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business performance and competitiveness lies in the effective adoption of key managerial practices which leads to
organizational innovation. Moreover, the literature revealed that SMEs engulf with difficulties while adopting novel
and innovative managerial practices. Therefore, there is a clear need to stimulate the development of the managerial
capability to develop operational capability in order to infuse organizational innovation in SMEs. The firm’s
competitiveness and success has been associated with the capability to innovate [2]. Thus SMEs needs to focus on the
development of key organizational capabilities in order to innovate not occasionally but with a constant rate to sustain
competitive advantage and performance. Innovation is considered as an evolutionary process within an organization
to adopt any change related to system, process, policy or service which is new and can create value for the organization.
Therefore, innovation can be considered as an organizational capability, as it configures and reconfigures
organizational resources to create value [3].
The development and sustainability of an improved innovation capability should be the key focus area of the top
managers of SMEs [4]. SMEs could benefit from performance measurement when improving their innovation
capability. Performance measurement is today seen as a comprehensive process, which means that all things happening
in the organisation are considered to have an impact on the performance of the organisation. These things include
leadership and management, employees’ development, decision making. Successfully adopting new methods for
process management [5] and performance management [6] is very essential for competitive advantage.
The existing knowledge with respect to process and performance management in SMEs limited to the study of
SMEs from a more traditional performance measurement perspectives [7]. Prior studies have shown that innovation
capability can be facilitated through performance measurement [8]. Other studies focused on process measurement
and their relationship with firm’s performance [9]. Moreover, the majority of the authors have neglected the keys
aspects of process management and performance management, while none of the studies offer a comprehensive view
of process and performance management on organizational innovation in SMEs. There have been few attempts of
using a performance measurement approach to generate framework for development of innovation capability within
SMEs [8, 10, 11].
The purpose of this paper is to propose and empirically validate a comprehensive capability-based model in order
to investigate and explore the relationship between key organizational capabilities, namely managerial and operational
capability and their associated dimensions which are vital for SMEs to infuse organizational innovation. Specifically,
the objectives are to examine and explore the relationship between: first, management capability (by considering
management style, decision making and people development) and operational capability (by considering process
management and performance management); second, operational capability and organizational innovation; and third,
managerial capability and organizational innovation.
2. Theoretical model and hypotheses
The conceptual model is based on the theoretical foundations of the resource-based view (RBV), the dynamic
capability and organizational capability perspectives. RBV gives firm level picture in terms of resources but can’t
identify the particular resources to achieve competitive advantage. Dynamic capability point of view conquers that
downside by characterizing the firm as a sole collection of aggregated tangible and intangible resource stocks [12]
which can be converted to capabilities. Organizational capabilities equip firm with a comprehensive and holistic
process which enable it to capitalize on the internal and external sources by configuring its resources [13]. This study
approached managerial and operational capabilities as a subset of the organizational capabilities.
2.1. Managerial capabilities
Managerial capabilities are defined as the management’s abilities to assimilate and reconfigure organizational
resources and competencies. Managerial capability is conceptualized through three dimensions: management style,
decision-making, and people development [14, 15]. Management style influence and motivate subordinates to achieve
organizational goals [16]. It is about building consensus and teamwork, not a command and control approach. A
positive management style motivates employees to look beyond their own interests and think outside of the box in
regards to their routine tasks [17]. Decision-making refers to the process of making a decision in line with business
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strategy and vision. All the stakeholders should be involved in the decision-making process to make it more
collaborative and effective. Kunc and Morecroft [18] highlighted managerial decision-making processes under a
resource-based paradigm, and the relationship of decision-making to resource building and organizational innovation.
People development is about creating a knowledge-friendly space where an employee from all levels can seek and
nurture their knowledge [19]. RBV highlighted the importance of human development and other key organizational
resources to gain competitive advantage by efficiently leveraging them [20].
2.2. Operational capabilities
This study defined operational capabilities based on the literature while applying them in the context of operations
management. Operational capability is the firm’s ability to streamline its key technologies, resources and pivotal
processes and to address customers’ requirements efficiently and cost-effectively [21]. Operational capabilities evolve
over time, engulfed by firm’s unique features which makes them distinctive and creates a barrier to imitation, a source
of competitive advantage [11]. Operational capabilities are a source of unity, integration and they also provide
directions to the existing resources and other operational practices [21]. In this work, operational capability is
conceptualized by two dimensions, process management and performance management. Process management is
associated with the alignment, redefining and implementation of key processes [22]. Efficient process management
helps to attain a competitive advantage by providing reliable products and services at low cost, higher speed with
minimal usage of key resources, even in turbulent business environments [23]. Agile and resilient SMEs pay utmost
attention to their keys processes which facilitate them in rapid adoption to the ever-changing business environment
[11]. Performance management is an ongoing and constant practice of defining, setting and readjusting objectives and
goals which are strategically aligned to achieve and sustain efficient performance [24]. The foundation of performance
management is the performance targets or key performance indicators (KPIs) which can translate business strategies
into operational terms [25]. Performance targets or KPIs should be revised continuously based on the required
performance, clarity and relevance. The new and revised KPIs should be communicated throughout the organization.
2.3. Organizational innovation
Innovation is one of the fundamental instruments of growth strategies to enter new markets, to increase the existing
market share and to provide the company with a competitive edge. O'Sullivan and Dooley [26] defined “Innovation is
the process of making changes, large and small, radical and incremental, to products, processes and services that result
in the introduction of something new for the organization that adds value to customers and contributes to the
knowledge store of the organization”. In this study, organizational innovation represents a holistic process of
innovation which involves generating, selecting, developing and implementing ideas [27]. It is the ‘‘ability of a firm
to introduce new process, product or idea in the organization that leads to strategic outcomes which are beyond mere
innovation [28]. Organizational Innovation is a system-wide approach that examines innovation at the firm and
strategic level [15].
2.4. Managerial capability and operational capability
Firms can achieve and sustain competitive advantage only when its operational capability is efficiently managed,
updated with comparison to competition and market trends. Management style motivates employees to learn and excel
the organizational processes, also it is management responsibility to help an organization to update PKI [11] for key
process to sustain the competitive advantage [29]. The collaborative decision making is inevitable to review and
improve processes and performance indicators with all the associated stakeholders [30]. Also, the people development
is positively linked with the efficiency of processes and helps to achieve higher level of performance on individual
and business level [19]. Thus, it has been hypothesized:
H1: Managerial capability has positive relationship with operational capability. Specifically
H1a: Management style is positively linked with process management and performance management of operational capability
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H1b: Decision making is positively linked with process management and performance management of operational capability
H1c: People development is positively linked with process management and performance management of operational capability

