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 Many studies have focused on direct link between HRM practices and organizational performance. There 
is a strong relationship between these two variables that driven further research to identify the mechanism 
through which such relationship exists. Following resource-based view (RBV), the aim of this research 
was to investigate the indirect effect of organizational innovation on HRM practices-performance link-
age. Data was collected from owners/managers of manufacturing SMEs in West Malaysia. 331 (60.5%) 
distributed questionnaires were received and analyzed through PLS-SEM. Out of six hypotheses on me-
diation, only one hypothesis was rejected. The findings strongly supported the RBV theory when organ-
izational innovation significantly mediated the relationship. These results clearly indicate that organiza-
tional innovation plays an intermediate role between HRM practices (i.e. communication and information 
sharing, compensation, selection, performance appraisal, and training and development) and organiza-
tional performance of SMEs. 
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1. Introduction 
 
Malaysian SMEs are facing new challenges and opportunities in existing environment, resulting from economic and financial 
crises, rapid changes in global businesses, and continued pressure of liberalization. To effectively deal with them and to 
remain competitive, SMEs require a new approach by fundamentally shifting from being low cost providers to high value 
business enterprises. Therefore, in July 2012, a ‘game changer’ SME Masterplan 2012-2020 was introduced, which directed 
new gateways for development of SMEs in every sector until 2020. SMEs need to analyse various issues to transform them-
selves in implementing higher value-adding activities and adopting industry’s prime business operations. SMEs should enrich 
their organizational resources and capacities to enhance their innovativeness, competitiveness, and technological strength. 
Unfortunately, empirical studies on the SME’s resources and capacities-performance linkage are less than encouraging, par-
ticularly in Malaysia. Therefore, more empirical research is required to overcome this gap. Since organizational elements have 
almost double impact on OP as compared to economic elements (Hansen & Wernerfelt, 1989; Tvorik & McGivern, 1997; 
Wood, 2006), there is a need to further study the former. Hence, following the resource-based view (RBV) (Barney, 1991; 
Barney & Wright, 1998; Wernerfelt, 1984), this study focused on investigating the link between HRM practices, organiza-
tional innovation, and OP. 
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2. Literature Review 
 

2.1 Performance, Organizational Innovation and HRM Practices 
 
Although SME Masterplan 2012-2020 labelled OI as the important factor in affecting the Malaysian SMEs’ performance and 
productivity (NSDC, 2012a). Still, Malaysian firms’ innovation level was far less than the economically advance countries 
and was equivalent or better than the economically developing countries (NSDC, 2012b). Most of the SMEs are still not 
taking interest, irrespective of the fact that government was emphasizing on implementing the national innovation system. 
Probably because mostly SMEs lack able management, skilled employees, time, and investment to facilitate product innova-
tion through a better research and development system. They also perceive new technology as a cost increment rather than 
future investment, resulting in SMEs’ insufficient technological commitment (NSDC, 2012b). Hence, to resolve these issues, 
SMEs’ owners or managers should opt for competitive edge of innovation to be successful and to compete with pre-established 
big companies (Rosenbusch et al., 2011; Zakaria et al., 2016).  
 
Human capital development is also critical to the success of any business. Human resources such as employees’ knowledge, 
proficiencies, capabilities, behaviours, and interactional skills are important for any organization. Because these resources 
serve as strategic resources of any organization, and can affect their performance (Osman et al., 2011a). Unfortunately, Ma-
laysian SMEs’ labour productivity is quite less in comparison of large companies. As per statistics of 2011, SMEs’ estimated 
mean productivity was RM 50,498 per employee as compared to large firms’ mean productivity of RM 140,691. It was majorly 
associated with considerable hiring of unskilled workforce by SMEs, specifically in labour-intensive firms in every economic 
sector (NSDC, 2012a). As reflected by World Bank surveys (NSDC, 2012b), the absence of sufficient skilled employees is 
the main problem for SMEs’ operations and growth, especially in Malaysia. To ensure the SMEs’ success, owners/managers 
must retrain and upgrade their employees’ skills to enhance competitiveness and productivity. However, such employee de-
velopment requires implementation of appropriate HRM practices. 
 
