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ABSTRACT
The intellectual capital creates a crucial factor for the achievement of the innovation of firm.
Numerous studies have been documented that intellectual capital positively influences
innovation capability, which is conceptualized as the degree to achieve its firm performance.
However, there is a lack of studies examining the specific means through which
organizational motivation influences innovation capability at firm level. Therefore, the
purpose of this study is to exhibit the Intellectual capital effects on firm innovation capability
by influence the organizational motivation. This study investigates the multidimensional and
contingent gradual effect of intellectual capitals and organizational motivation on
innovation capability. Manufacturing sectors have shown commendable progress over the
past few decades in Sri Lankan. The structured questionnaires were administrated as a
research instrument and random sampling technique was used to collect the data from 462
senior executives and senior managers from manufacturing firms in Sri Lanka. The study
revealed that the intellectual capital have significant positive relationship on innovation
capability with strong influence of organizational motivation. The intellectual capital
mediated by organizational motivation that lies outside and inside of the firm have an
indirect effect on innovation capability. The findings of this study will be useful for
manufacturing industry to apply intellectual capital management and identify
organizational motivation to create innovation in their organizations.
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constructs which can be classified into
human, organizational, and social capital
. While all three dimensions are sources
of firm innovation capability, however
they are not equally important. The
theoretical considerations indicate that
human capital is central to intangibles
since it is the source of innovation and
renewal (Stewart, 1997). However, the
empirical research shows mixed results.
For example, found that human capital
without the support of organizational
capital is practically useless, and
confirmed that the more important role
of organizational capital for firm
performance. Still more empirical
research are needed to investigate the
importance of different intangibles
categories for innovation capability and
firm performance . In this context the
challenge appears to investigate the
importance of different intellectual
capital dimensions for firm innovation
capability.

1. INTRODUCTION
The development of intellectual capital
can be regarded as an accumulative
process which not only creates
incentives to be exploited by product
innovations, but also delivers the
required complementary assets. The
development of new products expands a
firm's competence base, which in turn,
enables further product innovations
(Danneels, 2002). Thus, in contrast to
incremental innovations or product
enhancements, continuous new product
developments permit the renewal of
organizational resources and can
contribute to the building up of dynamic
capabilities (Teece 2007; Eisenhardt and
Martin, 2000). In particular, intellectual
capital are considered to be the most
important source of firm's
innovativeness and heterogeneity of
performance because of relatively high
barriers to duplication . On the other
hand, the Dynamic Resource-Based
View and the Dynamic Capabilities
Approach while explaining how firms
gain innovation capability and better
performance in increasingly demanding
environment emphasize dynamics and
evolution of resources and capabilities.

With a significant contribution of 30% to
the GDP and 25% to the workforce, the
industrial sector in Sri Lanka has become
the prime force of value creation in the
economic development of the country.
Out of four sub sector of industrial
sector; Mining & Quarrying,
Manufacturing, Electricity, Gas, &
Water, and Construction. The

Intellectual capital is the value driver of
an enterprise and most valuable assets of
the firm . Intellectual capital are complex
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manufacturing sector accounted for over
60% of the output of the industrial sector
and 17% of the country's GDP. As such
the manufacturing sector has become the
biggest contributor to the industrial
growth of the country. Its contribution of
75% to national export earnings (USD
7,992) in 2011, has made the
manufacturing sector more significant in
the Sri Lankan economy.

only on the expansion of the
manufacturing sector but more
importantly on the success innovation of
individual manufacturing sector in the
country. It is also evident that the success
of manufacturing sector is crucial for the
country's economic development.
However, it is common occurrence
throughout the world that innovation is
very important to sustainable business.
Therefore, it is important to find out
through the systematic empirical study,
the success factors that would contribute
to innovation and success of
manufacturing sector in Sri Lanka.

The Strategy and focus of the
government is to ensure that Sri Lanka's
industrial sector will be a highly value
added, knowledge based, internationally
competitive and diversified sector which
employs a highly paid, skilled workforce
by 2020. The sector expected to mobilize
more local raw material and have a large
value creation particularly for a growing
economy. Accordingly, Sri Lanka
promotes resource based industries
which utilized local raw materials &
increase more value addition, as well as
technology intensive industries which
adopt & apply advanced technologies.

