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Abstract

This paper aims to assess the relative importance of various determinants impacting 
small and medium enterprises’ (SMEs) capacity for innovation. The study employed a 
quantitative approach with data obtained from 462 participants working across SMEs 
in 2023 in Ho Chi Minh City, Vietnam. The collected data were subsequently pro-
cessed and analyzed using structural equation modeling (SEM) and exploratory factor 
analysis (EFA). The EFA results indicated the removal of two items due to their poor 
fit within the variables. Furthermore, the statistical adequacy of the data for factor 
analysis was confirmed by a Kaiser-Meyer-Olkin (KMO) coefficient of 0.892 and a 
significant Bartlett’s test (Chi-square = 8177.250, p-value < 0.001). The remaining vari-
ables yielded a convergent solution in the subsequent CFA analysis, with goodness-of-
fit indices meeting acceptable thresholds. The SEM results revealed four key factors 
influencing the innovation capability of SMEs in Ho Chi Minh City: collaboration 
networks, organizational culture, entrepreneurial leadership, and internal human re-
sources, with p-values for all these factors’ estimates of 0.000. The survey respondents 
indicated that collaborative networks exerted the most substantial influence on the 
innovation capability of SMEs (with an estimate of 0.282). Subsequently, factors such 
as organizational culture and entrepreneurial leadership demonstrated progressively 
lesser degrees of impact, with corresponding coefficients of 0.266 and 0.207, respec-
tively. Recommendations for both enterprises and state policies are then proposed.
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INTRODUCTION

In the context of globalization and fierce competition, businesses are 
confronting numerous challenges stemming from rapid technologi-
cal advancements and increasingly shorter product lifecycles. To en-
sure survival and sustainable development, innovation capability has 
emerged as a pivotal factor for enterprises to build competitive advan-
tage (N. Kaur & P. Kaur, 2021; Saridakis et al., 2019; Anning-Dorson 
& Nyamekye, 2020). This is clearly evidenced by developed East Asian 
economies such as Japan, South Korea, and Singapore, where robust 
innovation capabilities have driven technological transformation, 
thereby fueling overall economic growth (Cirera & Maloney, 2017). 

Despite their significant role in local economic development, contrib-
uting substantially to job creation, poverty reduction, and economic 
growth (Gherghina et al., 2020), small and medium-sized enterprises 
(SMEs) often face more constraints compared to larger corporations. 
These limitations typically include restricted access to finance, hu-
man capital, infrastructure, and managerial competence (Clauss et 
al., 2022), as well as complex administrative procedures in business 
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establishment, operation, and development (Eggers, 2020). Consequently, enhancing the innovation 
capability of SMEs is crucial, as it enables them to establish and maintain competitive advantages while 
successfully executing their overall development strategies (Rajapathirana & Hui, 2018).

In Vietnam, SMEs are central to the development process. According to the Vietnam Chamber of 
Commerce and Industry (VCCI), SMEs constitute approximately 98% of all active enterprises, oper-
ating across most economic sectors and significantly contributing to GDP and employment. However, 
Vietnamese SMEs face substantial challenges in adopting automation and digitalization technologies, 
exhibiting a considerable technological gap compared to more advanced nations. Business expenditure 
on research and development (R&D) in Vietnam remains lower than in other ASEAN countries, and in-
novation linkages are weak, characterized by limited collaboration between universities and enterprises 
in research endeavors (OECD, 2021). These factors collectively indicate a highly constrained innovation 
capacity among Vietnamese SMEs. Notably, Ho Chi Minh City, which hosts over 30% of the nation’s 
total SMEs, reflects these aforementioned innovation challenges prevalent across Vietnamese SMEs.

Globally, there is a relative scarcity of research focusing on SMEs, particularly in developing countries 
(Akin-Adetoro & Kabanda, 2021), and assessments of small business innovation capabilities remain 
insufficient (Saunila, 2020). Similarly, in Vietnam, there is a paucity of direct quantitative studies ad-
dressing the factors influencing innovation capability, with a preponderance of qualitative research. To 
enhance innovation capability within enterprises, it is essential to identify its determinants. These influ-
encing factors, as well as their degree of impact, can vary depending on the specific context, time, and 
unique characteristics of individual localities and businesses.