Because of the value of HRM practices in corporate operations and success (Abdullah et al., 2009), it should be investigated 
that how HRM practices can facilitate companies to achieve success and higher performance. Previous literature explicitly 
indicates that HRM practices can affect OP, but not much is identified about what could go between these two variables 
(Becker et al., 1997; Wang, 2008). Because mere investigation of the direct relationship of HRM practices with OP, yielded 
only limited comprehension of their relationship (Theriou & Chatzoglou, 2008; Wiklund & Shepherd, 2005; Zakaria et al., 
2017) particularly in the SMEs’ context. Hence, the researcher wished to investigate the mechanism by which HRM practices 
(Becker et al., 1997; Zakaria et al., 2017) affect OP. 
 
2.2 Literature Gaps 
 
Western researchers have discovered that HRM practices increase OP (e.g. Collins & Clark, 2003; Lepak & Snell, 2002; 
Panayotopoulou et al., 2003; Stavrou-Costea, 2005; Uysal, 2008; Way, 2002; Youndt et al., 1996). However, many researcher 
works are still needed in the future so that previous findings can be further strengthened and validated (Arthur & Boyles, 
2007; Cardon & Stevens, 2004; Fleetwood & Hesketh, 2006; Way, 2002), especially given that the majority of studies revealed 
different findings across countries, implying that different cultures (Bjorkman et al., 2007; Foley, Ngo, & Loi, 2012; Rowley 
et al., 2004) and size of the organization (Heneman et al., 2000; Hornsby & Kuratko, 2003) may be at play. 
 
While HRM-performance links study was carried out in various eastern countries like China, Taiwan, Korea, Vietnam, Thai-
land, India, Russia and Israel, they tend to focus on large organizations, and only few studied the linkage in SMEs (Heneman 
et al., 2000; Hornsby & Kuratko, 2003). Because HRM researchers neglected SMEs for quite a long time in this perspective 
(Tansky & Heneman, 2003). In their in-depth qualitative study on the HRM practices issues that challenge the SMEs’ creation 
and growth, Heneman et al. (2000) found that only 129 of 403 research papers clearly addressed the issues of HRM in SMEs. 
Out of 129 papers, only 17 tested specific hypotheses and signified future research opportunities on HRM practices in SMEs. 
Literature also indicated that relatively lesser HR practices are used in smaller firms as compared to larger firms. Moreover, 
SMEs also handle HRM practices in an informal manner (De Kok & Uhlaner, 2001), because of their restricted resources in 
HR experts, finance, and time, (Klaas et al., 2000). Likewise, research on HRM-performance links in Malaysia also appear to 
share the same pattern. As they mainly studied large organizations (e.g. Osman et al., 2011b; Othman, 2009; Zakaria et al., 
2018). Due to limited studies on HRM-performance link in SMEs, it is necessary that more studies should be carried out to 
strengthen HRM theories that focus on organizational size and structure (Heneman et al., 2000). Because applicability of 
existing theories on SMEs is unclear, whether its agency theory, behavioural theory, institutional theory, or resource depend-
ence theory (Subramaniam et al., 2011). As these theories were mostly developed in the context of larger organizations. This 
view was supported by Cardon and Stevens (2004) and Chandrakumara (2013), who concluded that there is limited compre-
hension of HRM significance in SMEs. 
 
