Changes” (Y)) - ranks companies
based on whether they introduced a new manage-
rial structure (rank 3), made changes to the existing
managerial structure (rank 2) or both (rank 4).

3.2.1.4. Management Innovation (F,)

In accordance with the list of the most relevant and
noteworthy innovations in all areas of management
(Mol & Birkinshaw 2007), we produced a set of indica-
tors that measure this construct. Those indicators are
as follows:

“Process” (Y,) - ranks (1-5) companies based on the

implementation of the following management

practices and structures: Quality Management

System, TQM, 60 , Supply Chain Management and

Lean Manufacturing.

- "Strategy & Performance”(Y,) —ranks (1-3) companies

22 South East European Journal of Economics and Business - Special Issue ICES Conference, Volume 9 (1) 2014
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based on the implementation of the following
management practices and structures: BSC, EVA,
Strategy Planning and Benchmarking.

- “Customer & Information” (Y) - ranks (1-3) compa-
nies based on the implementation of the follow-
ing management practices and structures: Brand
Management, CRM, Operations Research and ERP.

— "People & Structures” (Y,) — ranks (1-3) companies
based on the implementation of the following man-
agement practices and structures: HRM, 360-degree
Feedback, PMO and Matrix Organization.

The generated four-indicator measure provides a
measurement scale that shows an aggregate level of
innovative activities from the management domain.

3.2.2. Results

All variables from the model are measured on an
ordinal scale. Table 2 contains the means and standard
deviations of and covariance between all model vari-
ables, where alternative parameterization is used for
the underlying variables of the model’s ordinal vari-
ables (Joreskog 2004).

To test the hypothesized model we employed

structural equation modeling (SEM) because it ena-
bles a concurrent testing of several dependence rela-
tionships within a single theoretical model (Hair et al.
2009). Following the two-step approach (Anderson &
Gerbing 1988) we used LISREL 8.80 for both measure-
ment and structural model testing.

3.2.2.1. Assumptions

The assumptions were evaluated through SPSS and
LISREL. The dataset contains responses from 160 com-
panies. There were no missing data and no univariate
outliers. Considering that the hypothesized model has
only four constructs, each with at least three indica-
tors, this sample size is just adequate for the model
estimation (Hair et al. 2009).

Since we dealt with ordinal data both univariate
and multivariate normality were violated. All variables
showed a moderate non-normality (skew < 2, kurtosis
< 7) except variable Y, (skew > 2). Thus, in accordance
with the recommendation for dealing with non-nor-
mal and ordinal data (Finney & DiStefano 2006), the
Satorra-Bentler scaling method for y? and standard er-
rors is used for model estimation.

Table 2. Means, Standard Deviations and Covariance between Model Variables

Variable Mean S.D. 1 2 3 4 5 6 7
1 Ownership Structure 2.19 0.88 0.77
2 Age 1.13 1.07 -0.44 1.14
3 Industry Dynamics 1.17 0.56 0.13 -0.10 0.32
4 Export Scope 0.12 1.13 -0.18 0.20 -0.27 1.27
5 Mgmt. Heterogeneity 2.74 1.96 -0.18 0.10 0.04 -0.17 3.85
6 Managerial Skills Impr. 0.63 1.29 0.08 0.03 -0.02 0.05 0.44 1.67
7 Expert Foundation 1.76 2.27 0.09 -0.04 0.15 0.02 0.38 0.80 5.14
8 Education System 2.21 2.77 -0.06 -0.45 -0.09 -0.04 0.94 1.73 1.77
9 New Processes 1.59 1.34 0.06 -0.20 -0.04 -0.13 0.10 0.49 0.33
10  New Products/Services 1.92 1.54 0.00 -0.06 0.00 -0.01 0.43 0.49 0.52
11 Organizational Changes 1.23 1.82 0.13 -0.22 -0.09 -0.11 0.49 0.83 0.69
12 Process -3.19 3.00 1.02 0.01 -0.22 0.13 -0.23 0.62 0.53
13 Strategy & Performance -0.90 1.07 0.41 -0.28 0.08 -0.12 0.20 0.47 0.30
14 Customer & Information -1.08 1.22 0.29 -0.33 0.14 0.05 0.14 0.39 0.77
15  People & Structures -0.87 1.00 0.25 -0.30 0.04 -0.01 -0.02 0.44 0.67

