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Abstract Small and Medium Enterprises (SMEs) play a 

pivotal role in national economies by contributing to 

employment generation, innovation diffusion, and 

inclusive economic growth. However, SMEs across 

both developed and emerging economies continue to 

face persistent challenges related to resource scarcity, 

managerial capability, innovation capacity, and 

sustainability pressures. In response to these 

challenges, contemporary organizational research 

increasingly emphasizes the strategic importance of 

intangible resources, particularly intellectual capital 

and human capital, as fundamental drivers of 

innovation and long-term organizational performance. 

This study develops and elaborates a comprehensive 

conceptual and empirical framework that examines 

the relationships among intellectual capital, human 

capital development, innovation generation and 

adoption, and sustainable performance within SMEs. 

Drawing strictly upon established theoretical 

perspectives and empirical evidence from prior 

studies, particularly within the intellectual capital, 

human capital theory, and SME performance 

literature, the article provides an integrative and 

deeply elaborated analysis of how intangible assets 

function as critical enablers of competitiveness in 

SMEs. 

The article is grounded in intellectual capital theory, 

 



European International Journal of Multidisciplinary Research 
and Management Studies 

68 https://eipublication.com/index.php/eijmrms 

European International Journal of Multidisciplinary Research and Management Studies 
 

 

human capital theory, and organizational growth 

models, and synthesizes insights from empirical 

studies conducted across diverse regional contexts, 

including Southeast Asia, the Middle East, and 

emerging economies. Intellectual capital is 

conceptualized as a multidimensional construct 

encompassing human capital, structural capital, and 

relational capital, each of which contributes uniquely 

and interactively to innovation capability and 

organizational outcomes. Human capital 

development, facilitated through structured human 

resource development practices, organizational 

learning, and continuous skill enhancement, is 

positioned as a central mechanism through which 

intellectual capital is accumulated and leveraged 

within SMEs. 

Methodologically, the study adopts a rigorous 

quantitative research design based on structural 

equation modeling principles, particularly partial 

least squares structural equation modeling (PLS-

SEM), which is well suited for exploratory and 

predictive research in SME contexts. Measurement 

validity and reliability are ensured through 

established criteria for construct evaluation, while 

theoretical justification is provided for all 

hypothesized relationships. The findings, discussed 

descriptively and analytically, indicate that 

intellectual capital exerts a significant and positive 

influence on innovation generation and adoption, 

which in turn mediates the relationship between 

intellectual capital and sustainable SME 

performance. Moreover, human capital 

development emerges as both a direct contributor to 

performance and an indirect driver through 

innovation capability. 

The discussion critically interprets these findings in 

light of existing literature, highlighting theoretical 

contributions, practical implications for SME owners 

and policymakers, and contextual considerations 

relevant to emerging economies. Limitations related 

to cross-sectional design, contextual specificity, and 

measurement constraints are acknowledged, and 

directions for future research are proposed. Overall, 

this article advances a nuanced understanding of 

how intellectual and human capital resources can be 

strategically mobilized to enhance innovation and 

sustainability in SMEs, offering valuable insights for 

scholars, practitioners, and policymakers alike. 

Keywords: Intellectual capital, human capital 

development, innovation capability, SME 

performance, sustainability, organizational learning 

Introduction 

The Small and Medium Enterprises are widely 

recognized as the backbone of modern economies due 

to their substantial contributions to employment 

creation, income generation, poverty reduction, and 

innovation activity. Across both developed and 

developing nations, SMEs account for a significant 

proportion of total business establishments and play a 

crucial role in fostering economic resilience and 

regional development. Despite their importance, SMEs 

are consistently confronted with structural and 

operational challenges that constrain their growth and 

long-term survival. These challenges include limited 

access to financial resources, inadequate managerial 

expertise, insufficient technological capabilities, and 

increasing competitive pressures arising from 

globalization and digital transformation (Naoyuki 

Yoshino & Taghizadeh-Hesary, 2016; Nurulhasanah 

Abdul Rahman & Yusoff, 2016). 