In Malaysia, recent studies have emerged on the importance of HRM in organizational success (Abdullah et al., 2009). To 
quote some, Ismail (2006) analyzed the relationship of human capital achievement with growth of SMEs’ labour productivity. 
Hamid et al. (2006) identified that SMEs generally have lesser comprehension of various management practices. Jamaludin 



N. Zakaria et al. / Management Science Letters 11 (2021) 1113

and Hasun (2007) studied the importance of training staff to enhance SMEs’ performance. Osman et al. (2011a) examined the 
inclusion level of HRM practices in Malaysian service sector SMEs. The increased studies on HRM practices in context of 
Malaysian SMEs may reflect its recognition by government on the critical role of such practices in achieving Vision 2020 
(Abdullah et al., 2009; Zakaria et al., 2018). However, according to Hassan (2010), SMEs still have limited use and adoption 
of HRM practices compared to multinational companies in Malaysia. Even though these practices are vital for SMEs long-
term survival. Small organizations lack the motivation to compete. Thus, the SMEs need the HRM practices to motivate, 
attract, and train their employees for their business survival (Omar et al., 2009). 
 
Despite the fact that HRM studies on Malaysian SMEs are increasing, the HRM field is still at the stage of infancy in this 
context (Subramaniam et al., 2011; Zakaria et al., 2017). Chandrakumara (2013) also stated that practices, behaviours, and 
outcomes related to HR are under comprehended in smaller firms. Heneman et al., (2000) suggested “SMEs may be an excel-
lent place to study synergistic human resource management practices” (p. 22). Given these identified gaps, a study on HRM-
performance linkage in Malaysian SMEs was justified.    
 
Many scholars also engaged on the direct and strong association between HRM practices and OP. The strong relationship has 
driven further research to identify the mechanism through which such relationship exists. Organizational theory researchers 
tend to agree that OI increase OP. Nonetheless, what predicts OI and how these predictors can affect OP through OI, needs 
much clearer investigation, specifically in SMEs (Lin et al., 2008; Zakaria et al., 2017). More specifically, previous studies 
indicate the significance of HRM practices in achieving competitive advantage, but few studies focused on how HRM prac-
tices enhance OI and subsequently OP. 
 
Based on the literature gap discussed above, the relationships were hypothesized based on resource-based view. This view 
offers that firms can enhance their performance as compared to their competitors, through successful utilization of their re-
sources and capabilities. Figure 1 explains the study’s model and hypothesizes OI significantly mediates the relationship 
between owners/managers’ perceptions about HRM practices and performance of that particular SME.  
 

 
Fig. 1. Research Model of the study 

 
2.3 Organizational Innovation as a mediator 

 
Although the positive influence of HRM practices on OP has been proved, still, causality direction and the characteristics of 
prediction is a highlighted debate among strategic HRM experts. For instances, Wright et al., (2005) noted the inconsistent 
relationship between organization’s HRM practices and effectiveness. Actually, the relationship between these two is proba-
bly more complicated (Wall & Wood, 2005). Because the primary mechanism explaining how HRM practices influence OP 
is not yet theoretically or empirically established. Mayson and Barrett (2006), Messersmith et al. (2011), Takeuchi et al. 
(2007), Wall and Wood (2005), and Wright et al. (2005) observed the mediation between HRM practices and OP. So, OI was 
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identified as a potential intervening variable between HRM practices and OP, in this research (Farouk et al., 2016; Jiang et 
al., 2013; Zhou et al., 2013; Zakaria et al., 2017). Furthermore, HRM practices in SMEs tend be informal and limited (De 
Kok & Uhlaner, 2001). So, in the context of SMEs, other variables need to be incorporated to explain OP. 

 
Based on existing research, this study considered OI as an interevner between the relationship of HRM practices and OP. A 
mediator is introduced to stimulate better outcomes. Fundamentally, a mediator is used to extend the effect of the predictor-
criterion relationship, and the mediator is best used whenever a strong predictor-criterion variable relationship exists (Baron 
& Kenny, 1986). Previous studies show that OI is a strong intermediate indicator of an organization's success (Al-Hakim & 
Hassan, 2013; Keizer et al., 2002; Mafabi et al., 2015).  
 
