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Abstract— According to the Malaysian Government 

Transformation Programme, transportation is one of 

the national priority areas and plays a significant role 

in the country’s well-being and has contributed much 

to the development and improvement of the 

economic, social, political and cultural conditions of 

the nation. The role and contribution of 

transportation is very important in strategic business 

and it is also one of the key focal points in the 

Eleventh Malaysia Plan for 2016 to 2020. Moving 

forward, while the prospects for Malaysia’s logistics 

industry are positive, there is still much room for 

improvement in terms of business performance. Most 

companies selling or producing goods require 

facilitating agencies such as third-party logistics 

(3PL) providers to assist them in transporting their 

products and services from one destination to another 

until they reach the end customer. Therefore, this 

study focuses on a review of the literature on 

innovation capability and business performance 

among 3PL service providers in Malaysia. This study 

focuses on four attributes of innovation capability: (i) 

service innovation, (ii) process innovation, (iii) 

marketing innovation and (iv) management 

innovation. It contributes to the body of knowledge in 

this field by identifying the significant factors that 

influence innovativeness that will lead to a higher 

level of business performance among 3PL providers 

in Malaysia. Its findings also useful to 3PL 

practitioners and policy-makers, particularly in 

Malaysia and the Asian region.  
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1. Introduction 

Recently, innovation capabilities have come to be 

considered crucial to most companies producing 

and selling goods as these capabilities enable 

companies to build and sustain a competitive 

advantage. Moreover, these capabilities are 

particularly relevant to those firms operating in 

fast-changing market environment where 

innovations or ‘new ideas’ for products and 

services are vital to success. Creativity and 

innovation can be viewed as knowledge-based 

capabilities that may assist a firm in building its 

competencies [1]. The building of innovation 

competencies requires the presence of strong 

mainstream capabilities to ensure that innovation 

activities are accurately aimed at serving market 

needs and organisational goals.  

Malaysia is the world’s 24th largest trading 

nation, which makes the logistics industry a 

linchpin to move up the world trade rankings. 

Therefore, it is critical that the role of logistics is 

understood from the Malaysian trade and 

economics perspectives as the key role that this 

industry plays in the success of the Malaysian 

economy cannot be understated. Yet, many are still 

unaware of the significance of this industry. 

Moving forward, while the prospects for 

Malaysia’s logistics industry are positive, there is 

room to make further improvements, for instance, 

to enable the logistics industry to handle greater 

volumes of freight, to reduce the time taken to 

deliver goods across supply chains and to lower the 

cost of delivery.  

There is also evidence to suggest that by 

leveraging the advantages of the logistics industry, 

Malaysian industrial firms have successfully 

expanded their business into foreign markets and 

increased their profits. However, despite this 

success, there are also cases where industrial firms ______________________________________________________________ 
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have failed to sustain their business. A previous 

study has revealed that one of the common issues 

faced by logistics and supply chain firms in 

Malaysia concerns how to manage inventory, 

which if improperly managed may lead to a loss of 

sales [2]. Also, it is believed that there are other 

issues associated with the capabilities and on 

enhancing business performance of third-party 

logistics (3PL) service providers. Thus, there is a 

need to identify the challenges facing 3PL 

providers correctly by defining which capabilities 

need to be improved in order to enhance overall 

business performance. In fact, many of the issues 

that relate to the relationship between innovation 

capabilities specifically and business performance 

have not been adequately studied either in Malaysia 

or elsewhere.  

In the current highly dynamic and competitive 

business environment, 3PL service providers in 

Malaysia need to be innovative in the services they 

provide in order to improve their performance. An 

accurate assessment of the level of innovativeness 

is vital for firms as it directly relates to their 

capacity to engage in innovation. Innovation 

capability may assist managers to overcome 

business problems and challenges and to thereby 

provide the basis for the survival and success of 

their firm well into the future. Most studies agree 

that innovation contributes to business 

performance. However, only a relatively small 

number of studies have focused on the factors that 

drive innovativeness and how innovativeness may 

influence the effect of other factors in relation to 

improving business performance, an issue that has 

been identified by Reference [3] as one worthy of 

attention. 

This study aims to fill this knowledge gap, 

particularly in regards to the relationship between 

innovation capability and business performance 

among 3PL service providers. In addition, this 

study aims to analyse the literature on resource-

based view (RBV) theory, which is deemed a 

suitable theory to apply to this topic. Moreover, this 

study attempts to review the innovation capabilities 

factors that may contribute to the improvement of 

business performance, particularly among 3PL 

service providers in Malaysia. 

 

 

 

 

 

2. Literature Review 

2.2 Resource-based View Theory 

Resource-based view theory explains how 

organisations achieve and maintain competitive 

advantages by exploiting and utilising their own 

strategic resources and capabilities [4]. Reference 

[5] defines a firm’s resources as all the assets, 

capabilities, organisational processes, firm 

attributes, information and knowledge controlled 

by that firm. The theory proposes that a firm’s 

resources cannot be duplicated or imitated by 

competitors if those resources are rare and valuable 

and that such resources can lead to enhanced 

capabilities. In recent years, logistics service 

providers have grown through a combination of 

organisational expansions, mergers, acquisitions 

and alliances. These activities are all ways in which 

resources can be acquired to achieve growth. 