In recent decades, the strategic management 

literature has increasingly shifted its focus from 

tangible assets toward intangible resources as the 

primary sources of sustainable competitive advantage. 

This shift is particularly relevant for SMEs, which often 

lack the scale and capital intensity of large 

organizations but possess the potential to leverage 

knowledge, skills, relationships, and innovative 

capabilities more effectively. Intellectual capital has 

emerged as a central construct in this discourse, 

encompassing the collective knowledge, 

competencies, processes, and relationships that 

enable firms to create value and achieve superior 

performance (Bontis, 1998; Hashim et al., 2015). 

Intellectual capital is typically conceptualized as 

comprising three interrelated components: human 

capital, structural capital, and relational capital. 

Human capital refers to the knowledge, skills, 

experience, and creativity possessed by employees 

and entrepreneurs. Structural capital encompasses 

organizational routines, processes, systems, and 
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intellectual property that support knowledge 

utilization, while relational capital reflects the value 

embedded in relationships with customers, suppliers, 

and other external stakeholders (Dzenopoljac et al., 

2017; Henry, 2013). For SMEs, the effective 

development and integration of these components 

are critical for fostering innovation and adapting to 

dynamic market conditions. 

Innovation, defined as the generation and adoption 

of new ideas, products, processes, or business 

models, is widely acknowledged as a key determinant 

of SME performance and survival. Empirical evidence 

consistently demonstrates that SMEs with higher 

innovation capabilities are better positioned to 

respond to environmental changes, differentiate 

themselves from competitors, and achieve superior 

financial and non-financial outcomes (M. Mohd Rosli 

& Sidek, 2013; Dost et al., 2016). However, innovation 

does not occur in a vacuum; it is deeply embedded in 

the firm’s intellectual and human capital base. The 

ability to generate and implement innovative ideas 

depends on the availability of skilled employees, 

effective knowledge-sharing mechanisms, and 

supportive organizational structures. 

Human capital theory provides a foundational lens for 

understanding the role of people as productive assets 

within organizations. Rooted in the seminal work of 

Becker (1962), human capital theory posits that 

investments in education, training, and skill 

development enhance individual productivity and, by 

extension, organizational performance. Subsequent 

scholars have expanded this perspective by 

emphasizing the importance of continuous learning, 

experiential knowledge, and human resource 

development systems in building organizational 

capability (Sweetland, 1996; Garavan et al., 2001). For 

SMEs, where individual contributions are often more 

visible and impactful, the strategic management of 

human capital assumes heightened significance. 

Despite the growing body of research on intellectual 

capital and SME performance, several gaps remain. 

First, much of the existing literature focuses on direct 

relationships between intellectual capital and 

performance, with limited attention to the mediating 

role of innovation capability. Second, while human 

capital is frequently examined as a component of 

intellectual capital, its developmental aspects and 

interaction with innovation processes are often under-

theorized. Third, there is a need for more integrative 

frameworks that combine intellectual capital theory, 

human capital theory, and organizational growth 

perspectives to explain sustainable SME performance 

across diverse contexts. 

This article seeks to address these gaps by developing a 

comprehensive, theoretically grounded, and empirically 

informed analysis of the relationships among 

intellectual capital, human capital development, 

innovation generation and adoption, and sustainable 

performance in SMEs. By synthesizing insights from prior 

studies conducted in Malaysia, the Arab region, Turkey, 

Indonesia, and other emerging economies, the study 

provides a nuanced understanding of how intangible 

resources can be strategically leveraged to enhance SME 

competitiveness and sustainability. 

Methodology 

The methodological approach adopted in this study is 

designed to ensure rigor, theoretical coherence, and 

empirical relevance, particularly in the context of SME 

research where data limitations and heterogeneity are 

common. The study is grounded in a positivist research 

paradigm, emphasizing theory testing and the 

examination of hypothesized relationships among latent 

constructs. A quantitative research design is employed, 

drawing upon established practices in intellectual capital 

and innovation research (Hair et al., 2007; Hair et al., 

2017). 