1. LITERATURE REVIEW  

AND HYPOTHESES

Empirical evidence concerning innovation capa-
bilities in small businesses diverges into two main 
research streams: viewing innovation as either a 
process or an outcome (Saunila, 2020). The first 
stream defines innovation as a process, where 
innovation capability represents the potential to 
generate innovative products. Key aspects identi-
fied within this perspective include leadership, or-
ganizational culture, management, and employee 
creativity (Saunila, 2017). Conversely, the second 
research stream considers innovation as an out-
come, classifying innovation capability as a mul-
tidimensional construct encompassing product, 
process, organizational, and continuous market 
innovation (Varis & Littunen, 2010).

The factors influencing innovation in small and 
medium-sized enterprises (SMEs) are operational-
ized as those affecting their innovation capability 
(Makanyeza et al., 2023). Enterprise innovation is de-
pendent on various factors, broadly categorized into 
internal and external groups (Romijn & Albaladejo, 
2002; Edison et al., 2013). This classification is based 
on the origin of these influencing elements.

Internal factors are those within the control of 
the enterprise that impact its innovation capabil-
ity. Prior research has identified several internal 
factors, such as the organization’s creative cul-
ture, human capital, financial resources, and the 
leadership ability of senior managers (Romijn & 
Albaladejo, 2002; Kang & Park, 2012; Kim et al., 
2018; N. Kaur & P. Kaur, 2021; Makanyeza et al., 
2023). Human capital, encompassing expertise, 
skills, and experience (Romijn & Abaladejo, 2002), 
is essential for an enterprise to ultimately create 
new products and/or processes. Therefore, quality 
human capital serves as the starting point for all 
innovation processes, symbolizing selective learn-
ing and knowledge absorption. Innovation activi-
ties necessitate the support of a creative working 
environment, requiring employee empowerment, 
flexible organizational structures, and encour-
agement of inter-departmental interaction within 
the company. An enterprise with an open culture 
that promotes risk-taking and fosters the sharing 
of knowledge and novel ideas among employees 
(Rangus & Slavec, 2017) will enhance its innova-
tion capability. A learning culture tends to deepen 
understanding at individual, group, and organi-
zational levels, leading to the generation of rich 
knowledge resources and ultimately improving 
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the organization’s innovation capacity (Hung et 
al., 2011), as it provides opportunities for learning, 
collaboration, and encourages employees to create, 
share, and apply new knowledge for various forms 
of innovation. Alongside corporate culture, senior 
leaders also play a pivotal role in fostering innova-
tion by providing a supportive environment and 
making decisions that enhance creativity and suc-
cessful knowledge application. Senior leaders help 
employees address their needs for empowerment, 
personal achievement, and creativity. Support 
from senior leadership is crucial for accelerat-
ing innovation, enabling organizations to adapt 
to rapid changes and protect themselves against 
uncertain environments. Romijn and Albaladejo 
(2002) suggest that the knowledge and experience 
of managers/founders in their operational field are 
highly significant for SMEs, and the leadership 
ability of senior management is a decisive factor 
in an enterprise’s innovation capacity (Kim et al., 
2018). Financial resources also positively affect in-
novation capability. Insufficient financial resourc-
es can impede the ability to innovate (Kim et al., 
2018), while the availability of financial resources 
(Tran et al., 2021) facilitates investment in inno-
vation, and access to finance (N. Kaur & P. Kaur, 
2021) positively influences innovation. Thus, the 
greater a company’s financial resources, the higher 
its innovation capacity.