Resource-based view theory has been employed in 

logistics-related research to assess the contribution 

made by logistics activities to firm performance 

[6]. Thus, resource-based view theory can provide 

a key theoretical foundation upon which logistics 

service providers can base their strategies in order 

to achieve competitive advantage. Specifically, the 

application of resource-based view theory can help 

a firm to exploit opportunities and reduce the effect 

of threats. Therefore, the logistics industry should 

consider devising strategies that lead to competitive 

capabilities by adopting a resource-based view. 

Moreover, Reference [7] believe that resource-

based view theory is an appropriate theory to apply 

to explain competitive advantage in the 3PL 

services industry because resources are distributed 

heterogeneously across different 3PL providers, 

freight operators, forwarders, and 3PL users. 

According to Reference [7], a firm’s resources can 

be categorised into tangible and intangible 

resources. For instance, physical and human 

resources are classed as tangible resources, whereas 

other resources such as trademark and trade name 

are classed intangible. These intangible resources 

in particular give a firm the ability to win new 

contracts and maintain long-term relationships with 

strategic partners, and such resources are hard to 

replace. Therefore, resource-based view theory is a 

suitable theory to employ in the study of the 

innovation capabilities and business performance 

of 3PL service providers in Malaysia. 
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2.3 Innovation Capability 

The intensifying competition that has resulted from 

and is continuing to increase due to the 

globalisation of markets, the evolution of 

technologies and the fluctuating demand for 

logistics has increased the need for 3PL providers 

to devise methods to outperform their competitors. 

According to Reference [8], innovation appears to 

be the only means by which organisations can 

convert change into opportunity and thus succeed. 

Nowadays, transportation and logistics services in 

Malaysia are extremely important, particularly as 

they assist many small and medium-sized 

businesses to strategically channel their products 

into specific markets.  

Innovation can exist in various forms; it can be 

technological [9] or organisational [10], or it can 

involve the creation of new bundles of resources 

[11]. The term ‘innovation capability’ refers to a 

“firm’s capacity to engage in innovation, in terms 

of [the] introduction of new processes, products, or 

ideas in the organisation” [12, pp. 429]. This 

capacity to innovate is among the most important 

factors influencing performance (see e.g., [13], 

[14], [15]). Firms may differ in their innovation 

capabilities as it is difficult for them to copy or 

imitate each other’s resources. Also, firms may be 

specialised in particular technologies or related 

expertise, leading them to pursue different 

innovation activities [16]. 

As innovativeness is generally considered a 

prerequisite for a firm’s success and continued 

survival, a growing number of studies have been 

conducted to determine the drivers of 

innovativeness. These studies has focused primarily 

on the relationships between learning orientation, 

innovativeness and performance [13], [17] and 

[18];  market orientation and innovativeness [19] 

and [20]; organisational learning and organisation 

innovation [21]; innovation capability and 

performance [16] and innovation capability, 

relationship orientation and performance [14]. 

According to Reference [22], innovation 

capabilities can be divided into three sub-

categories: (i) capability to conduct research and 

development for new products, product 

improvements, and quality control; (ii) capability to 

upgrade from semi-automatic machines to fully 

automatic machines; and (iii) capability to redesign 

packaging to meet export standards. Therefore, 

Malaysia needs to leverage these innovation 

capabilities to develop business networks in order 

to enhance export performance.  

This study categorises innovation capabilities 

into four types: service, process, marketing and 

management. Service innovation involves 

manufacturers and service providers undertaking 

various innovation activities to enhance customer 

satisfaction including the provision of after-sales 

services and warranty policies [23]. This type of 

innovation capability can be expressed in terms of 

the new services launched and the rate of 

improvement in the rendering of the services, 

particularly in the logistics industry [24]. Service 

innovation has an influence on a firm’s competitive 

market advantage [25]. On the other hand, process 

innovation involves creating and improving 

delivery and production methods and the adoption 

of new elements into the firm’s delivery and 

production processes [26] and [27]. According to 

Reference [28], this type of innovation may require 

time, resources, capabilities, and knowledge.  

Meanwhile, marketing innovations can be made 

in marketing research, price-setting strategies, 

market segmentation, advertising promotions, 

retailing channels and marketing information 

systems [29]. Reference [30] state that devising 

innovative marketing measures is essential as these 

measures can help firms in any industry to 

transform good ideas, products and services into 

sales revenue and profit. Various factors 

influencing marketing innovation: (i) the demands 

of customers, (ii) intensification of competition, 

(iii) organisational ties and (iv) the characteristics 

of managers and firms [31]. Marketing innovation 

plays an important role in the evolution of 

industries which to transform product and services 

into profit.  