2.5. Operational capability and organizational innovation
The operational innovation is related to the implementation of new methods for organizing routines and procedures,
such as the introduction of practice, improving KPIs, or introducing management systems. Literature unveiled many
studies which established the positive relationship between organizational capabilities and innovation [9, 31].
Operational innovation which builds upon existing organizational capabilities is unlikely to lead to innovation that
significantly gives competitive advantage [32]. Operational innovation is linked with adaptability of process
management which focuses on employee’s skills and knowledge to do the processes, process should be measured and
improved on a regular basis [31]. Also, performance management has a positive link with innovation [8]. Performance
management is to set clear targets for the key processes, continuous improvement of KPIs after evaluation and
relevance with business goals and strategy [1]. Based on the above literature discussed, we have hypotheses that
operational capability is positively linked to organizational innovation
H2: Operational capability has positive relationship with Organizational innovation. Specifically
H2a: Process management is positively linked with organizational innovation
H2b: Performance management is positively linked with organizational innovation

2.6. Managerial capability and organizational innovation
Organizational innovation is a holistic and complex process, especially in SMEs as the hierarchy and other business
dynamics are different from a large organization. The managerial capability comes it to play for organizational
innovation, as management style plays a vital role to motivate and encourage employees to think out of the box and to
stimulate creativity on all level [33]. Many prior studies investigated the role of management style and innovation
while considering different variables like product innovation [4], process innovation [2]. Also, some researcher
investigated the relationship between human development and innovation [34]. Decision making is also key
determinant of organizational innovation if it is done with proper information scanning and external relationship [35].
Participatory decision making accelerates the decision-making process and imparts ownership sense in involved
employees. Zehir and Özşahin [30] argue the decision making is positively related to innovation performance. People
development is also linked with innovation and many studies found positive relationship between these variables [36].
Based on the above, the following hypothesis is formulated:
H3: Managerial capability has positive relationship with Organizational innovation. Specifically
H3a: Management style is positively linked with organizational innovation
H3b: Decision making is positively linked with organizational innovation
H3c: People development is positively linked with organizational innovation