External factors are those that impact innovation 
capability but lie beyond the control of the enter-
prise. Numerous studies have identified external 
factors affecting enterprises’ innovation capabil-
ity, including government policy, collaboration 
networks, market demand, field of activity, and 
geographic area. Among these, external collabo-
ration networks and government policies are criti-
cal, drawing significant attention from research-
ers (Romijn & Albaladejo, 2002; Kang & Park, 
2012; Cowling, 2016; Paik et al., 2017; Chen et al., 
2017; Pollok et al., 2019; Wang, 2018; Makanyeza 
et al., 2023). These two factors positively influence 
the innovation capability of SMEs. Government 
support is especially useful for SMEs to improve 
their innovation capacity when they face internal 
resource shortages. Diverse government impacts 
include institutional policies on education and 
training, scientific research and technology trans-
fer, creating a legal environment for issues relat-
ed to copyright, inventions, intellectual property, 

tax incentives, and financial support for innova-
tion projects. Networks enable companies to ben-
efit from the contributions of business partners 
in their innovation initiatives (Dangelico, 2016; 
Pollok et al., 2019). The relationships that build a 
company’s network enhance its innovation capac-
ity through collaborations and interactions with 
organizations such as colleges, universities, re-
search institutions, other companies (Wang, 2018; 
Kittilaksanawong & Ren, 2013; Kang & Park, 2012), 
competitors, associations, consulting industries, 
service providers, customers, and the government.

To assess innovation capability, this study focus-
es specifically on product innovation, as it is the 
predominant form of innovation observed in the 
survey sample of Vietnamese small and medi-
um-sized enterprises. This focus is further sup-
ported by the fact that 85% of Vietnamese SMEs 
report plans for product and service innovation. 
Moreover, data from the World Bank’s Enterprise 
Survey indicate that Vietnamese SMEs are rela-
tively innovative in terms of both products and 
processes. Concurrently, the limited expenditure 
on research and development among these SMEs 
suggests that most innovations represent “frugal 
innovation.” This often involves minor modifica-
tions to existing products to enhance accessibility 
for low-income customers (OECD, 2021). 

Previous studies on factors affecting innovation 
capacity in SMEs proved that factors such as gov-
ernment policies to support and promote innova-
tion, collaboration networks, internal human re-
sources, corporate culture, corporate leadership, 
and financial resources influence the innovation 
capacity of businesses. Therefore, the model of fac-
tors affecting the innovation capacity of SMEs in 
Vietnam is built on these six elements. 

The study aims to explore the effects of govern-
ment policies and SMEs’ capabilities on their in-
novation capacity which are presented in the be-
low proposed hypotheses.

H
1
: Government policies to support and promote 

innovation have a positive influence on the 
innovation capacity of  SMEs.

H
2
: Collaboration network has a positive influ-

ence on the innovation capacity of SMEs.
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H
3
: Internal human resources have a positive in-

fluence on the innovation capacity of SMEs.

H
4
: Corporate culture has a positive influence on 

the innovation capacity of SMEs.

H
5
: Business leadership has a positive influence 

on the innovation capacity of SMEs.

H
6
: Financial resources have a positive influence 

on the innovation capacity of SMEs.

2. METHOD

The sample was selected using a random sampling 
method. SMEs in Ho Chi Minh City were geo-
graphically stratified across its various districts. 
Subsequently, the economic sectors in which these 
SMEs operate were identified, encompassing the 
three principal pillars of the Vietnamese econo-
my: services, industry, and agriculture. The pro-
portional representation of businesses from each 
sector in the survey sample was allocated based 
on their respective contributions to Vietnam’s 
Gross Domestic Product (GDP), specifically 50% 
from services, 40% from industry, and 10% from 
agriculture.

Survey respondents were then categorized based 
on the industry of their employing companies. 

These respondents included students (full-time, 
part-time, and doctoral candidates) from the Ho 
Chi Minh City Campus of the University of Labor 
and Social Affairs who are currently employed at 
businesses, as well as entrepreneurs. The entre-
preneurs were identified as current partners and 
former students of the university. Additionally, 
the research team engaged with business owners 
through district-level business associations within 
Ho Chi Minh City.

