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ABSTRACT 

The recognition of intellectual capital and innovation capability as a key success 

factor in an increasingly competitive, global economy has the groundwork for 

researchers to explore new practices of management. Intellectual capital is defined as 

a coinbination of human, structural and relational capital that creates value and 

consequently determines the performance of a firm whilst innovation capability refers 

to the ability of a firm to transform an idea into a something new which carries an 

economic value. The study focuses on small and medium enterprises because they 

make up the bulk of firms in the Malaysian economy and the Government has spent a 

lot of money, time and effort to develop them. The study begins with an extensive 

literature review concerning the research problems and issues, theoretical concept, 

definition and measurement of intellectual capital, human capital (HC), structural 

capital (SC), relational capital (RC), innovation capability, firm age and firm 

performance. Next, using the survey data collected from small and medium 

enterprises, it provides a comprehensive set of empirical evidence that look into the 

mediating role of innovation capability and the moderating role of firm age in the 

relationship between intellectual capital, HC, SC, RC and firm performance. 'l'here 

are three conclusive findings of the study. First, intellectual capital, RC and 

innovation capability have influence on performance; second, intellectual capital and 

SC have influence on innovation capability; and third, innovation capability mediates 

the effect of intellectual capital and SC on firm performance. Based on these findings, 

the researcher lists several recommendations in the form of management science that 

can be used by policy-makers and business owners to improve business performance. 

Finally, this study highlights the limitations of the study and suggests directions for 

future studies. 

Keywords: intellectual capital, innovation capability, firm age, performance 



ABSTRAK 

Faktor utama kejayaan dala~n ekonomi global yang se~nakin berdaya saing ialah 

pengiktirafan modal intelek dan keupayaan inovasi. Hal ini telah men-jadi asas bagi 

penyelidik untuk meneroka a~nalan baru dalam pengurusan. Modal intelek boleh 

ditakrifkan sebagai gabungan modal insan, modal struktur dan modal hubungan yang 

menghasilkan nilai dan seterusnya menentukan pencapaian firma. Manakala 

keupayaan inovasi merujuk kepada keupayaan firma untuk mengubah idea menjadi 

sesuatu bentuk yang baru dan mempunyai nilai ekonomi. Kajian ini memberi tumpuan 

kepada perusahaan kecil dan sederhana kerana ia membentuk sebahagian besar firma 

dalam ekonomi Malaysia dan kerajaan telah menghabiskan banyak wang, masa dan 

usaha untuk memajukan perusahaan ini. Kajian ini dimulai dengan kajian literatur 

yang luas mengenai permasalahan dan isu kajian, konsep teori, definisi dan 

pengukuran modal intelek, modal insan (HC), modal struktur (SC). modal hubungan 

(RC), keupayaan inovasi, umur firma dan pencapaian firma. Seterusnya, dengan 

menggunakan data kajian yang diperoleh dari perusahaan kecil dan sederhana, kajian 

ini menyediakan satu set bukti empirikal komprehensif yang melihat peranan 

perantara bagi keupayaan inovasi dan peranan penyederhanaan iimur firma dalam 

hubungan antara modal intelek, HC, SC, RC dan pencapaian firma. Hasil kajian 

menunjukkan bahawa terdapat tiga penemuan konkulsif kajian. Pertama, modal 

intelek, RC dan keupayaan inovasi mempunyai pengaruh ke atas pencapaian; kedua, 

modal intelek dan SC mempunyai pengaruh ke atas keupayaan inovasi; dan ketiga, 

keupayaan inovasi merupakan pengantara kepada modal intelek dan SC yang 

memberi kesan ke atas pencapaian. Berdasarkan penemuan ini, penyelidik telah 

tnenyenaraikan beberapa cadangan dalam bentirk sains pengurusan yang boleh 

digunakan oleh pembuat dasar dan pemilik pern iagaan untuk meningkatkan prestasi 

pemiagaan. Akhir sekali, kajian ini tnengetengahkan batasan kajian dan 

mencadangkan hala tuju kaj ian pada masa akan datang. 

Kata kunci: modal intelek, keupayaan inovasi, umur firma, pencapaian 



ACKNOWLEDGEMENT 

In the name of Allah, the Most Beneficent, The Most Merciful 

Alhamdulillah, thanks to Allah the Almighty who gave me all that I needed for 

completing this thesis. PhD study has been a long and winding journey that taught me 

many lessons and great joy. It was a journey that was shared with many mentors and 

companions. Without their support, guidance and dedication, I would not see the final 

end of my study. 