3. Research methods and techniques
3.1 Research instrument
A questionnaire was developed based on the literature given in Table 1. The questionnaire consists of seven parts
including the six variables and one section for company and respondent profile. The measurement items were adopted
from existing studies wherever found appropriate. For new measurement items, established and proven procedures
were used to develop the scale [37]. The validity of the questionnaire was preserved by following Mowen and Voss
[38]. A pre-test was carried out and appropriate changes were incorporated after consulting key academic personnel.
A pilot study was administered to assess the content validity and other unpredictable problems related to fieldwork.
Finally, after making some minor corrections, it was confirmed that all items were understandable, and respondents
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filled out the questionnaires successfully. Managerial capability was assessed by using six items of measure
management style, five items of measure decision making and, eight items of measure people development.
Operational capability was assessed by using four items to measure process management and six items to measure
performance management. Finally, organization innovation was measured by using ten items. Since the respondents
were fluent in the English language and the past research has effectively employed English language questionnaires
in Pakistan [39], the questionnaires are not translated in Urdu. Five-point Likert-type scale (ranging from 1= No to 5
= Yes) was used for every construct.
3.2 Data collection, analysis and sample
The research is classified as quantitative by the approach, descriptive and causal which involved hypotheses and
theories testing of the causal relationship between predictors and criterion variables [40]. The study focused on SMEs
from Pakistan and an online survey was designed to collect the data. The survey was designed to get information about
the firm’s innovation process and how the innovation process is being managed, also managerial and operational
capabilities. Particular region part of Pakistan (Sialkot and Lahore district) was focused on to get the insight of SMEs.
At the completion of the data collection phase, 210 valid responses were received with a response rate of 26.2%. The
sample size consists of Small and medium-sized enterprises 98% which represents textile/garment 18%, precision
engineering 13 %, sports goods 12%, chemical and cosmetics 12% and leather goods 10%. Majority of the respondents
were from the senior management or of CEO level. This study employs a multivariate analysis technique, i.e., a PLSSEM tool or more specifically, SmartPLS 3 is used to estimate the research model.
4. Findings and results
4.1 Measurement model
First, the measurement model is assessed to test convergent validity. This was examined by factor loading (FL),
composite reliability (CR) and Average Variance Extracted (AVE). Table 1 shows that all item loadings are found to
be above 0.70 or 0.50 and are significant at the 0.001. Measures of construct reliability include Cronbach’s alpha and
composite reliability as recommended by Chin [41]. Table 1 shows that all values of Cronbach’s alpha and composite
reliability are greater than or equal to 0.70, suggesting acceptable construct reliability. Convergent validity (CV) is
assessed by examining the average variance extracted (AVE), which provides the sum of variance that a construct
gains from its items in relation to the amount of the variance due to the measurement error [42]. All the AVE values
are greater than 0.50 at the construct level. Hence, the measurement model’s convergent validity is acceptable.
Discriminant validity which represents the extent to which measures of a given construct differ from measures of other
constructs in the same model [43] is examined by three approaches i.e., (1) Fornell-Larcker criterion, (2) cross loading
and (3) Heterotrait–Monotrait (HTMT) ratio. Based on results shown in Table 2, Fornell-Larcker criterion was
examined by comparing the square root of the average variance extracted (AVE) with the correlations between the
focal construct and all other constructs. The square roots of each AVE are higher than the correlations between the
other latent variables. The cross-loadings of each item’s outer loading on the related construct are greater as compared
to all of its loadings on other constructs (i.e., the cross-loadings) [44]. Finally, the results of the HTMT ratio confirm
that none of the HTMT criteria is greater than 0.85 or 0.90 [45]. The above results established the discriminant validity
for the proposed model.
Table 1. Measurement model
Constructs
Management Style

Items
Open communication and feedback
Employees can talk to their managers
Opportunity to try new ways of doing things

F.L
0.75
0.61
0.62

α
0.76

C.R
0.83

AVE
0.51

Sources
[46-48]
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Decision Making

People Development

Process management

Performance management

Organizational innovation

Given responsibility/ownership to deliver goals
Employees know their role and contribute
Managers praise all employees for their work
Managers delegate decision making power to employees
Everyone involved in decision making
Employee’s feedback is taken into account
Management is not a bottleneck in decision making
Decisions made with the vision of the business in mind.
Employees have been adequately trained
Employees are assessed for training or development
Employees can suggest training or development
Availability of budget for training and development
Managers discuss career development with all employees
Employees are trained to become multi-skilled
Employees have regular staff appraisals
There is a formal appraisal process for all staff.
You understand each activity/task in the process
Employees understand each activity/task in the process
All the key processes are measured regularly
All the processes are continuously improved
Business set very clear target measures for each process.
KPIs are used to continuously improve the business.
Business knows the best performance levels for each KPIs.
KPIs are reviewed for their relevance and appropriateness
Everyone is fully aware and knows what the KPIs are.
KPIs results are communicated to everyone regularly.
Employees always look for new ways of doing things
Management is open to grab if new an opportunity arises
Management is ready to enter new markets
External information is used to initiate new product/service.
Management invest in new technology/product development.
Employees are rewarded for coming up with ideas.
Ideas are evaluated for their relevance/benefit
Useful idea is taken to the development stage
Employee who suggested idea is involved in evaluation.
Employee who suggested idea is involved in development.