In a study on retailers, market driving was identified as a powerful predictor of retailer’s performance and OI, and an intervener 
between strategic inclination and retailer’s performance (Medina & Rufin, 2009). Han et al. (1998) also studied the mediation 
of OI between the relationship of market inclination and bank’s performance. They found that two components of OI (admin-
istrative and technical) can aid in identification of empirical conventions or reconciliation of differences between the relation-
ship of market inclination and bank’s performance. OI also plays a role to mediate the link between environmental and or-
ganizational variables towards financial performance (Vincent et al., 2004). They identified that it can significantly accelerate 
the relationship between selected variables. These results indicate that organizational resources are not enough to achieve 
superior performance. Moreover, OI is still evolving and can serve organizations in addressing the current dynamism in their 
environment (Vincent et al., 2004). 

 
Several researchers have examined a number predictors of OI and one of them is HRM practices, which were found to be 
crucial in accelerating OI activities and performance (Child, 1972; Diaz-Fernandez et al., 2015; Fu et al., 2015; Prieto & 
Pe´rez-Santana, 2014; Zakaria et al., 2017; Zhou et al., 2013). The competitive environment requires that a firm is proactive 
in its HRM practices to create new ideas and inventions (Jimenez-Jimenez & Sanz-Valle, 2008; Shipton et al., 2005). Effective 
management of human capital can aid in attracting, motivating, developing, and retaining the employees to attain better per-
formance (Jackson & Schuler, 1995). Therefore, Kok and Hartog (2006) suggested OI as a mediator between HRM practices 
and OP. Provided these limitations in the previous literature, this research investigated that how HRM practices implementa-
tion can affect OP, in presence of OI as a mediator. To attain this goal, following research hypotheses were proposed: 

 
H1: Communication and information sharing practice has a positive link with SMEs performance through or-

ganizational innovation. 
H2: Compensation practice has a positive link with SMEs performance through organizational innovation. 
H3: Job design practice has a positive link with SMEs performance through organizational innovation. 
H4: Performance appraisal practice has a positive link with SMEs performance through organizational innova-

tion. 
H5: Selection practice has a positive link with SMEs performance through organizational innovation. 
H6: Training and development practice has a positive link with SMEs performance through organizational in-

novation. 
 

3. Research Method 
 
3.1 Sampling Design 
 
This was a correlational, cross-sectional, and non-contrived study. As the data on all variables were collected in a single time 
frame, with minimal intervention in respondents’ work. Data was further collected through self-administered questionnaires. 
 
3.2 Population and Sample Size  
 
The study’s population were all manufacturing-sector SMEs operating in Peninsular Malaysia’s west coast registered with 
SME Corp. Malaysia between 2004/05 and 2012. Due to high SME concentration, the peninsular's west coast was chosen. Of 
the 4,591 total SMEs registered in Peninsular Malaysia, 4,303 (>90%) are in the west coast. The population size considered 
for this study was 4,303 firms. Data collection using a survey method. The data was collected from manufacturing SMEs in 
West Malaysia (Kedah, Selangor, Penang, Johor, and Wilayah Persekutuan). Manufacturing SMEs related to; manufacturing, 
manufacturing services, and agricultural enterprises, and having 5 to 150 full-time employees, constituted the sample. Com-
panies were shortlisted from the SME Corp. Directory (SME Corp. Malaysia, 2012). The manufacturing sector was selected 
because their mean output was quite better than other sectors (NSDC, 2012b). Out of 531 distributed questionnaires, 321 
(60.5%) usable questionnaires were returned. Firms were the unit of analysis in this research and were represented by the 
owners/managers of SMEs as the top management of those firms. They were selected as respondents because previous studies 
found that the owner or top management of SMEs have primary responsibility of taking firm’s decisions and establishing 
strategic orientation of any organization (Abdullah, Mei, Shamsuddin & Wahab, 2014; Ahmad, Wilson, & Kummerow, 2011; 
Ahmad, Ramayah, Wilson & Kummerowidth, 2010).   
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3.3 Instrument Development  
 