The knowledge required for
manufacturing industry to remain
competitive in the global trade of
manufacturing can be classified as
knowledge in design and product
development, technical knowledge and
market knowledge. In Sri Lanka,
industry today lacks with market
knowledge as not much market
researches are carried out related to Sri
Lankan industry . Industry is also not
much concern about the research and
development activities as well most of
the manufacturing organizations are not
involved in marketing activities.
Traditional low labour cost advantage is
now moved to other countries such as
Vietnam and Bangladesh causing

However, when compared to with East
Asian countries such as South Korea,
Taiwan, and China, Sri Lanka has to
perform much better than before in order
to reach their levels of achievement in
industrialization and innovation. The
ability to reach this level depends not
Journal of Business Studies
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decrease in contribution of manufact
uring industry for national economy
mainly in terms of the employment .
Therefore, knowing what constitutes
new sources of competitive advantage
and how these factors could be generated
is critically important to set a future
direction for Sri Lankan manufacturing
industry.

2. LITERATURE REVIEW
2.1 Intellectual Capital
The economic importance of intellectual
capital has long been recognized.
However, it is recently that it has become
the field of research. Intellectual capital
research is strongly grounded in practice
. Early research on intellectual capital
focused extensively on their definitions
and classifications. Consequently, in the
literature neither one unified definition
of intellectual capital nor one general
classification can be found. Stewart
(1997) illustrated intellectual capital as
the sum of an organization's patents,
processes, employees' skills,
technologies, information about
customers and suppliers, and oldfashioned experience. The very common
view is that intangibles are contained in
the difference between market and book
value of the firm.

Managing intellectual capital is an
ongoing challenge, especially as social,
political and economic events take their
role. Strategies must continually be
redefined to deliver improved return on
investment in intellectual capital. The Sri
Lankan manufacturing industry being
the largest contributor to the Sri Lankan
economy for last few decades, it should
cultivate its competitive advantage in
order to be sustainable in the global
market. Therefore, the primary
objectives of study are: To examine the
Intellectual capital (IC) and Organiza
tional Motivation (OM) as a critical
success factors in Innovation capability
(InC) of the manufacturing Industry in
Sri Lanka, and to analysis the mediate
effect of Organizational Motivation
between intellectual capital and
Innovation Capability.

Journal of Business Studies

Regarding contemporary classification
schemes of intellectual capital, divides
intellectual into three groups: (1)
employee competence (individual's
ability to act in a wide variety of
situations to create both tangible and
intellectual capital); (2) internal
structure (patents, concepts, models,
computer and administrative systems,
ex. organizational structure or spirit); (3)
external structure (relationships with
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customers, suppliers, brand names,
trademarks, organizational reputation
and image). Another classification
scheme divides intangible resources into
assets and skills . The widely accepted
classification of intellectual capital is the
distinction between human capital,
organizational capital and social capital
(Stewart, 1997; Bontis, 1998). This
classification will be applied for the
purposes of the research.

belongs to organization as a whole and it
can be reproduced and shared.
Organizational capital is a critical link
that allows intellectual capital to be
measured at the organizational level of
analysis (Bontis, Keow, Richardson,
2000).
Social capital of the firm is the value of
its franchise, its ongoing relationships
with people or organizations to which it
sells (Stewart, 1997). The main content
of social capital are the knowledge of
marketing channels and customer
relationships (Bontis, 1998). Social
capital is more often measured and
counted than human and organizational
capital. The ultimate form of social
capital is shared knowledge (Stewart,
1997).

Human capital represents the
individual knowledge stock of an
organization as represented by its
employees (Bontis, Keow and
Richardson, 2000). It compromises the
competence, skills and intellectual
agility of the individual employees ( and
it cannot be owned by the company
(Bontis, 2001). It is considered to be the
most important intellectual asset as it is
the source of innovation and renewal
(Stewart, 1997).