The requisite sample size was determined using the 
formula proposed by Hair et al. (2006). This num-
ber was then compared with Hoelter’s (1983) rec-
ommendations to establish the precise sample size 
for the study. Based on the preliminary evaluation 
of the measurement scale, there were 29 observed 
variables. According to Hair et al. (2006), the 
minimum number of observations required is n = 
290(10 × 29). However, a survey of 500 samples was 
conducted to account for invalid responses, such as 
incomplete information or non-responses, and to 
enhance the study’s reliability. A convenience sam-
pling method was employed for data collection.

The survey was administered from February 2023 
to July 2023, targeting 500 individuals employed 
across various enterprises in Ho Chi Minh City. 
Questionnaires were distributed directly to par-
ticipants, resulting in 462 completed responses 
out of 500, yielding a high response rate of 92.4%. 

Table 1. Sample description

Type of enterprises N %

Private Enterprise 207 44.8

Limited Liability Company 213 46.1

Others 42 9.1

Total 462 100

Years of establishment N %

Under 5 years 224 48.5

From 5 to 10 years 187 40.5

Over 10 years 51 11.0

Total 462 100

Titles N %

Senior manager 142 30.7

Middle managers 320 69.3

Total 462 100

Sizes N %

Micro enterprises 305 66.0

Small business 129 27.9

Medium enterprises 28 6.1

Total 462 100
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Furthermore, secondary data from the General 
Statistics Office of Vietnam and policy research 
findings from other organizations were collected 
to support the analysis and evaluation in this study. 
A five-point Likert scale was utilized to quantify 
participants’ opinions, structured as follows: 1 – 
Strongly Disagree; 2 – Disagree; 3 – Neutral; 4 – 
Agree; 5 – Strongly Agree.

A questionnaire was sent to 500 respondents, of 
whom 462 responded, a high response rate of 
92.4%. The description of the survey is presented 
in Table 1.

The surveyed enterprises operate in different busi-
ness sectors, mainly private enterprises. The in-
terviewees are mainly managers or heads of the 
human resources, business, and technical depart-
ments. The surveyed enterprises have been in op-

eration for less than 10 years, mainly small and 
micro enterprises (accounting for 94% of the sur-
veyed enterprises) (Table 1).

The factors in the model were constructed based 
on Wallsten (2000), Romijn and Albaladejo (2002), 
Lau and Ngo (2004), Kang and Park (2012), Ar 
and Baki (2011), Delgado-Verde et al. (2011), 
Fındık and Beyhan (2015), Santos-Rodrigues et 
al. (2016), Apanasovich et al. (2016), Barasa et al. 
(2017), Chen et al. (2017), Aksoy (2017), Wang 
(2018), Aboramadan et al. (2020), and N. Kaur and 
P. Kaur (2021). The six factors were found to have 
an impact on the innovation capabilities of SMEs, 
such as government policies to support and pro-
mote innovation, collaboration networks, internal 
human resources, corporate culture, corporate 
leadership, and financial resources. Appendix A 
presents a description of these factors. 