OP was a second-order formative construct (Ahmad et al., 2010; Ahmad et al., 2011; Gholami et al., 2013; Rai at al., 2006) 
which was adapted from Ahmad et al. (2011), comprising of (a) financial performance, (b) non-financial performance, (c) 
comparative performance, and (d) organizational growth. Satisfaction of respondents with financial and non-financial perfor-
mance of their businesses was assessed on a five-point Likert scale. The scale ranged from “not at all satisfied” to “very 
satisfied”. Additionally, respondents must compare their business performance with their major competitors over the past 1 
year, on a five-point Likert scale ranging from “significantly lower” to “significantly higher”. Respondents were also re-
quested to employ a five-point Likert scale, ranging from “decreasing” to “increasing significantly" for their firm’s business 
growth over the last year. In line with the report of Ahmad et al. (2011), all dimensions of OP exhibited strong internal 
consistency >0.8 and composite reliability >0.7 in this research as well. These values verified the reliability of this construct’s 
dimensionality. 
 
Meanwhile, only six HRM practices that were relevant to the Malaysian SMEs have been selected including selection, job 
design, communication and information sharing, performance appraisal, compensation, and training and development (Za-
karia et al., 2018). The Cronbach’s alpha coefficient of these practices was 0.90 (Takeuchi et al., 2007). The six HRM practices 
were measured on a five-point Likert scale ranging from "strongly disagree" to "strongly agree". OI was perceived as a unique 
construct in this research. A second-order factor analysis by Jimenez-Jimenez and Sanz-Valle (2008) indicated that OI could 
be modelled as a three dimensional higher-order construct. Hence, OI was measured through three kinds of innovation; prod-
uct innovation, managerial innovation, and process innovation (Che-Ha and Mohd-Said, 2008; 2012). Respondents had to 
indicate their level of agreement or disagreement on a six-point forced choice scale, ranging from "strongly disagree" to 
“strongly agree”.  
 
3.4 Data Analysis 
 
Data was analyzed through Smart PLS 3.0 (Ringle et al., 2014), and measurement model and structural models were assessed. 
Measurement model was assessed to check the reliability and validity of constructs through composite reliability (CR), aver-
age variance extracted (AVE), and discriminant validity. All factor loadings were higher than the suggested cut off value of 
0.5. It indicates the construct captured over half of the observed variable variance. The CR values were higher than the sug-
gested cut off value of 0.7 (Hair et al., 2010). Hence, internal consistency reliability of all constructs was good. The AVE 
values were more than the recommended cut off value of 0.5 indicated the construct also captured over half of the variable 
variance. Table 1 provides summary of measurement model results of this study. parameter estimates and statistical signifi-
cance of all constructs in results show that they were measured through valid instruments (Chow & Chan, 2008). Hence, 
convergent validity of all constructs in this model was established. Table 2 indicate that the measurement model displayed 
sufficient discriminant validity as well, as square root of AVE of each construct was larger than its correlation with any other 
variable. 
 
OP was modelled as a second-order formative construct in this study. Hence it was assessed through weight significance, 
multi-collinearity, and correlation of indicators with the latent constructs. All stated paths coefficients between constructs 
were significant. The weight value indicates the relative importance of latent constructs formation. Therefore, to identify their 
relative contribution, correlation between indicators and their latent construct was tested. Findings indicate all items exhibited 
significant weights and were well associated with their latent constructs. Lastly, multi-collinearity was assessed through var-
iance inflation factor (VIF). Experts suggest that VIF value must be less than 5 (Hair et al., 2014). Results demonstrate that 
VIF value of all item was less than 5, suggesting no issue of multi-collinearity among OP constructs (Luk et al., 2008; Moreno 
& Casillas, 2008). Hence, Table 1 shows all OP indicators were taken for analysis. 
 