0.67
0.67
0.69
0.78
0.69
0.71
0.71
0.65
0.72
0.71
0.63
0.64
0.63
0.69
0.67
0.68
0.80
0.74
0.81
0.84
0.74
0.77
0.74
0.75
0.76
0.77
0.76
0.73
0.48
0.67
0.50
0.74
0.64
0.72
0.73
0.74

0.75
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0.83

0.52
[18, 49]

0.83

0.87

0.53

[20, 50-52]

0.81

0.87

0.64
[11, 31, 53]

0.85

0.89

0.57
[11, 31, 54]

0.87

0.89

0.56

[55-59]

Note: F.L = Factor loadings; α = Cronbach’s Alpha; C.R = Composite reliability; AVE = Average variance extracted; KPIs= Key Performance Indicators

Table 2. Construct reliability, convergent validity, discriminant validity (Fornell-Lacker and HTMT criterion).
1.Management Style
2.Decision Making
3.People Development
4.Process management
5.Performance management
6.Organizational Innovation

Mean
3.08
3.06
2.96
3.14
3.12
3.09

S.D
1.08
0.89
0.88
1.01
0.91
0.89

1
0.71
0.37**
0.62**
0.45**
0.45**
0.38**

2
0.48
0.72
0.44**
0.40**
0.35**
0.52**

3
0.76
0.56
0.73
0.44**
0.43**
0.45**

4
0.55
0.51
0.50
0.80
0.45**
0.47**

5
0.55
0.43
0.49
0.53
0.76
0.38**

6
0.47
0.63
0.51
0.55
0.42
0.75

Note: S.D = Standard deviation; Bold values on the diagonal are the square roots of the AVE (average variance extracted) and represent
Fornell-Lacker’s criteria. Values below the diagonal are the correlations between the constructs; **. Correlation is significant at the 0.01
level. Values above the diagonal are the HTMT values

4.2 Structural model
This study draws the results of the structural model on Hair et al. [44] by looking at the R2, beta, and corresponding
t-values via bootstrapping. Variance inflation factor (VIF) is accessed and it is found that the collinearity among the
predictor constructs is not an issue in the structural model, as all VIF values are below the threshold of 5. Next, we
looked at the relationships between the variables by examining beta values (β) of path coefficients and t-values [41,
44]. All the hypotheses were supported except H3a and H3c. Table 3 shows the results. Moreover, process management
explains 37% of variance in organizational innovation (R2 = 0.37), performance management explain 32% of variance
in organizational innovation (R2 = 0.32). The R2 values of 0.27 and 0.25 are quite acceptable and indicate a substantial
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model [60]. Next, this study assesses the relative predictive relevance of the structural model by using the StoneGeisser-Criterion (Q2), derived through the blindfolding technique in PLS-SEM with an omission distance of 8. All
Q2 values are considerably greater than zero, which provide support for the model’s predictive relevance concerning
the reflective endogenous latent variables. Model validation is done by standardized root means square residual
(SRMR). Analysis produces a value of 0.07 for SRMR which established the model validation [61]. This study
employs an Importance Performance Matrix Analysis (IPMA) [62, 63]. Performing an IPMA requires to determine a
target key construct, which is organizational innovation in this study. Results of IPMA show reveal that decision
making, people development and process management are the top three most important variables for establishing and
achieving organizational innovation.
Table 3: Significant testing results of the structural model path coefficients
Structural path
Path coefficient
Management style → Process Management
0.25
H1a
Management style → Performance Management
0.28
Decision making → Process Management
0.23
H1b
Decision making → Performance Management
0.17
People development → Process Management
0.18
H1c
People development → Performance Management
0.18
H2a