This study treats intellectual capital as
holistic construct (takes into account all
of its different aspects rather than
focusing on three dimensions) but
examines its different aspects separately
since difference forms of intellectual
capital may have different implications
for enhancing motivating factor. A firm's
capacity to develop and apply its
expertise and knowledge is highly
related to its intellectual capital. The
most commonly given definition for
intellectual capital delineates this

Organizational capital is everything
that gets left behind at the office when
employees go home. Firms in order to
share the knowledge need structural
assets, such as information systems,
laboratories, competitive and market
intelligence and management focus
(Stewart, 1997). On the contrary to
human capital, organizational capital
Journal of Business Studies
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concept as the overall knowledge and
capabilities that an organization can use
in order to achieve a competitive
advantage) described intellectual capital
simply: that is the pillars of the future of
any enterprise; it's an indicator of
whether an enterprise can operate
effectively. Any enterprise that does not
invest in invisible capital cannot
possibly generate the momentum of
innovation.

new ideas and too little distinctive
competence.
Organizational motivation and
institutional forces might influence the
progress of an organization's Innovation
capability and firm performance. King et
al (1994) identify two forms of
institutional interventions (reputation
status and government support) and two
innovation drivers (cost efficiency and
market share). Reputation status can
change the behaviour of those under the
institution's way. This can be achieved
either without direct use of corporate
strategy; with the exercise of social
acceptance or by corporate social
responsibility. On the other hand, cost
efficiency have the purpose of directly
and at times indirectly affecting the
behaviour of entities. This can be done
through low cost or cost reduction that
limit options and modify behaviours.
Either way, market share can result in
different but related outcomes
depending on whether competitor's
pressure or consumer's pressure forces
drive the market share. On the basis of
the above argument and depending on
the prevailing balance of demand pull vs.
supply push, organizational motivations
for innovation capability can include an
economic expectation of enhancing
efficiency, a regulatory response of

2.2 Organizational Motivation
The effects of Intellectual capital on
Innovation capability and firm
competitive advantage should be
mediated by organizational motivation
of internal and external factors. This
argument is consistent with the work of
who claim that firms that focus
extensively on learning from and
exploring the environment can
constantly renew their knowledge stock
but cannot benefit from it unless they can
exploit what they have learned from their
environment. Similarly, in his seminal
work on the role of exploration and
exploitation in organizational motiva
tion, notes that Adaptive systems that
engage in exploration to the exclusion of
exploitation are likely to find that they
suffer the costs of experimentation
without gaining many of its benefits.
They exhibit too many underdeveloped
Journal of Business Studies
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ensuring compliance and a normative
objective of attaining legitimacy (Rahim
et al ,2007).

potentially affect the outcomes of this
study were used Firm size and Firm age
as control variables. large organizations
may be more likely to develop
innovative capabilities owing to their
extensive resource bases ; however,
smaller organizations may be more
innovative owing to their flexibility . The
nature of the organizations and
employee contribution are competing in
environment control which is known to

Hypothesis 1: Intellectual capital of firm
has positive and significant effect on
innovation capability.
Hypothesis 2: Intellectual capital and
Organizational Motivation of firm has
positive and significant influence on
innovation capability.

Hypothesis 3: Organizational
motivation will mediate the relationship
between Intellectual capital and
innovation capability.

influence their innovative capabilities.

3. METHODOLOGY
A sample of 800 manufacturing
enterprises of various sizes ranging from
small, medium, and large was drawn

Several firm-level variables that can
Journal of Business Studies
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previous studies were adapted to the
purpose of this study to ensure validity of
survey measures.

from the list of export association and
Board of investment of Sri Lanka. The
questionnaire designed for this study
was pre-tested and finalized before it
was utilized for survey. The
questionnaire along with a letter of
request addressed to the chief executive
officer and senior managers of each firm
was mailed to the sampled firms. The
data for the analysis were obtained
through a mail questionnaire survey
conducted during in 2012 -2014. The
study has received 478 filled
questionnaires from CEO and Senior
Manager of 246 manufacturing
enterprises, getting a response rate of 60
percent. Since 16 responses were
uncompleted, after deleting missing data
or unfilled some cases, the total useable
responses to 462 cases were retained for
analysis.