I am indebted to many people, too numerous to mention here. I would like to express 

my gratitude to those who have contributed and supported me in completing my 

study. In particular, I would like to extend my highest gratitude to my family 

especially my beloved wife, Fahariah Mohd Said Pudin and my inspirational 

daughter, Auni Mawardah for their everlasting encouragement and endless support. 

To my parents, brothers and sisters, I am proud to have your loves accompanied me 

all the way in my long struggle and have pulled me through many hurdles. 

My special thanks go to my supervisor and mentor, Associate Professor Dr. Shahimi 

Mohtar for his inexhaustible energy in guiding me throughout my study. Without his 

guidance and valuable knowledge, my effort to complete this thesis would have been 

a vain attempt. I am also grateful to Dr. Fakhrorazi Ahmad (UUM), Professor Dr. Nik 

Kamariah Nik Mat (UUM), Associate Professor Dr. Bidin Yatim (UUM), Mdm. Ho 

Chooi Peng (INTAN Bukit Kiara) and Professor Ramayah Thurasamy (USM) who 

have shared their knowledge on questionnaire design and data analysis. 

My appreciation would not be complete without mentioning the following individuals 

for their direct and indirect supports and ideas throughout my study: Professor Dr. 

Abu Bakar Sade, Dr. Norhasni Osman, Dato' Goh Cheng Liang, Dr. Amlus Ibrahim, 

Dr. Norlena Hasnan, Professor Dr. Hassan Ali, Mr. Mohammad Jaafar Osman, Mr. 

Imran Ishak, Dr. Ng. Weng Seng, Miss Shatina Saad, Mdm. Surianti Zainal Abidin, 

Mr. Loo Choo Gee: Mr. Ahmad Shabudin Ariffin, Mdm. Dina Hashimah, Mr. 

Rahman Mohd, Dr. Ooi Yeng Keat and many others, whose name are not mentioned 

here. 

vii 



TABLE OF CONTENTS 

TITLE PAGE ............................................................................................................... i 

CERTIFICATION OF THESIS WORK ............................................................ . i i  

PERMISSION TO USE ......................................................................................... iv 

ABSTRACT.. ............................................................................................................... .v 

ABSTRAK .................................................................................................................. vi 

ACKNOWLEDGEMENT ..................................................................................... vii 

... TABLE OF CONTENTS ........................................................................................ V I I I  

... LIST OF TABLES ................................................................................................... X I I I  

LIST OF FIGURES ................................................................................................. xvi 

LIST OF OPERATIONAL DEFINITIONS ...................................................... xvii 

... 
LIST OF ABBREVIATIONS ............................................................................... X V I I I  

CHAPTER ONE: INTRODUCTION ............................................................................ I 

1 . I  Background of the Study ......................................................................................... 1 

1.2 Problem Statement ................................................................................................... 5 

1.3 Research Questions ................................................................................................ 10 

1.4 Research Objectives ............................................................................................... 1 1 

1.5 Research Hypotl~eses ............................................................................................. 1 1 

1.6 Scope of Research .................................................................................................. 13 

........................................................................................ 1.7 Significance of Research 13 

..................................................................................... 1 .8 Organization of the Thesis 15 

CHAPTER TWO: LITERATURE REVIEW .............................................................. 17 

2.1 Introduction ............................................................................................................ 7 

................................................................................................. 2.2 intellectual Capital 17 

2.2.1 Definition of Intellectual Capital ........................................................ 18 

...................................................... 2.2.2 Components of Intellectual Capital 20 



2.2.3 Benefits of Intellectual Capital ........................................................... 25 

2.2.4 Measurement of Intellectual Capital ..................................................... 35 

2.3 Innovation Capability ............................................................................................. 46 

2.3.1 Definition of Innovation Capability ...................................................... 47 

2.3.2 Definition of Innovation and Capability ............................................... 48 

.............................................................................. 2.3.3 Types of Innovation 51 

2.3.4 Degree of Innovation ............................................................................ 54 

2.3.5 Drivers of Innovation ............................................................................ 56 

.......................................................................... 2.3.6 Benefits of Innovation 57 

2.4 Intellectual Capital and Innovation Capability ...................................................... 60 

2.5 Firm Age ................................................................................................................ 63 