Table 1 
Measurement Model 

First Order Constructs Second Order Constructs Scale Items Loadings/ Weights AVE CR 
Business   Reflective OPBG1 0.926 0.868 0.952 
Growth  

 
OPBG2 0.945 

  

(OPBG)     OPBG3 0.925   
Performance Reflective OPRC1 0.856 0.674 0.912 
Relative to 

 
OPRC2 0.805   

Competitor 
 

OPRC3 0.856 
 

 
(OPRC)  

 
OPRC4 0.8 

 
 

      OPRC5 0.785   
Satisfaction Reflective OPSF1 0.847 0.66 0.906 
Financial   

OPSF2 0.881   
Performance 

 
OPSF3 0.824   

(OPSF)   
OPSF4 0.779   

      OPSF5 0.722   
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Table 1 
Measurement Model (Continued) 

First Order Constructs Second Order Constructs Scale Items Loadings/ Weights AVE CR 
Satisfaction Reflective OPSNF1 0.721 0.578 0.891 
Nonfinancial  OPSNF2 0.838   
Performance  OPSNF3 0.747 

 
 

(OPSNF)   OPSNF4 0.691 
 

    OPSNF5 0.792 
 

 
      OPSNF6 0.763   
 Organizational Formative OPBG 0.239 2.072 20.975 
 Performance OPRC 0.349 2.735 25.593 
 (OP)  OPSF 0.346 2.842 30.799 
      OPSNF 0.268 1.36 18.623 
Communication Reflective HCIS2 0.841 0.607 0.821 
& Information  HCIS3 0.674   
Sharing (HCIS)   HCIS5 0.819   
Compensation Reflective HCO2 0.57 0.709 0.829 
(HCO)     HCO3 0.987   
Job Design  Reflective  HJD2 0.838 0.603 0.749 
(HJD)     HJD3 0.714   
Performance Reflective  HPA1 0.748 0.502 0.743 
Appraisal    HPA2 0.747   
(HPA)     HPA4 0.743   
Selection (HSE) Reflective HSE3 0.69 0.519 0.762 
   HSE4 0.84   
      HSE5 0.603   
Training (HTR)  HTR1 0.844 0.597 0.814 
   HTR2 0.707   
      HTR4 0.792   
Process  Reflective OIC1 0.884 0.645 0.841 
Innovation   OIC3 0.888   
 (OIC)     OIC4 0.604   
Product  Reflective OID1 0.886 0.657 0.884 
Innovation   OID2 0.772   
(OID)   OID3 0.719   
      OID4 0.856   
Managerial  Reflective OIM2 0.836 0.74 0.895 
Innovation   OIM3 0.862   
 (OIM)     OIM4 0.881   

 Organizational  Reflective OIC 0.873 0.803 0.924 
 Innovation (OI)  OID 0.917   
      OIM 0.897   

 
 
Table 2 
Fornell-Larcker Criterion for Discriminant Validity  

 HCIS HCO HJD HPA HSE HTR OIC OID OIM OPBG OPRC OPSF OPSNF 
HCIS 0.779             
HCO -0.064 0.842            
HJD 0.32 -0.111 0.777           
HPA 0.292 -0.232 0.246 0.709          
HSE 0.541 -0.136 0.339 0.177 0.720         
HTR 0.545 0.004 0.182 0.26 0.515 0.773        
OIC 0.524 0.183 0.157 0.137 0.533 0.434 0.803       
OID 0.566 0.129 0.214 0.262 0.432 0.4 0.702 0.811      
OIM 0.588 0.111 0.16 0.177 0.53 0.524 0.695 0.718 0.860     
OPBG 0.466 0.19 0.093 0.091 0.429 0.389 0.602 0.602 0.644 0.932    
OPRC 0.341 -0.03 0.202 0.181 0.378 0.309 0.432 0.475 0.44 0.683 0.821   
OPSF 0.248 0.05 0.171 0.16 0.308 0.224 0.402 0.501 0.429 0.667 0.763 0.812  
OPSNF 0.207 0.004 0.141 0.252 0.066 0.156 0.187 0.412 0.291 0.326 0.46 0.509 0.760 