Table 2. EFA results

Variable
Factor

1 2 3 4 5 6 7

CC3 0.894 – – – – – –

CC2 0.849 – – – – – –

CC4 0.824 – – – – – –

CC5 0.719 – – – – – –

CC1 0.602 – – – – – –

GS3 – 0.873 – – – – –

GS2 – 0.846 – – – – –

GS1 – 0.843 – – – – –

GS4 – 0.820 – – – – –

FR1 – – 0.858 – – – –

FR2 – – 0.793 – – – –

FR3 – – 0.744 – – – –

FR4 – – 0.735 – – – –

BL2 – – – 0.887 – – –

BL1 – – – 0.863 – – –

BL3 – – – 0.765 – – –

BL4 – – – 0.654 – – –

CN2 – – – – 0.901 – –

CN3 – – – – 0.841 – –

CN1 – – – – 0.825 – –

HC3 – – – – – 0.834 –

HC2 – – – – – 0.761 –

HC4 – – – – – 0.695 –

HC1 – – – – – 0.592 –

IC2 – – – – – – 0.931

IC1 – – – – – – 0.837

IC3 – – – – – – 0.708

Average Variance Extracted (AVE) 0.616 0.715 0.615 0.636 0.733 0.527 0.69

Cronbach’s Alpha 0.9 0.909 0.875 0.898 0.817 0.869 0.884

Composite Reliability (CR) 0.887 0.909 0.864 0.873 0.901 0.814 0.868

Note: GS = Government policy to support and promote innovation; CN = Collaboration network; CC = Corporate culture;  
BL = Business leadership; HC = Internal human resources; FR = Financial resources; IC = Innovation capacity.
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In this study, Cronbach’s alpha, exploratory factor 
analysis (EFA), and confirmatory factor analysis 
(CFA) were used to test the validity and reliability 
of the scale. Then, the linear structural modeling 
techniques (structural equation modeling, SEM) 
were employed to test factors affecting the innova-
tion capacity of SMEs. 

3. RESULTS 

The exploratory factor analysis (EFA) test suggest-
ed the elimination of four items (CC6, GS5, CN4, 
BL5) with low Cronbach’s alpha.  The remaining 
27 items of the seven variables met the require-
ments for the reliability coefficient criteria. The 
total variance explained of 67.119%, eigenvalue 
coefficient of 1.172, KMO = 0.892 proved that the 

EFA model was reliable. The Chi-square statistic 
of the Bartlett test is 8177.250 with a significance 
level of 0.000. Therefore, the observed variables 
are correlated with each other. Table 2 shows the 
EFA results.

The CFA model has chi-square = 893.113; p = 0.000; 
df = 303; chi-square/df = 2.948; CFI = 0.926; GFI 
=0.871; RMSEA = 0.065. The model demonstrates 
a goodness of fit with the data set. This result con-
firms the unidimensionality of the scales. All ob-
served variables used to measure the research con-
structs achieved convergent validity.

Table 2 indicates that all scales exhibit adequate 
composite reliability, and the AVE is greater than 
0.5. This signifies that the scales possess high re-
liability and can effectively account for their re-

Note: GS = Government policy to support and promote innovation; CN = Collaboration network; CC = Corporate culture;  
BL = Business leadership; HC = Internal human resources; FR = Financial resources; IC = Innovation capacity.

Figure 1. SEM results
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spective research constructs. Furthermore, the ex-
tracted constructs demonstrate strong convergent 
validity with their corresponding scales.

The results show that the theoretical research 
model (see Figure 1) has chi-square = 838.264 (p 
= 0.000); chi-square/df = 2.785; GFI = 0.879; CFI 
= 0.933; RMSEA = 0.062. It can be concluded that 
the model is appropriate for the data set. The coef-
ficients are presented in Table 3.

Thus, Table 3 shows that there are two relation-
ships that are not statistically significant, specifi-
cally the relationship between government policy 
to support and promote innovation and innova-
tion capacity and the relationship between finan-
cial resources and innovation capacity. The re-
maining relationships are statistically significant 
and have a positive effect. The collaboration net-
work has the strongest influence on innovation 
capacity. The second important role in governing 
innovation capacity is corporate culture; business 
leaders play a lesser role; internal human resourc-
es play the lowest role in determining the innova-
tion capacity of SMEs in Ho Chi Minh City.

The results show the accepted the null hypotheses 
of H

2
, H

3 
H

4 
H

5
 while there is insufficient evidence 

to accept the null hypothesis of H
1
 and H

6
.