Table 2. Means, Standard Deviations and Covariance between Model Variables (Cont'd)

Variable 8 9 10 11 12 13 14 15
8 Education System 7.66
9 New Processes 1.26 1.80
10  New Products/Services 0.85 1.49 237
11 Organizational Changes 1.50 1.32 1.05 3.32
12 Process 1.71 0.39 0.16 1.47 9.01
13 Strategy & Performance 0.82 0.40 0.52 0.59 1.70 1.14
14 Customer & Information 1.29 0.62 0.64 0.46 1.56 0.78 1.48
15  People & Structures 0.88 0.48 0.35 0.55 1.64 0.78 0.80 1.00
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3.2.2.2. Measurement Model

Measurement model fitting is examined through
several absolute, incremental and parsimony good-
ness-of-fit indices (Table 3). All these fit indices sug-
gest an acceptable fit for the measurement model.

Construct validity is assessed through convergent
validity, discriminant validity and nomological valid-
ity. All factor loading estimates are in the expected di-
rection and all are statistically significant as required
for convergent validity.

Table 3 displays the standardized factor loadings
for the measurement model. It could be seen from
Table 3 that factors F, and F, have loadings that fall
well below the cutoff value - 0.5 and preferably 0.7

(Hair et al. 2009), what makes them candidates for re-
moval from the model. Consequently, the estimates
of the average variance extracted (AVE) for above list-
ed factors are below the preferable value of 0.5, but
above the cutoff value of 0.25. In addition, the con-
struct reliability (CR) estimates are all almost 0.6 (cut-
off value) or higher (Hair et al. 2009). Combining these
results with the fact that the overall model fits well we
proceed with our modeling being aware of this limita-
tion but giving more weight to the theoretical argu-
ments over statistical tests.

All AVE estimates for the model’s constructs are
greater than the squared inter-construct correlations
(Table 4), which indicates that there are no problems
with discriminant validity. Moreover, there are no

Table 3. Standardized Factor Loadings, Average Variance Extracted, Reliability Estimates

F

1

F F F

2 3 4

0.85™
-0.55™

034"
-0.25°

(“Ownership Structure”) -

(“Age”)

(“Industry Dynamics”)

(“"Export Scope”)
(“Management Heterogeneity”)
(“Managerial Skills Improvement”)
(“Expert Foundation")

(“Education System”)

(“New Processes

(“New Products/Services
(“Organizational Changes

)
)
)
(“Process”)
)
)
)

4
6

”

”

8

17

1
2
3
5
7
1

”

2
g 3
4

(“Strategy & Performance”) - Y,
(“Customer & Information
(“People & Structures
Average Variance Extracted (AVE

”

6

”

X
X
X
X
X
X
X
X
Y
Y
Y
Y
Y
Y
Y

30.1%
0.58

0.22°
0.68 ™
0.40 ™
0.72™

0.95™

0.75™

0.57 ™
0.61™
0.84™
0.74™
0.87 ™
59.6%
0.79

29.7%
0.59

59.7%
0.81

7
)
Construct Reliability (CR)
Goodness-of-Fit Indices (GoF)

x> =78.739 (df = 84, p = 0.642)

RMSEA = 0.0; 90% Cl of RMSEA = 0.0 - 0.0378
SRMR = 0.0746; CFl = 1; PNFI = 0.746

*:

" — significant at 0.001; " - significant at 0.05

Table 4. Average Variance Extracted (AVE) and Squared Inter-construct Correlations (Cl?j

Construct F, F, F, F,
F Ct) 1.000
1 min{AVE(F,), AVE(F)} %
. C3, 0.002 1.000
2 min{AVE(F,), AVE(F)} 0.297 %
c C3, 0.007 0.214 1.000
3 min{AVE(F,), AVE(F)} 0.301 0.297 %
. Ci 0.241 0.292 0.170 1.000
4 mIn{AVE(F,), AVE(F)} 0.301 0.297 0.596 %
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cross-loadings among either indicators or error terms,
so these results tell us that discriminant validity is pro-
vided as well. Nomological validity is supported by the
fact that all of the correlations between the constructs
are positive just as was predicted, and all but two in-
ter-construct correlations are statistically significant.