2.5.1 Firm Age, Intellectual Capital and Innovation Capability .................... 63 

.................................................................................................. 2.6 Firm Perfonnance 65 

2.6.1 Intellectual Capital and Firm Performance ........................................... 70 

2.6.2 Innovation Capability and Firm Performance ...................................... 73 

................................................................... 2.6.3 Firm Age and Performance 76 

.............................................................................. 2.7 Small and Medium Enterprises 80 

........................................ 2.7.1 Definition of Small and Medium Enterprise 80 

2.7.2 Government Effort to Develop Small and Medium Enterprise in 

................................................................................................ Malaysia 85 

2.7.3 Statistics of SMEs in Malaysia ............................................................. 91 

2.7.4 The Need to Study Small and Medium Enterprise ............................... 94 

.......................................................................................... 2.8 Theoretical Framework 97 

2.8.1 Types of Variables in the Conceptual Model ....................................... 97 

2.8.2 Resource Based View Theory .............................................................. 98 

.............................................................................................................. 2.9 Summary 100 



CHAPTER THREE: METHODOLOGICAL RESEARCH ...................................... 1 02 

3.1 Introduction .......................................................................................................... 102 

3.2 Sampling Procedure ............................................................................................. 102 

3.3 Data Collection and Analysis ............................................................................... 104 

3.4 Instrumentatio~i Design ........................................................................................ 107 

3.4.1 Indicators for Intellectual Capital ....................................................... 107 

3.4.2 Indicators for Innovation Capability ................................................... 113 

3.4.3 Indicators for Firm Age ...................................................................... 116 

3.4.4 Indicators for Firm Performance ..................................................... I18 

3.5 Pilot Test .............................................................................................................. I22 

3.6 Summary .............................................................................................................. I24 

CHAPTER FOUR: FINDINGS ................................................................................. 126 

4.1 Introduction .......................................................................................................... I26 

4.2 Overview of Data Collection ............................................................................... 126 

4.2.1 Response rate .................................................................................. 126 

4.2.2 Non Response Bias ............................................................................. 129 

4.3 Preliminary Examination of Data ........................................................................ 131 

4.3.1 Assessnient and Treatment of Missing Data ...................................... 131 

................................................. 4.3.2 Assessment of Multivariate Outliers 132 

.................................................... 4.3.3 Assessment of Distribution of Data 132 

................................................ 4.3.4 Assessment of Common Method Bias 133 

................................................. 4.4 Demographic Profile of Respondents and SMEs 133 

........................................................................................... 4.5 Multivariate Analysis 136 

................................... 4.5.1 Measurement Model Analysis of the Model 1 137 

......................................... 4.5.2 Structural Model Analysis of the Model 1 144 

................................... 4.5.3 Measurement Model Analysis of the Model 2 149 

......................................... 4.5.4 Structural Model Analysis of the Model 2 155 



4.5.5 Hypotheses Testing and Result Findings for H1 to H5. based on 
. . 

Mult~var~ate Analysis .......................................................................... 160 

4.6 Bivariate Analysis ................................................................................................ 162 

4.6.1 Mann-Whitney Non Parametric Test .................................................. 163 

4.6.2 Hypotheses Testing and Result for H6 to H8. based on Bivariate 

Analysis .............................................................................................. 165 

4.7 Summary .............................................................................................................. 165 

CHAPTER FIVE: CONCLUSION AND RECOMMENDATIONS ........................ 167 

5.1 Introduction .......................................................................................................... I67 

5.2 Result Findings .................................................................................................... 167 

5.2.1 Findings Related to Intellectual Capital, HC, SC and RC .................. 167 

5.2.2 Findings Related to Innovation Capability ......................................... 170 

5.2.3 Findings Related to Firm Age ............................................................. 173 

5.2.4 Other Findings .................................................................................... 175 

5.2.5 Findings Pertaining to Research Objectives ....................................... 176 

5.3 Recommendations ................................................................................................ 178 

............................................................. 5.3.1 Managing Intellectual Capital 178 

.......................................................................... 5.3.2 Managing Innovation 186 

5.4 Limitation of the Study ........................................................................................ 190 

5.5 Direction for Future Studies ................................................................................. 192 

5.5 Contribution of Study .......................................................................................... 193 

. . ..................................................................... 5.5.1 Theoretical Contr~butlon 194 