Note: bold text in diagonals represent AVE square root 
 
4. Findings 
 
The bootstrapping revealed that all five indirect effects were significant. Further, to confirm the mediation in this study, 95% 
bootstrapped confidence interval (95% Boot CI) was determined as shown in Table 3. Mediation effect was supported, as five 
indirect effects did not straddle a zero in between confidence intervals. Consequently, the results demonstrated that, out of six 
proposed hypotheses, only one hypothesis was rejected. The findings of this study well supported the RBV theory when 
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mediation of OI significantly changed the relationship of five HRM practices with OP. Five HRM practices, namely commu-
nication and information sharing (β=0.284, t=8.412, p<0.01), compensation (β=0.165, t=5.772, p<0.01), performance ap-
praisal (β=0.060, t=2.050, p<0.05), selection (β=0.215, t=5.705, p<0.01), and training and development (β=0.076, t=2.332, 
p<0.05) enhanced performance of SMEs through OI. Only one HRM practice which is job design was not related to OI (β=-
0.034, t=1.021, p<0.05). Table 3 provides detailed results of all paths. 
 
Table 3 
Hypotheses Testing 

       
Bootstrapped Confi-

dence Interval 
(Boot CI) 

 

H Relationship β SE t 5% LL 95% UL Decision 
H1 HCIS → OI→OP 0.284 0.034 8.412** 0.211 0.343 Supported 
H2 HCO → OI→OP 0.165 0.029 5.772** 0.108 0.213 Supported 
H3 HJD → OI→OP -0.034 0.033 1.021 -0.105 0.024 Not Supported 
H4 HPA → OI→OP 0.060 0.029 2.050* 0.004 0.122 Supported 
H5 HSE → OI→OP 0.215 0.038 5.705** 0.145 0.290 Supported 
H6 HTR → OI→OP 0.076 0.032 2.332* 0.009 0.133 Supported 
*p < 0.05; **p < 0.01 - two tailed 
β=Beta Coefficient; t=t Value; SE – Standard Error; LL – Lower Limit; UL – Upper Limit 

 
5. Discussion and Implication 
 
In conclusion, it is crucial to reveal that the present study provides empirical evidences on substantial contribution of HRM 
practices in enhancing SMEs OI. Provided that the majority of literature on the issue reflect the role of the broader HRM 
concept within the context of large firms, this is a useful development. Thus, likewise it is interesting to mention that industry 
experts believe that most of Malaysian SMEs do not emphasize on the development of HRM practices. In fact, they still 
practice traditional HRM practices in a very simple and ad hoc basis. However, this study provides empirical evidences that 
HRM practices, such as; selection, compensation, information sharing, performance appraisal, and training and development 
are important contributors to OI in Malaysian SMEs. In this respect, changes should be encouraged and performed widely in 
approaching HRM practices that have been dismissed thus far by SMEs. This would help SMEs to redefine themselves by 
implementing the new approach of HRM practices that cultivate more innovative activities within the organization. 
 
This study also proved an indirect effect of HRM practices on OP of SMEs through OI. Hence, it can be concluded that in 
SMEs, the probability of HRM practices could not directly affect the performance of the organization. But indirectly affect 
performance by developing capabilities and behaviours that can increase the activity of OI and, ultimately lead to better OP. 
Therefore, results of this research also contribute towards closing the theoretical gap on the primary mechanism that explains 
how HRM practices relate to OP (Mayson & Barrett, 2006; Messersmith et al., 2011; Takeuchi et al., 2007; Wall & Wood, 
2005; Wright et al., 2005). In sum, good HRM practices are required in SMEs to enhance OI for the better OP. These results 
clearly indicate that OI plays an intermediate role between relationship of HRM practices (i.e. selection, performance ap-
praisal, communication, compensation, information sharing, and training and development) and SMEs performance. 
 
This research proposes some suggestions for owners/managers of SMEs on dealing with their organizational capabilities and 
resources to enhance their OP. As OI is a pathway to gain competitive advantage and is important to improve OP of SMEs. 
Hence, special emphasis should be on developing an innovation mongering culture in organizations. For this purpose, the 
owners/managers of Malaysian SMEs are required to realize the value addition capacity of these HRM practices. It is expected 
that the management of SMEs will be stimulated by the empirical findings of this study and will consider focusing on their 
human resources through establishing an HRM system with these practices. Such a system can be established under the men-
toring of any larger organization. 
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