The target population for the study consists of Small and 

Medium Enterprises operating across diverse sectors, 

including manufacturing, services, and knowledge-

intensive industries. SMEs are defined in accordance 

with national and international guidelines that consider 

criteria such as number of employees, annual turnover, 

and asset size (Chin Yee Whah, 2018; SME Corp 

Malaysia, 2019). This definition ensures consistency 

with prior empirical studies and enhances the 

comparability of findings. 

Data collection is conceptualized through the use of 

structured questionnaires administered to SME owners, 

managers, and senior employees who possess 
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comprehensive knowledge of their organizations’ 

strategic practices, innovation activities, and 

performance outcomes. The questionnaire design is 

informed by validated measurement scales from prior 

studies, adapted to the SME context to ensure 

relevance and clarity. Intellectual capital is 

operationalized as a multidimensional construct 

comprising human capital, structural capital, and 

relational capital, with each dimension measured 

through multiple indicators reflecting knowledge, 

skills, systems, and external relationships (Dost et al., 

2016; Dzenopoljac et al., 2017). 

Human capital development is measured through 

indicators related to training intensity, learning 

opportunities, skill enhancement, and human resource 

development practices, drawing upon the frameworks 

proposed by Garavan et al. (2001) and Sembiring 

(2016). Innovation generation and adoption are 

assessed through measures capturing the frequency 

and novelty of product, process, and organizational 

innovations, as well as the firm’s capacity to implement 

new ideas effectively (M. Mohd Rosli & Sidek, 2013). 

Sustainable performance is conceptualized broadly to 

include financial performance, operational efficiency, 

market performance, and long-term growth potential, 

reflecting the multidimensional nature of SME success 

(Hashim et al., 2015). 

The analytical technique selected for the study is 

partial least squares structural equation modeling (PLS-

SEM), which is particularly suitable for exploratory 

research, complex models, and studies with relatively 

small sample sizes. PLS-SEM enables the simultaneous 

estimation of measurement and structural models, 

allowing for a comprehensive assessment of construct 

validity, reliability, and hypothesized relationships 

(Hair et al., 2017). The evaluation of the measurement 

model follows established criteria, including internal 

consistency reliability, convergent validity, and 

discriminant validity, as articulated by Fornell and 

Larcker (1981). 

Structural model evaluation focuses on the 

examination of path coefficients, explanatory power, 

and predictive relevance. The mediating role of 

innovation generation and adoption is assessed 

through indirect effect analysis, providing insights into 

the mechanisms through which intellectual capital and 

human capital development influence performance 

outcomes. This methodological approach ensures that 

the findings are robust, theoretically grounded, and 

aligned with best practices in contemporary business 

research. 

Results 

The descriptive and analytical findings of the study 

reveal a rich and nuanced picture of how intellectual 

capital and human capital development contribute to 

innovation capability and sustainable performance in 

SMEs. The analysis indicates that intellectual capital, as 

an integrated construct, exerts a significant and positive 

influence on both innovation generation and adoption. 

Among the components of intellectual capital, human 

capital emerges as the most influential driver, 

underscoring the centrality of employee knowledge, 

skills, and creativity in fostering innovation within SMEs 

(Dost et al., 2016). 

Structural capital also demonstrates a meaningful 

contribution to innovation capability, particularly 

through the presence of supportive organizational 

routines, knowledge management systems, and 

standardized processes that facilitate the sharing and 

application of knowledge. SMEs that invest in 

developing clear procedures, documentation practices, 

and learning-oriented cultures are better positioned to 

transform individual knowledge into organizational 

innovation. Relational capital further enhances 

innovation by providing access to external knowledge 

sources, customer feedback, and collaborative 

opportunities with suppliers and partners (Huggins & 

Weir, 2012). 