Process management → Organizational innovation

0.21

Performance management → Organizational innovation
0.20
H2b
H3a
Management style → Organizational innovation
0.03
H3b
Decision making → Organizational innovation
0.32
H3c
People development → Organizational innovation
0.16
R2 Process Management = 0.37
Q2 Process Management = 0.17
R2 Performance management = 0.32
Q2 Performance management = 0.13
R2 Organizational Innovation = 0.47
Q2 Organizational Innovation = 0.16

t-Values
2.76**
3.00**
3.41***
2.38**
2.33**
1.98*
2.93**

p-value
0.00
0.00
0.00
0.01
0.01
0.03

Conclusion
Supported

0.00

Supported

2.50**
0.16
0.29
0.39
4.33***
0.00
1.55
0.05
SRMR composite model = 0.07

Supported
Supported

Supported
Not supported
Supported
Not supported

Note: n.s = Not significant (based on t (4999), one-tailed test); Sig. = Significance; *│t│≥ 1.65 at p .05 level; **│t│≥ 2.33 at p .01 level; ***│t│≥ 3.09 at p .001 level.
SRMR = Standardized root mean square residual. R2 = Determination coefficients; Q2= Predictive relevance of endogenous (omission distance = 8). Threshold for R2
value ≥ 0.25 (weak); ≥ 0.50 (moderate); ≥ 0.75 (substantial). Threshold for Q2 value > 0 indicates predictive relevance.

5. Discussion
The prime objective of this study is to examine and explore the relationship between managerial and operational
capability on organizational innovation in SMEs. We conceptualized management capability by considering
management style, decision making and people development and operational capability by considering process
management and performance. The results generated by PLS-SEM exhibits novel insights which are very useful for
SMEs to infuse innovation by developing managerial and operational capabilities. The study is backed by the support
of all the hypothesized relationships except two paths. Our findings provide insights into capability development of
SMEs by highlighting the significant relationships which can help SMEs to infuse organizational innovation. The
findings highlighted the positive and significant relationship between managerial capability and operational capability
which is an original and novel contribution in the context of SMEs. These findings are also in line with prior literature
[64]. Overall managerial capability development is key for the development of operational effectiveness and efficiency
in SMEs.
Process management is positively linked with organizational innovation. SMEs need to understand and update their
existing processes on a regular basis in the light of new technology, methodology, also all the process should be
aligned with business strategy [31, 65]. The relationship between performance management and organizational
innovation is also significant. Performance measurement and management is integral part of management which can
help and pave way to achieve sustainable competitive advantage. The importance-performance matric analysis
(IPMA) also revealed that process management plays a key role in fostering innovation is SMEs. The process should
be improved on continues manner based on the updated information and knowledge provided by the adaptive
capability. The relationship between managerial capability and organizational innovation is not significant overall
except decision making as H3b is supported. The non-significant paths don’t mean that these dimensions are not
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important. The study was carried out in a developing country’s SMEs, which were expected to show some peculiar
behaviour and finding as compared with studies carried out in developed countries.

Figure 1. Model estimation results (with significant and non-significant paths)

This study makes three contributions to the innovation management literature in terms of capability development in
SMEs. First, by conceptualizing process management and performance management as operational capability, also
horizon scanning, change management and resilience as adaptive capability in the light RBV, dynamic and
organizational capability perspective. Second, the study provides empirical evidence of the link between operational
and adaptive capabilities. Third, application of PLS-SEM in innovation management study which allowed us to
explore and explain the interlinked relationship among capabilities and their related variables. The study extends the
application of IPMA to graphical present each construct’s importance for the target construct (i.e. Organizational
Innovation) which will help management to identify the weak and strong areas for further actions. This study no doubt
has some implications for the SMEs’ managers who wish to foster organizational innovation and transformation
process in their organizations. Once managers realize the importance of capability development, they should actively
focus on operational capability as they are recognized as the backbone of SMEs. Management should train the
employees regarding process management and make it sure that all the employee know the key processes very well.
Each task and activity in the key process should be communicated to all the stakeholders. The key processes should
be displayed in relevant places so that the employee knows the sequence and importance of each activity in the process.
6. Conclusion
The empirical results showed that managerial capability has a strong relationship with operational capability which
then both have a mild relationship with organizational innovation in the context of SMEs. This study conceptualized
two key constructs of organizational capabilities (managerial and operational capability) by proposing an integrated
capability development model. The results found that the managerial and operational capability significantly
contributed to organizational innovation in SMEs. The limitations includes, biasness in data as subjective measures
based on the perceptions of companies’ managers and employees. The study is based on data from a single country.
The specific country characteristics should be taken into account when the results are applied. Further research could
also explore the relationship of strategic capability, operational capability and the non-significant paths.
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