First, multiple linear regression analysis
is used for testing the hypotheses relating
to within manufacturing. Second, the
structural equation modeling (SEM)
analysis is employed to measure any
mediate effects of organizational
motivation and statistically significant
differences in innovation capability in
the manufacturing industry in the light of
intellectual capital and innovation
capability. In addition, descriptive
statistics are used to analyses and
interpret the statistical attributes of the
population, sample and variables. In this
paper, SPSS 21.0 statistical analysis
software and AMOS 20.0 structural
equation modeling techniques were used
as a data analysis tool.

Items for the survey questionnaire were
developed after an extensive review of
the relevant literature on intellectual
capital in manufacturing industries,
Innovation capability, and firm
performance, organizational motivation
in general. The total number of items
included in the survey was 42 including
those items that were used in this study
and other items that were used in order to
tap into other research questions. Where
applicable, items that were used in
Journal of Business Studies

4. FINDINGS AND
DISCUSSIONS
4.1 Sample Description
The demographic percentages are based
on the questionnaires without missing
data. As mentioned before, the
respondents come from a variety of
different organizations with 59.7% male
and 40.3% female. Their ages ranged
from 20 to 59, around more than 50%
from 35-59 years old. 62.1% were
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married and more than 72% have
bachelor and professional degree,
around 12% have master degree in their
discipline. 75% of them have at least 5
years' experience in same enterprises.
Their functions include accounting,
advisory, engineering, finance, human
resources, and marketing, operations,
research, and technology services.
Respondents indicated that they come
from organizations with sizes in the
range of 100–over 1000 full-time
equivalent employees. Around 78% are
come from 501-2000 employee size of
firm.

in the respondent sample were 13.2
percent, 38.5 percent, and 48.3 percent
respectively. This grouping was based on
a widely used criterion of defining
manufacturing firms with 1-100
employees as a small-scale industry,
101-500 employees as a medium-scale
industry, and those with more than 501
employee as a large-scale industry.
In the industrial composition of sample,
Textiles, Wearing Apparel and Leather
Products firms represented the biggest
sector in sample (33%), whilst 15% are
involved in Chemical, Petroleum, Coal,
Rubber and Plastic Products firms and
14% firms specialized in Food,
Beverages and Tobacco Products. The
other firms in the survey were spread
across a number of different sectors,
including Wood and Wood Products
(8%), Paper Products, Publishing and
Printing (7%), Fabricated Metal
Products, Machinery and Transport
Equipment (7%), Non-Metallic Mineral
Products (6%), and 10% of the firms
surveyed operate in non-specified
manufactured products (Not Elsewhere
Specified).

All industry sectors were fairly well
represented by sample firms, while the
textile and apparel sector accounted for
nearly 33 percent of all firms, indicating
its dominance in the current
manufacturing as this sector has
contributed to the 52% of the export
earnings of country. The majority of
firms were private companies limited
(58.2 percent) with others comprising
public companies limited (27.7 percent).
This indicate that private company
limited has become the most popular
form of business organization among
manufacturing firms in Sri Lanka. The
size of firm was measured in terms of
number of employee. The number of
small, medium, and large firms included
Journal of Business Studies

The sample composition with respect to
the firm age described in Table 4
demonstrates that the majority of firms
(59.4%) were established in the period of
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more than 20 years old. 17.7% of firms
are less than 10 years old, 22.9% are
between 11-20 years old, and 27.3%
were established 21-30 years ago. Only
2.2% have been established for more
than 40 years. In this study, the firms
were divided into two groups: older and
younger. The firms established before
1995 were denoted as older firms, and
the firms established since 1995 as
younger. This division allowed the
sample to be split into two groups of
approximately the oldest of 59.4% and
youngest of 40.6%. When respect to the
sales of firms which was measured in
terms of annual sales, 34.0 percent of the
firms had sales less than 1 million US
dollars while highest 38.5 percent of
firms had sales ranging from 1-10
million US dollars, 15.6 percent of firms
had sales 11-20 million dollars, and only
11.7 of firms had an annual sales more
than 21 million dollars.