4. DISCUSSION

Research results show the importance of collab-
orative networks to the innovation capacity of 
SMEs in Ho Chi Minh City. Accordingly, hypoth-
esis H2 is accepted. Acquiring new technological 
knowledge through collaborative relationships 
and network interactions, especially collabora-
tive relationships with different partners such as 

suppliers, customers, competitors, research or-
ganizations, and especially foreign partners, will 
strengthen innovation capacity for SMEs in Ho 
Chi Minh City. Since most innovation is the re-
sult of applying knowledge, not all innovations 
require invention. It reveals the importance of 
knowledge learned from other socio-economic 
organizations through cooperative relationships. 
SMEs can have more resources to increase their 
innovation capacity through cooperative rela-
tionships. Moreover, while domestic cooperative 
networks are not capable of supporting SMEs in 
the learning process to improve their innovation 
capacity, universities and international research 
institutes, as well as foreign enterprises, are 
sources that provide innovative knowledge for 
SMEs in Ho Chi Minh City. This research result 
is consistent with the results of Chen et al. (2017), 
Fındık and Beyhan (2015), and Kang and Park 
(2012). Therefore, improving innovation capacity 
for SMEs in Ho Chi Minh City is a good way to 
strengthen the collaborative network, especially 
the international collaborative network. 

The origin of all creative ideas comes from human 
thinking and understanding, so quality human 
resources are the starting point for all innovation 
processes. It represents learning and selective ab-
sorption of knowledge. If the capacity of internal 
human resources accumulates knowledge over 
time, it can promote the ability to quickly adapt 
to market changes, thereby increasing innovation 
capacity. Thus, hypothesis H3 is accepted. The re-
sults of this study are consistent with the results 
of previous studies (Chen et al., 2017; Alpkan et 
al., 2010; Hayton & Kelley, 2006; Subramaniam & 
Youndt, 2005; Romijn & Albaladejo, 2002). Thus, 
to improve innovation capacity, the indispensable 
solution is to invest in a high-quality human re-
source team.

Table 3. Relationships between factors in the research model

Relationships Estimate S. E C. R p-value

CC → IC 0.266*** 0.066 4.045 0.000

GS → IC 0.013 0.047 0.286 0.775

BL → IC 0.207*** 0.042 4.874 0.000

FR → IC 0.000 0.060 0.008 0.994

CN → IC 0.282*** 0.055 5.119 0.000

HC → IC 0.160 0.085 1.883 0.060

Note: S.E: standard deviation; C.R: critical value; *** p-value < 0.001. GS = Government policy to support and promote in-

novation; CN = Collaboration network; CC = Corporate culture; BL = Business leadership; HC = Internal human resources; FR = 
Financial resources; IC = Innovation capacity.
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The innovation capacity of the SMEs in Ho Chi Minh 
City is influenced by the corporate culture factor. 
Hypothesis H4 is accepted. Corporate culture guides 
the behavior and actions of individuals through the 
structure, policy system, procedures, and manage-
ment orientation of the enterprise. Thus, corporate 
culture can influence the attitude of the enterprise 
toward innovation. Other aspects of corporate cul-
ture, such as initiative spirit, creativity, risk-taking 
ability, and teamwork, are considered means to 
promote innovation. Therefore, diversification, the 
development of new product/service types, designs, 
models, and features to meet market demands, can 
only be achieved when employees in the enterprise 
are empowered to be creative, encouraged, and work 
in an open and democratic environment. The results 
show that there is consistency with that of previ-
ous studies that have proved that corporate culture 
is a factor that promotes innovation (Aboramadan 
et al., 2020; Delgado-Verde et al., 2011; Lau & Ngo, 
2004). Therefore, enterprises need to build a work-
ing environment where employees can develop their 
personal abilities, be creative, and always proactively 
innovate.

Senior leaders in enterprises need to have a long-
term vision, be creative and proactive in participat-
ing in innovative projects. Moreover, leaders with 
good management capacity will help design good 
policies promoting innovation in enterprises, which 
can then encourage employees to be innovative. In 
addition, business leaders applying innovative de-
cisions in business operations are willing to take 
risks and invest resources in innovation activities. 
Thus, hypothesis H5 is accepted. The results of the 
study are also consistent with Tajeddini et al. (2020), 
Aksoy (2017), Ar and Baki (2011), and Romijn and 
Albaladejo (2002).