......................................................................... 5.5.2 Practical Contribution 195 

.............................................................................................................. 5.6 Summary 196 

REFERENCE ............................................................................................................. 197 

.................................................................. Appendix A : Cover Letter for Pilot Test 240 

.................................................... Appendix B : Survey Questionnaire for Pilot Test 241 

....................................................... Appendix C : Reliability Analysis for Pilot Test 249 

xi 



Appendix D : Cover Letter for Postal Mail Survey ................................................... 25 1 

Appendix E : Postal Mail Survey Questionnaire ....................................................... 252 

........................................ Appendix F : Cover Letter Online Survey Questionnaire 265 

Appendix G : Online Survey Questionnaire .............................................................. 266 

Appendix H : Independent Sample Test for Intellectual Capital between Early 

and Late Respondentsand ................................................................... 302 

Appendix I : Exploring Missing Value Before Treatment ........................................ 306 

Appendix J : Exploring Missing Value After Treatment ..................................... 311 

Appendix K : Assessment of Multivariate Outliers- Mahalanobis Distance ............. 314 

Appendix L : Assessment of Normality .................................................................. 1 5  

Appendix M : Assessment of Common Method Bias from Unrotated PCA Result .. 3 18 

..... Appendix N : Discriminant Validity of Construct of the Hypothesized Model 2 321 

Appendix 0 : Discriminant Validity of Construct of the Modified Model 2 ............ 322 



LIST OF TABLES 

Table Page 

Table 2.1 : Definition of Intellectual Capital ............................................................ 19 

Table 2.2 : Intellectual Capital Constructs ................................................................. 20 

Table 2.3 : Milestones . A Chronological Review of Significant Contributions to 
the Identification. Measurement and Reporting of Intellectual Capital .. 26 

........................................................................ Table 2.4 : Human Capital Indicators 28 

Table 2.5 : Structural Capital Indicators .................................................................... 30 

Table 2.6 : Relational Capital lndicators ................................................................... 32 

Table 2.7 : VAIC Calculation .................................................................................... 38 

Table 2.8 : Sample of Skandia Intellecti~al Capital Measures ................................... 42 

Table 2.9 : Seeing Intangible Assets .......................................................................... 42 

Table 2.10. Sample Measures of an Tntangible Assets Monitor ................................. 43 

Table 2.1 1 : Arguments on the Methods of Measuring Intellectual Capital ................ 45 

Table 2.12. Definition of Innovation Capability ......................................................... 48 

Table 2.1 3: Summary of the Research Studies of the Relationship between 
Intellectual Capital and Innovation Capability ....................................... 62 

Table 2.14. Indicators of Firm-level Performance (Organizational Performance) ..... 66 

Table 2.15. Indicators of Lower-level Performance (Operational Performance) ....... 68 

Table 2.16: Summary of the Research Studies of the Relationship between 
Intellectual Capital and Performance ...................................................... 71 

Table 2.17: Summary of the Research Studies of the Relationship between 
................................................ Innovation Capability and Performance 74 

................................................... Table 2.18. Relative Frequency of All Firms Death 79 

Table 2.19. Number of SMEs Failed Based on Years of Establishment .................... 79 

Table 2.20. Definition of SME in India ................................................................... 82 

Table 2.21 : Number of Employees of SMEs ............................................................. 83 

Table 2.22. Annual Sales Turnover of SMEs ............................................................. 84 

............................................. Table 2.23. Number of Full Time Employees of SMEs 85 

Table 2.24. Annual Sales Turnover of SMEs ............................................................. 85 

Table 2.25. Members of the National SME Development Council ............................ 87 

Table 2.26. Key Indicators of SME in Malaysia ........................................................ 91 

Table 2.27: Total Employment and Establishments of SME in Malaysia 
According to Sector ................................................................................. 92 



Table 2.28: Gross Output of SME in Malaysia According to Sector for the Year 
20 10 (RM million) .................................................................................. 92 

Table 2.29: Value Added of SME in Malaysia According to Sector for the Year 
201 0 (RM million) .................................................................................. 93 

Table 2.30. Number of SMEs According to Year of Establishment and Size ............ 93 

Table 2.3 1 : SNIE Contribution According to Total Number of Firms and Total 
Workforce in Selected ASEAN Countries ............................................... 94 

Table 2.32. SME contribution to GDP According to Selected Countries .................. 95 