all the items had high loadings (average
loading = 0.742) and the single factor
explaining 55% of the variance was
obtained and the components of
intellectual capital as human capital,
social capital, and organizational capital
had high factor loading (average loading
more than 0.658), and the Cronbach á
value (HC= 0.869, SC = 0.865, and OC =
0.878) respectively higher than standard.
The component of intellectual capital
had composite reliability more than 0.9.
As general guideline, composite
reliability of 0.7 or higher are considered
as good.
There are several reasons to believe that
organizational motivation will be more
conductive to innovation capability in
organization with higher levels of
intellectual capital. However, a onefactor solution with the single factor
explaining 43% of the organizational
motivation variance emerged, with an
average item loading of 0.658. The

4.2

The Reliability, and Validity
Analysis
The factor analysis with varimax
rotation of 11 variables yielded three
significant factors which explained 65%
percent of total variance. These factors
were also considered satisfactory
according to the reliability test of
Cronbach alpha with a value of greater
than 0.6. A one-factor solution in which
Journal of Business Studies

Cronbach á coefficient value of 0.809,
and also the composite reliability (CR)
value of 0.885 higher and considered as
good.
Innovation capability refers to the firm's
ability to transform and knowledge and
ideas into new products, processes
systems for the benefit of the firms
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(Lawson and Samson, 2001). However,
a one-factor solution with the single
factor explaining 44% of the innovation
capability variance emerged, with an
average item loading of 0.666. The
Cronbach á coefficient value of 0.874.
And also the composite reliability (CR)
value of 0.908 higher and considered
good.

motivation has strongest coefficient of
0.483, p <0.05; intellectual capital has
the impact coefficient of 0.313, p< 0.05
significantly. Here researcher found that
the intellectual capital of the firm has the
most significant influence on innovation
capability, this also confirms the
intellectual capital of the human, social,
and organizational capital as the
company's core research ideas. Another
thing that the organizational motivation
have most significant impact on
innovation capability, this is different
than expected, indicating that the pursuit
of intellectual capital and innovation
capability and some influence between
intellectual capital and innovation
capability. As the Table 1 shown, one
way ANOVA was utilized to determine

4.3 Model Analysis
Reliability and validity analysis is to test
the hypothesis preparatory work to
ensure that the variables were used to test
the hypothesis that both have met the
requirements. Researcher assume direct
model validation, found intellectual
capital of the enterprise has a certain role
in influence on innovation capability, in

which the role of the firms organizational
Journal of Business Studies
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whether there was a statistically
significant difference between the means
of factors among the three groups of
firms.

analysis. In the case of simple mediation,
the indirect effect of the independent
variable on the dependent variable is
defined as the cross-product of the
independent variable-mediator path and
the mediator-dependent variable path
and the significance test associated with
the product term. According to testing
the hypothesis of no difference between
the total effect and the direct effect more
directly addresses the mediation
hypothesis than do the series of
regression analyses proposed by Baron
and Kenny (1986).

4.4 Mediation Analysis.
While the Baron and Kenny (1986)
procedure is the most commonly used
method in organizational research,
MacKinnon and his colleagues (2002)
compared 14 methods that test mediation
effects and found that the procedure has
low statistical power and that the best
balance of Type I error and statistical
power in tests of mediation is achieved
by the Sobel (1982) test. In this paper, the
researcher relied on three methods to test
for mediation – the Baron and Kenny
(1986) procedure, the test, and path

Journal of Business Studies

Hypothesis H2, and H2a proposed that
the relationship between intellectual
capital and innovation capability is
mediated by organization motivation.
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The results in Table 3 shows that
intellectual capital has a significant
impact on innovation capability to
satisfy the first condition of the Baron
and Kenny (1986) procedure for
establishing mediation. The testing the
indirect effect of intellectual capital on
innovation capability requires a
significant relationship between
intellectual capital and organization
motivation (condition 2) and between
organization motivation and innovation
capability in the presence of innovation
capital (condition 3). There was support
for the second condition based on the
results of Hypothesis H1 reported in the
Journal of Business Studies

preceding section (Table 2). Table 3
shows that organization motivation and
innovation capability are also
significantly related in the presence of
intellectual capital, that satisfying the
third condition. Based on the support
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found for both of these relationships, the
presence of an indirect relationship is
supported between intellectual capital
and innovation capability through
organization motivation. Sobel (1982)
test was further conducted to test the
significance of the indirect effect of
intellectual capital on innovation
capability. The result of this test
provided further support for the
significance of such an indirect effect
(Sobel z = 4.263, p < .05). Based on these
results, Hypothesis H2a was supported.