Lastly, Reference [32] and [33] emphasise that 

management innovation may relate to management 

practices, processes, and techniques as well as 

structure, and that the aim of such innovations is to 

achieve competitive advantage. Reference [34] 

have identified six elements that may contribute to 

the development of management innovation, 

particularly among 3PL service providers: (i) ideas 

generation, (ii) innovative ideas selection, (iii) 

innovative ideas implementation, (iv) organisation 

and people, (v) top management commitment and 

(vi) proactive internal and external linkages with 

clients and suppliers [34]. Therefore, for successful 

management innovation, creativity within an 

organisation should be improved by implementing 
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innovative ideas to find more effective ways of 

working that then leads to long-term benefits. 

 

2.4 Business Performance of 3PL 

Service Providers 

Despite the remarkable expansion of the logistics 

industry, the poor performance of logistics services 

providers could be due to the relatively high 

logistics costs, which has greatly constrained the 

competitiveness of the Malaysian economy [35]. 

This situation has put pressure on logistics 

providers to balance the conflicting challenge of 

offering low-cost, high-quality services in order to 

remain competitive in terms of gaining and 

retaining contracts and, at the same time, managing 

complex international and domestic supply chains 

[36]. The Malaysian Ministry of International 

Trade and Industry (MITI) stated that logistics 

firms must pay greater attention to attracting 

quality investments and encouraging existing 

industries to shift from lower value-added products 

and services to reinvesting in higher value-added 

and knowledge-intensive products and services 

[37].   

The business performance metric can be used for 

several purposes: (i) business owners use business 

performance to track the achievement of company 

goals and objectives; (ii) investors use business 

performance to gauge specific financial and 

productivity indicators; (iii) management uses 

business performance to analyse past performance 

and make necessary future adjustments; and (iv) 

employees use business performance to track 

productivity in an effort to meet bonus pay criteria 

[38]. 

All types of stakeholders have long undertaken 

the practice of measuring business performance in 

order to make a range of organisational decisions 

and they reach such decisions based upon 

accumulated data [38]. Over the years, researchers 

have adopted various approaches to conceptualise 

and measure business performance. Reference [39] 

state that performance is a multidimensional 

construct that cannot be adequately reflected in a 

single performance item. This suggests that a 

composite measure of performance would more 

accurately reflect business performance 

improvements as opposed to a single quantitative 

or accounting-related performance measure. 

Reference [40] found that effective supply chains 

contribute directly and indirectly to an increase in 

various performance indicators for clients as well 

as suppliers. In the logistics industry, the delivery 

of a high-quality logistics services will have an 

influence on the performance of 3PL providers 

[14], because logistics service providers must keep 

their clients satisfied by: (i) demonstrating the 

ability to solve problems, (ii) keeping accurate 

records, (iii) delivering services on time, and (iv) 

communicating effectively [41]. These factors can 

increase market share as well as enhance the 

business performance of 3PL providers [42].  

Thus, generally, in this study, the business 

performance of 3PL providers is assessed in terms 

of improvements in market share, profitability, 

sales growth, return on investment and overall 

performance. Furthermore, in this study, business 

performance is also considered as subjective 

assessment. This approach is appropriate because 

managers have been found to be effective in 

making subjective judgements regarding the effect 

of changes on corporate performance [43] and [44]. 

 

3. Conclusion and Further 

Recommendations 

The logistics industry in Malaysia still faces 

numerous challenges and lags behind in terms of 

development and competitive advantage, unlike in 

neighbouring countries such as Singapore, Thailand 

and Vietnam. Malaysian 3PL service providers 

could develop their innovation capabilities to 

enhance their performance. Doing so, may assist 

the managers of industrial firms to overcome a 

number of business problems and challenges in 

particular the relationship orientation between 

supplier and client.  

Due to the high competition in the business 

environment, the logistics industry in Malaysia will 

need to innovate in order to improve performance. 

Therefore, the results of this study may assist 3PL 

service providers in surmounting some key 

business problems and challenges. The results may 

also help to enhance the performance of Malaysian 

3PL service providers. With regards to the review 

conducted by this study, the findings may be of 

relevance to three government policies, namely the 

National Priority Areas; the Eleventh Malaysian 

Plan (11MP); and the Third Industrial Master Plan 

(IMP3). Moreover, these three policy areas have 

the potential to contribute significantly to the 

growth of the Malaysian transportation and 

logistics industry and enable the companies in the 

industry to become more competitive in the 

marketplace. 

Future research studies may wish to examine the 

3PL-client relationship because it is believed that 

innovativeness in this area will lead to improved 

business performance. It is important to provide 

high-quality logistics services through the 

development of client relationships and the 

introduction of innovativeness into processes and 

techniques. It is also recommended that future 

studies consider using quantitative data and 

conducting analyses using structural equation 
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modelling (SEM) in Analysis of Moment 

Structures (AMOS) software to describe the 

relationships between the variables. Besides that, 

future studies may also wish to expand the value of 

the research in this area by comparing results 

between different sectors or geographical areas 

which may reveal ways in which to achieve 

competitive advantage. 
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