3.2.2.3. Structural Model

The second stage in this two-step approach is
structural model testing, which consists of structural
model specification and assessment of structural
model validity. Model specification, which implies
proposing hypotheses and establishing structural re-
lationships, was described above. It is visually present-
ed by the structural diagram in Figure 2. Structural
model validity assumes an assessment of the overall
model fit and the examination of model diagnostics
(Hair et al. 2009).

Structural model fitting is examined through the
same goodness-of-fit indices as for the measurement
model (Table 5). All these fit indices suggest that the
structural model provides a very good overall fit as
well.

The final step in structural model validation is the
examination of structural path estimates (Table 5). It
could be seen that all but one of the structural path
estimates are statistically significant and in the pre-
dicted direction. The path between factors F, and F, is
in the expected direction, but its t-value is below the
critical level for a Type | error of 0.05, hence it is not
supported. On the other hand, given that three of four
estimates are in compliance with the proposed hypothe-
ses, these results provide strong support for our theoreti-
cal model.

The chi-square difference  between the
structural and the measurement model s
A x?=0.56 with one degree of freedom (p > 0.05). The

Table 5. Structural Path Estimates

insignificant chi-square difference indicates that the
model fit could not be improved by estimating anoth-
er structural path.

For both the measurement and structural model
there was only one standardized residual greater than
|4.0] and modification indices point only to the addi-
tion of covariance between the error terms of indica-
tors. Thus, we have concluded that there is no need for
further model modification.

4. DISCUSSION

This study provides a deeper understanding of
management innovation processes under the condi-
tions of the market environment in the Federation of
Bosnia and Herzegovina.

During the model design phase we found out
that virtually all theoretical propositions apply to the
economic and market circumstances of the F B&H.
However, our research also showed a notable diver-
gence in opinions related to the applicability of man-
agement theories and practices to the same market.
Such a somewhat contradictory stand is typical for the
turbulent environment of the F B&H. We strongly be-
lieve that this case clearly illustrates the reality of life
in the F B&H, which only contributes to model validity.
Strong support for most of the proposed hypotheses
goes in favor of that assertion.

The results obtained by testing the measurement
model, as well as the structural model (Figure 2), in-
dicate an excellent fit between the theoretical model
and the real world represented by the data sample.
All observed goodness-of-fit indices (Table 3) con-
firm that the model imposed covariance matrix ()
is similar to the data sample covariance matrix (S).
Such results from SEM analysis point to overall em-
pirical model validity (the measurement validity of all

Unstandardized Standardized
Structural Standard
Relationship Parameter Error t-value Parameter
Estimate Estimate
H1:F1aF4 0.54 0.21 2.65 0.45"
H2: F3aF4 0.13 0.09 1.48 0.18
H3: F2aF4 0.45 0.14 3.26 0.44"
H4: F2aF3 0.68 0.17 3.98 0.46™
Cov(F1,F2) 0.04 0.09 0.40 %

Goodness-of-Fit Indices (GoF)

X2 = 79.295 (df = 85, p = 0.654)

RMSEA = 0.0; 90% Cl of RMSEA = 0.0 - 0.0371
SRMR = 0.0754; CFl = 1; PNFI = 0.755

*

™ - significant at 0.001; ™ - significant at 0.01
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proposed constructs).

The most important part of SEM analysis, the mod-
el's structural path analysis (Table 5), has revealed that
three out of the four proposed hypotheses are con-
firmed (paths estimates are statistically significant at
least with p <0.01), which results from an inter-con-
structs direct effects analysis. Consequently, the fol-
lowing can be asserted:

1. The context in which companies operate has a
direct and positive effect on management inno-
vation, which supports our first hypothesis. This
finding is in accordance with previous studies (Mol
& Birkinshaw 2009a, 2009b). Furthermore, we en-
riched the model with a few other contextual at-
tributes — ownership, age and industry dynamics.

2. The overall management proficiency, and not only
top-management team traits (Camelo-Ordaz et
al. 2006), as well as high levels of knowledge and
knowledge gathering, not only about manage-
ment but in general, are conducive to management
innovation. This finding is in line with previous re-
search (Kunz & Linder 2011; Vaccaro et al. 2009) and
it supports our third hypothesis.