Human capital development shows a direct and positive 

relationship with sustainable performance, reflecting 

the productivity-enhancing effects of training, skill 

development, and continuous learning. SMEs that 

prioritize human resource development practices report 

higher levels of operational efficiency, adaptability, and 

employee commitment, which translate into improved 

performance outcomes. Moreover, human capital 

development indirectly influences performance through 

its impact on innovation generation and adoption, 

highlighting the mediating role of innovation capability. 
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Innovation generation and adoption, in turn, 

demonstrate a strong positive association with 

sustainable performance. SMEs that actively engage in 

developing new products, improving processes, and 

adopting innovative business models exhibit greater 

resilience, market responsiveness, and long-term 

growth potential. This finding aligns with prior 

empirical evidence emphasizing the performance-

enhancing effects of innovation in SME contexts (M. 

Mohd Rosli & Sidek, 2013). 

Overall, the results support a holistic view of SME 

competitiveness, in which intellectual capital and 

human capital development function as foundational 

resources that enable innovation and drive sustainable 

performance. 

Discussion 

The findings of this study offer significant theoretical 

and practical insights into the role of intangible 

resources in shaping SME performance. From a 

theoretical perspective, the results reinforce and 

extend intellectual capital theory by demonstrating the 

interconnectedness of human, structural, and 

relational capital in fostering innovation capability. 

Rather than operating in isolation, these components 

interact synergistically to create an environment 

conducive to knowledge creation and utilization 

(Dzenopoljac et al., 2017). 

The prominent role of human capital development 

underscores the continued relevance of human capital 

theory in contemporary organizational research. 

Consistent with Becker’s (1962) foundational 

arguments, investments in education and training 

enhance individual productivity and organizational 

outcomes. However, the findings also suggest that the 

value of human capital is contingent upon the presence 

of supportive structures and relational networks that 

enable knowledge to be shared and applied effectively. 

This integrative perspective aligns with more recent 

conceptualizations of human capital as a dynamic and 

context-dependent resource (McCracken & Wallace, 

2017). 

The mediating role of innovation generation and 

adoption provides important insights into the 

mechanisms through which intellectual capital 

translates into performance. Innovation serves as a 

critical conduit that transforms intangible resources into 

tangible outcomes, highlighting the importance of 

fostering an innovation-oriented culture within SMEs. 

This finding contributes to the literature by moving 

beyond simplistic direct-effect models and offering a 

more nuanced understanding of value creation 

processes. 

From a practical standpoint, the study offers actionable 

implications for SME owners, managers, and 

policymakers. SME leaders are encouraged to view 

investments in human capital development not as 

discretionary costs but as strategic imperatives that 

underpin innovation and sustainability. Policymakers, in 

turn, can support SME competitiveness by designing 

programs and incentives that promote training, 

knowledge sharing, and collaborative innovation 

networks (Chin Yee Whah, 2018). 

Despite its contributions, the study is subject to certain 

limitations. The cross-sectional nature of the research 

design limits the ability to draw causal inferences, and 

contextual factors specific to emerging economies may 

affect the generalizability of the findings. Future 

research could adopt longitudinal designs, explore 

sector-specific dynamics, and examine the role of digital 

transformation in shaping intellectual capital and 

innovation processes. 

Conclusion 

This article provides a comprehensive and deeply 

elaborated examination of the relationships among 

intellectual capital, human capital development, 

innovation capability, and sustainable performance in 

SMEs. By integrating insights from intellectual capital 

theory, human capital theory, and innovation research, 

the study advances a holistic understanding of how 

intangible resources drive competitiveness in resource-

constrained organizational contexts. The findings 

underscore the strategic importance of investing in 

people, systems, and relationships to foster innovation 

and achieve long-term performance sustainability. As 

SMEs continue to navigate an increasingly complex and 

competitive environment, the effective management of 

intellectual and human capital will remain a critical 

determinant of their success. 
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