Hypothesis H1 is not accepted. Although interna-
tional studies by Wang (2018), Chen et al. (2017), 
Kang and Park (2012), and Wallsten (2000) have 
proved that the government’s innovation support 

and promotion policies play a critical role in regu-
lating economic activities through approaches such 
as subsidies, tax incentives, loan incentives or fa-
cilitating the increase of internal R&D resources 
for enterprises, the Vietnamese government’s in-
novation support and promotion policies have not 
played their role. Several reasons can be mentioned. 
First, two state-owned financial funds, the Small 
and Medium Enterprise Development Fund and the 
Credit Guarantee Fund, are responsible for financing 
SMEs; however, few enterprises have access to these 
funds (OECD, 2021). Second, supporting innovation 
is a common goal of Vietnam’s business support pol-
icies, but the barrier of limited support budget has re-
duced the policy’s effectiveness. Innovation policies 
mainly focus on the supply side, while little attention 
is paid to building enterprises’ innovation capacity 
to enhance the ability of external technology attain-
ment (demand side) of SMEs (OECD, 2021). Third, 
while an important factor is improving the quality of 
human resources, there is no public program to help 
build the relevant technical skills to improve the in-
novation capacity of enterprises (OECD, 2021).

Hypothesis H6 is not accepted. However, inter-
national studies by N. Kaur and P. Kaur (2021), 
Apanasovich et al. (2016), and Barasa et al. (2017) all 
emphasize the role of resources, including financial 
resources. Financial resources are necessary for en-
terprises to invest in R&D, technology, and human 
resources. Nevertheless, SMEs in Ho Chi Minh City 
are currently facing the problem of a lack of capital 
for production, investment in R&D, and technology.

The factors of collaborative networks, internal hu-
man resources, organizational culture, and entrepre-
neurial leadership were found to have a significant 
impact on firms’ innovation capability, a result con-
sistent with prior research. However, contrary to the 
initial hypothesis and previous studies, the factors of 
government support policies for innovation and fi-
nancial resources did not demonstrate a significant 
impact.

CONCLUSION

This study aims to assess the relative importance of various determinants impacting small and medium 
enterprises’ (SMEs) capacity for innovation. The study has built a research model as well as hypoth-
eses about factors affecting innovation capacity in businesses. The research hypotheses were supported 
through the examination of causal relationships employing structural equation modeling (SEM) and 
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exploratory factor analysis (EFA). SEM and EFA findings revealed a positive and statistically signifi-
cant relationship between collaboration network, corporate culture, business leaders, internal human 
resources, and the innovation capability of SMEs in Ho Chi Minh City. Furthermore, the relationship 
results between these four factors and the innovation capability of SMEs are aligned with the findings 
of prior research. 

Enhancing collaboration with external organizations, particularly international entities, is essential for 
obtaining strategic guidance on organizational transformation and accessing high-quality human re-
sources. Small and medium-sized enterprises (SMEs) should proactively engage with relevant associa-
tions, such as district and city-level business associations and industry-specific organizations, as well 
as reputable economic and technical training institutions, including Ho Chi Minh City University of 
Technology, University of Economics Ho Chi Minh City, Vietnam National University Ho Chi Minh 
City, and other universities. This engagement will facilitate the acquisition of up-to-date information, 
expert consultation, and support in identifying technological and product innovation solutions that 
align with market trends and the enterprise’s specific resources.

Cultivating a more cohesive organizational culture that fosters stronger interpersonal connections 
and inter-departmental collaboration is crucial to ensure that innovation initiatives are effectively di-
rected and yield rapid and substantial results. Small and medium-sized enterprises (SMEs) should ac-
tively encourage novel ideas and establish a flexible culture capable of adapting to market dynamics. 
Furthermore, these enterprises need to foster a culture of innovation within their organizations, thereby 
stimulating creativity and engagement in business activities. Such policies, aimed at fostering a cre-
ative organizational culture, will empower individuals and teams possessing intellectual capacity and a 
strong passion for innovation to generate unique, differentiated products with high added value.