3. The level of structural and production innovation is
predicted with the overall management proficien-
cy, which supports the last hypothesis of this study.

4. Even though we found that a positive relation ex-
ists between management innovation and produc-
tion and structural innovation, that relation was
statistically insignificant. Thus, our analysis did not
support the second research hypothesis.

The coefficient of determination (R?) for the
Management Innovation factor has a value of 0.53,
meaning that the model explains 53% of the variance
of this factor. Such a fairly large effect points to signifi-
cant model explanatory value.

The strong support for the proposed hypotheses
suggests that the context in which the company op-
erates and especially the company’s managerial pro-
ficiency determine its aptitude for management in-
novation. At the same time, we found that there is no
significant relation between management innovation
and the technological innovativeness of companies,
which is a rather interesting and unexpected finding.

Even though the main intent of this study is only to
propose and test the theoretical model of innovation
management, which would then be used as a basis for
future research on the management innovation phe-
nomenon, some further suggestions could be drawn
based on the results of the study.

Building on the argumentation that management
innovation is crucial to business success, the pro-
posed management innovation model could help
both academics and practitioners of management

to comprehend some very important aspects of the
management innovation implementation process,
in order to increase the odds of long-term business
thrive.

More specifically, a successful validation of the pro-
posed theoretical model provides important insights
about how and which factors affect the companies’
readiness to introduce innovative management struc-
tures, processes and practices. Investing time, effort
and money in managerial capacity building on every
management level within the organization, and fos-
tering professional diversity among managers will sig-
nificantly increase not only management innovation
capability but the overall organizations’ innovation
potential.

Naturally, given the fact that management innova-
tion is the most neglected type of innovation, the nec-
essary condition for such an outcome is a radical be-
havioral change, meaning that academics, as well as
top managers, should embrace management innova-
tion as one of the most potent sources of long-lasting
organizational competitive advantage.

5. FUTURE RESEARCH

In addition to the findings and insights resulting
from model testing, we have also initiated research
activities about management innovation within im-
mature and underdeveloped markets. We designed
a theoretical model of management innovation that
can be applied in any economic context. What is more
important, our model can be used as a basis for fur-
ther development and improvement of the under-
standing of the management innovation concept.
While most of studies about management innovation
focus on why and how management innovations hap-
pen (Birkinshaw et al. 2005; Hamel 2006), we have fo-
cused our efforts on describing just what constitutes
the management innovation phenomenon within the
world of business.

In addition, this research and its results contribute
to the body of knowledge related to management in-
novation by designing an applicable model with cor-
responding constructs and individual indicator items,
i.e. by designing measurement scales and types that
could be used for future research.

However, there are a few different limitations that
apply to this research. First, we focused only on man-
agement innovations that are new to the company, so
the study focuses on only one aspect of management
innovation. Second, in order to keep the model sim-
ple we have used only a limited set of observed vari-
ables and, as a consequence, a smaller portion of the
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constructs’ variance was explained. Future research
could seek to improve the measures we used in our
model to enhance construct validity.

Finally, we ran our analysis on single sample whose
size is just adequate for a model of this size and com-
plexity. Thus, we could not do any validation of the
model. Other studies may further improve the model
and test its validity by applying it to different data.

6. CONCLUSION

In this study we wanted to explore the applicability
of management innovation theory on the company
level in the conditions of immature and underdevel-
oped markets. Therefore, relying strongly on the ex-
isting knowledge base we focused our efforts on the
design of a theoretical model of management innova-
tion and its subsequent adaptation to the market con-
ditions of the F B&H.

The study showed that all existing theoretical
propositions apply to the economic and market cir-
cumstances of the F B&H. In addition, our analysis has
shown that all but one of the proposed hypotheses
are supported, and that the theoretical model de-
signed for management innovation is valid and appli-
cable to the market conditions of the F B&H.

The coming period will definitely pose new and
unprecedented business challenges to all contempo-
rary companies. In order to properly address those
challenges, companies will have to invent or to ac-
quire new management models, which can be built
only through a series of successful management inno-
vations. Thus, the phenomenon of management inno-
vation will become more and more important both for
the practitioners of management and management
scholars.
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