Table 3.1 : Indicators for Intellectual Capital .......................................................... 108 

..................................................... Table 3.2 : List of Questions for Human Capital 109 

Table 3.3 : List of Questions for Creativity ............................................................ 110 

................................................. Table 3.4 : List of Questions for Structural Capital 1 1 1  

Table 3.5 : List of Questions for Relational Capital ................................................ 112 

Table 3.6 : Indicators for lnnovation Capability ...................................................... 114 

.......................................... Table 3.7 : List of Questions for Innovation Capability 115 

..................................................................... Table 3.8 : Classification of Firm Age 117 

Table 3.9 : Indicators for Performance .................................................................... 119 

Table 3.10. List of Questions for Firm Performance (Pilot Test) ............................. 121 

Table 3.1 1 : List of Questions for Firm Performance ................................................ 122 

Table 3.12. Reliability Coefficient Scores for Pilot Test ....................................... 123 

Table 3.13. Indicators for Each Variable in the Study .............................................. 124 

................................................... Table 4.1 : Invitation to Participate in the Survey 127 

............. Table 4.2 : Response Rate of Small and Medium Enterprises in Malaysia 128 

Table 4.3 : Independent Sample Test for Innovation Capability and Performance 
between Early and Late Respondents .................................................... 130 

.................................... Table 4.4 : Respondent Characteristics- Education Level 134 

........................................................... Table 4.5 : Annual Sales Turnover of SMEs 134 

Table 4.6 : Number of Employees ................... .. ................................................... 135 

Table 4.7 : Main Business Activity of SMEs Based on Legal Status ...................... 136 

Table 4.8 : Assessing Internal Consistency Using Cronbach Alpha Value and 
Composite Reliability Value of the Hypothesized Model 1 .................. 139 

........ Table 4.9 : Discriminant Validity of Construct of the Hypothesized Model 1 141 

Table 4.10. Discriminant Validity of Construct of the Modified Model 1 ............... 142 

Table 4.1 1 : The Convergence Validity Assessment Results of the Modified 
Model 1 .................................................................................................. 142 



Table 4.12: Assessing Internal Consistency Using Cronbach Alpha Value and 
......................... Composite Reliability Value of the Modified Model 1 144 

..................... Table 4.13. Structural Model Specification of the Modified Model 1 145 

........................ Table 4.14. Assessment of Effect Size! f2 of the Modified Model 1 146 

Table 4.15: Assessment of Predictive Relevance of the Modified Model 1. Q~ 
2 and q ................................................................................................. 147 

Table 4.16. Path Relation and Direction of the Modified Model 1 .......................... 148 

Table 4.17: Assessing Internal Consistency Using Cronbach Alpha Value and 
Composite Reliability Value of the Hypothesized Model 2 .................. 151 

Table 4.18. The Convergence Validity Assessment Results of the Model 2 ............ 153 

Table 4.19: Assessing Internal Consistency Using Cronbach Alpha Value and 
Composite Reliability Value of the Modified Model 2 ......................... 155 

Table 4.20. Structural Model Specification of the Modified Model 2 ..................... 156 

........................ Table 4.21 : Assessment of Effect Size. f2 of the Modified Model 2 157 

Table 4.22: Assessment of Predictive Relevance. Q2 and q2 of the Modified 
.................................................................................................. Model 2 157 

Table 4.23. Path Relation and Direction of the Modified Model 2 .......................... 158 

Table 4.24. Hypotheses Result Findings. HI to H5 ................................................. 162 

Table 4.25. Hypotheses Result Findings. H6 to H8 .................................................. 165 

Table 4.26. Summary of Hypotheses Testing. HI to H8 .......................................... 166 



LIST OF FIGURES 

Figure Page 

Figure 2.1 : Components of Intellectual Capital ........................................................ 22 

Figure 2.2 : Balanced Scorecard ................................................................................ 40 

Figure 2.3 : Skandia Market Value Scheme .............................................................. 41 

Figure 2.4 : Origin of the Word Innovation ............................................................... 49 

Figure 2.5 : Conceptual Model .................................................................................. 98 

Figure 4.1 : Hypothesized Model 1 .......................................................................... 138 

Figure 4.2 : Modified Model 1 ................................................................................. 143 

Figure 4.3 : Hypothesized Model 2 .......................................................................... 150 

Figure 4.4 : Modified Model 2 ................................................................................. 154 