SMEs in Ho Chi Minh City should place greater emphasis on leveraging the role of their leadership 
teams and adapting their management methods and models with a proactive and action-oriented ap-
proach to bolster their innovation capability. It is necessary to implement and refine lean and efficient 
management models and methods to maximize accountability and collaboration across different de-
partments within the enterprise.

To enhance the quality of internal human resources, individual employees should prioritize the acqui-
sition of relevant skills to proactively engage in innovative activities within their work. This includes 
taking initiative and demonstrating a continuous commitment to improving their work performance 
and pursuing lifelong learning, as individual learning agility remains a crucial factor in responding to 
rapid technological and environmental changes, ultimately enabling proactive adaptation and trans-
formation. From the organizational perspective, SMEs in Ho Chi Minh City need to align their hu-
man resource strategies with their innovation strategies. This necessitates a shift away from short-term 
profit pressures toward a new mindset focused on attracting talented personnel and fostering continu-
ous training initiatives both internally and externally for employees. Training programs should be in-
formed by national and global human resource development trends and tailored to the specific demands 
of innovation within the enterprise. Emphasis should be placed on training that is directly integrated 
with the company’s production and business operations, including leveraging government-supported 
innovation programs.

In terms of the limitations, the study is currently only being conducted in Ho Chi Minh City. Although 
Ho Chi Minh City is home to the largest number of businesses in Vietnam and contributes the most to 
the country’s GDP, the study should be expanded nationwide. Secondly, a survey conducted solely in 
Ho Chi Minh City is not fully representative of the entire country. Thirdly, the scope of the study could 
be broadened to include both SMEs and large enterprises, given the significant contribution of medium 
and large businesses to the GDP.
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APPENDIX A

Table A1. Questionnaire items

 Variable Code Measurement

 Government policy to 

support and promote 

innovation (GS)

GS1 The company participates in R&D programs/projects sponsored by the government
GS2 Intellectual property rights are legally implemented in Vietnam

GS3 Government policies encourage companies to innovate

GS4 The government has provided the necessary support for companies to innovate

GS5
The government supports companies in training and developing professional human 

resources for innovation

Collaboration Network 
(CN)

CN1 The company has cooperated with suppliers, customers, and other companies

CN2
The company has created a platform to interact with customers to improve products 
and services

CN3
The company collaborates or participates in research projects with domestic and 
international businesses in the same field

CN4
The company collaborates or participates in research projects with domestic and 
international universities and research organizations

Corporate Culture (CC)

CC1 The company always sets goals of providing customer-oriented products/services
CC2 The company has a mechanism to reward initiatives applied in practice

CC3
The company supports, encourages, and creates conditions for employees to test new 
ideas

CC4 The company has a creative working environment that empowers employees

CC5
The company encourages interactions between departments, promoting free sharing of 
knowledge and new ideas

CC6
The company takes the view that the most important success factor in its business is 
innovation

Business Leadership 

(BL)

BL1
Senior leaders at the company are interested in learning about new technology/
processes/product ideas and directly participate in innovation projects at the company

BL2
Company leaders have experience working at multinational companies or large 
domestic companies

BL3 Company leaders have degrees in business administration/finance

BL4 Company leaders are willing to innovate and take risks

BL5 Company leaders have degrees in science or engineering

Internal Human 

Resources (HC)

HC1
The company’s staff has the capacity to comprehend/absorb new information and 
knowledge

HC2 The company has enough technical staff
HC3 The company’s team of engineers is experts in their work
HC4 The company’s human resources team is smart and creative

Financial Resources (FR)

FR1
The company has the financial resources to purchase the equipment needed to produce 
new products/services

FR2 The company has modern high-tech machinery/equipment required for innovation
FR3 The company has a dynamic research and development department/unit
FR4 The company has the ability to access external financing for innovation

Innovation Capacity (IC)

IC1 The company may make significant changes to its existing products/services
IC2 The company is likely to introduce a new product/service to the organization

IC3
The company has the ability to develop a product with new specifications and functions 
that are different from existing products
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