motivation on the relationship between
intellectual capital and innovation
capability. Visual inspection of Figure 2
suggests that when firms possess high
levels of motivation, the relationship
between intellectual capital and
innovation capability is positive and
under low levels of organization
motivation the relationship between
intellectual capital and innovation
capability is negative. Finally, this
positive impact of organizational
motivation on the relationship between
intellectual capital and innovation
capability suggests that the relationship
is negative under low levels of
organizational motivation, and high
level of organizational characteristics.
There is a positive relationship between
intellectual capital and innovation
capability under high levels of
organizational motivation, and high or
low level of organizational
characteristics.

The hypothesized model, holds up well
when tested against the confirmatory
sample of 462 of manufacturing industry
of Sri Lanka. While the X2 value of 5.609
is statistically significant with 7 degree
of freedom, the root mean squared error
of approximation is (RMSEA = 0.000,
and RMR = 0.004) which suggests a
good fit since it is below the critical
threshold of 0.08. Further, the Normed
Fit Index (NFI = 0.997), the Goodness of
Fit Index (GFI = 0.995), the Incremental
Fit Index (IFI = 1.001), and the
Confirmatory Fit Index (CFI = 1.000) are
all between 0.99 and 1.0, suggesting that
the research model fits the observed data
well.

The results of correlation analysis
summarized Table 2 indicated that the
significant effects of human capital,
social capital, and organizational capital.
The patterns of relationship between the
intellectual capital, organizational
motivation, and innovation capability
are, in general, quite similar among the
whole sample, and the sub-samples of

Figure 2 illustrates the positive and disordinal mediating impact of organization
Journal of Business Studies
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younger and older firms. However, there
is a difference between the younger and
older firms. The effects of organizational
capital and social capital are stronger
among the older firms than among the
younger firms. According to the
corresponding correlation coefficients,
human capital is more important among
the younger firms. The mediation effects
of reputation status and cost efficiency
are stronger among the older firms than
younger firms, same as market share and
government support are stronger among
the younger firms.

5. CONCLUSIONS AND
RECOMMENDATIONS
This finding highlights that when the
manufacturing industry creates an
organizational motivation culture and
innovation-oriented culture, that will
facilitates and better firm performance
from better innovation. In this study, we
found that intellectual capital facilitate
by organizational motivation that lies
outside and inside of the firm have an
indirect effect on innovation capability.
These practices were positively related
to innovation capability, which, in turn,
was related to firm performance. While
the positive relationship between
intellectual capital and innovation
capability was a strong and consistent
finding throughout all the analyses
performed. Results also supported a
direct relationship between intellectual
capital and innovation capability. There
was a controlling affects of
organizational characteristics such as
age and size in strengthening the
relationship between intellectual capital
and innovation capability. The
theoretical and practical implications of
these findings as well as the limitations
of this study are discussed below.

In sum, the results from this section as
well as the plots of interactions lead to an
empirical conclusion which is somewhat
different from the conclusions drawn in
earlier sections which pointed to a direct
relationship between intellectual capital
and innovation capability. Based on the
results of this last section, it seems that in
the presence of intellectual capital and
organizational motivation, does not
predict innovation capability and that
this relationship becomes positive,
contrary to predictions, under conditions
of low organization motivation and low
intellectual capital, and consistent with
predictions, under conditions of high
organization motivation.

Journal of Business Studies

Overall, the findings of this study extend
both knowledge management and
innovation management literatures in
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important ways. First of all, it provides
empirical support for the existence of a
dual path – internal and external through which firm can gain competitive
advantage in markets through
o rg a n i z a t i o n a l m o t i v a t i o n a n d
innovation. Yet, it shows that
organizational motivation is more
critical for firm' innovation capability
compared to organizational
characteristics. Second, it shows that the
knowledge management, and resource
base view framework are a useful theory
for opening up the black box between
intellectual capital, innovation and
performance in export oriented firms.
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