Figure 4.5 : Path Relation of the Model 1 ................................................................ 161 

Figure 4.6 : Path Relation of the Model 2 ................................................................ 161 

Figure 4.7 : Mann-Whitney Non Parametric Test for H6 ........................................ 163 

Figure 4.8 : Mann- Whitney Non Parametric Test for H7 ........................................ 164 

Figure 4.9 : Mann- Whitney Non Parametric Test for H8 ........................................ 164 



LIST OF OPERATIONAL DEFINITIONS 

Construct 

lndicator 

Human capital 

Incremental innovation 

Intellectual capital 

lnnovation 

Innovation capability 

Performance 

Radical innovation 

Relational capital 

Structural capital 

Latent concept that the researcher can define in 

conceptual terms but cannot be directly measured. 

Items that form a composite measure. A construct is 

measured by multiple indicators. 

The knowledge, abilities, experiences and attitudes 

possess by the organizational members. 

A significant extension of existing products or 

process characteristics either improvement or 

refinement of the product or process. 

A combination of human, structural and relational 

capital that creates value and consequently determines 

performance of a firm. 

New outcomes either incremental or radical generated 

from implementation of creative ideas. 

The ability of a firm to transform an idea into a 

something new which carries an economic value. 

How well a firm does something. 

The outcome of totally a new product or process into 

the market. 

All the knowledge embedded in the relationships with 

external parties which include alliances, customers, 

investors, distribution networks, partners and 

suppliers. 

A collection of knowledge in an organization 

embedded in systems, databases and program. 



LIST OF ABBREVIATIONS 

BSC 

CEE 

CR 

EVA 

GDP 

HC 

HCE 

IAM 

IPRs 

MaGIC 

MPC 

My IPO 

PLS 

PNS 

RBV 

NEAC 

NSDC 

RC 

RI 

ROA 

ROE 

ROI 

ROS 

R&D 

SC 

SCE 

SME 

Balance Scorecard 

Capital Employed Efficiency 

Composite Reliability 

Economic Value Added 

Gross Domestic Product 

Human Capital 

Human Capital Efficiency 

I~ltangible Assets Monitor 

Intellectual Property Rights 

Malaysian Global Innovation and Creativity Center 

Malaysia Productivity Corporation 

Intellectual Property Corporation of Malaysia 

Partial Least Square 

Perbadanan Nasional Berhad 

Resource Based View 

National Economic Advisory Council 

National SME Development Council 

Relational Capital 

Residual Income 

Return on Assets 

Return on Equity 

Return on Investment 

Return on Sales 

Research and Development 

Structural Capital 

Structural Capital Efficiency 

Small and Medium Enterprise 



SMECorp 

SMIDEC 

SPSS 

SRI 

TNA 

VA 

VAHC 

VAIC 

Small and Medium Enterprise Corporation 

Small and Medium Industries Development Corporation 

Statistical Package for Social Science 

Strategic Reform Initiatives 

Training Need Analysis 

Value Added 

Value Added of Human Capital 

Value Added Intellectual Coefficient 



CHAPTER ONE 

INTRODUCTION 

1.1 Background of the Study 

Rapid changes are taking place, be it in social, technological, political and economic 

context occasioned by the effect of globalization. Globalization implies a borderless 

world where borders are disappearing with unprecedented movement of people, goods 

and services as well as capital. In a borderless world, without adequate knowledge it 

is difficult for firms to assess potentials and threats of the global business. Those 

people with wide knowledge and skills in most aspects of business and technical areas 

such as in human resource, accounting, information technology and engineering will 

have more mobility and are widely accepted around the globe than those with less 

knowledge. To some extent, what makes them different from others is that the former 

possess greater ability to adapt to new knowledge and new environment and create 

value. Value is something that is relatively worth which determine wealth creation. 

In addition, a firm should be capable of developing new ideas, employ new processes, 

manufacture new products, deliver new services and develop a more efficient supply 

chain in order to stay competitive and be a step ahead. Similarly, they should have the 

capability to innovate, thus being an important reason for firms to employ people with 

passion and commitment towards work and foremost, people with sufficient 

knowledge. A study by Marr. Schiuma and Neely (2004) stressed that the foundation 

of firm's capability is based on linowledge. It is knowledge that distinguisl~es amongst 

firms as knowledge of each firm varies. Firms with more knowledge will be less 
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