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ABSTRACT - REZUMAT

The impact of intellectual capital, organizational capabilities, and innovation on firm performance
of textile sector: a moderating effect of GSP Plus

The objective of this study was to investigate the relationship between intellectual capital, organizational capabilities,
Innovations and firm performance through the moderating role of GSP Plus status. The findings show that intellectual
capital, organizational capabilities, and Innovations have a significant impact on firm performance. Additionally, the GSP
Plus moderates the relationship between intellectual capital and firm performance. The GSP Plus also moderates the
relationship between Innovation and firm performance. However, GSP Plus does not moderate the relationship between
organizational capabilities and firm performance. The findings of this study would guide the textile exporters to
understand how to enhance a firm’s performance by giving preference to the intellectual capitals, Organizational
Capabilities and Innovations and how to utilize the GSP Plus status effectively.

Keywords: GSP Plus, intellectual capital, performance, Organizational Capabilities

Impactul capitalului intelectual, capacitatilor organizationale si inovarii asupra performantei firmelor
din sectorul textil: un efect de moderare GPS Plus

Obiectivul acestui studiu a fost de a investiga relatia dintre capitalul intelectual, capacitétile organizationale, inovarea Si
performanta firmelor prin rolul moderator al GSP Plus. Rezultatele arata ca inovarea, capitalul intelectual si capacitatile
organizationale au un impact semnificativ asupra performantei firmei. In plus, GSP Plus modereazé relatia dintre
capitalul intelectual si performanta firmelor. GSP Plus modereazd, de asemenea, relatia dintre inovare si performanta
firmelor. Totusi, GSP Plus nu modereaza relatia dintre capacitétile organizationale si performanta firmelor. Rezultatele
acestui studiu ii vor indruma pe exportatorii de textile s& inteleagd cum sd imbunéatateasca performanta unei firme,
acordand importanta capitalului intelectual, capacitatilor organizationale si inovarii si cum sa utilizeze in mod eficient

GSP Plus.

Cuvinte-cheie: GPS Plus, capital intelectual, performanta, capacitati organizationale

INTRODUCTION

The oldest, biggest, and commercial industry in the
world is the textile and clothing industry. Most of the
textile industries throughout the world are labor-inten-
sive. The textile sector of Asia had always been grab-
bing the attention of thewell-developed countries of
the west. Pakistan is the principal exporter of cotton-
based fabric, Fabric products, and cotton. At present,
Pakistani fabric products have been encountering
challenging competition by major competitors like
India, Bangladesh, and China [1]. Textile exports
value of China is about US$ 45 million and of
Pakistan US$ 13.8 million. It is a major source of
employment generation in Pakistan.

“Generalized System of Preferences is a mechanism
of a formalized system through which the developed
countries like the USA and the European Union give
relaxation in tariffs to the underdeveloped countries,
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which have the membership of WTO to export their
goods to Europe or the USA”. According to Kaufmann
& Schneider [2], intellectual capital has defined in
different ways, such as, there is concurrence about
the value creation of IC and its supports in creation of
competitive advantages in organizations. Authors
define organizational capabilities as “Capabilities are
complex bundles of skills and knowledge embedded
in generational processes” [3]. Innovation was classi-
fied into five types, namely, products, processes,
technological, markets, and organizational innova-
tion. This study considers two dimensions of innova-
tion: technological innovation and administrative inno-
vation. This study is designed to examine whether
the possibilities and challenges, placed on the GSP+
status have any influence on the Performance of the
textile industry of Pakistan? What sorts of the role will
the GSP+ status will play in the fulfillment of the tex-
tile industry? Moreover, how the development of the
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textile sector can be achieved by focusing on intel-
lectual capital, organizational innovation, and capa-
bilities? The primary objectives are comprehensive to
study the role of GSP Plus status on the performance
of the Pakistani textile industry.

LITERATURE REVIEW

Intellectual Capital (IC)

According to Cohen & Kaimenakis [4], IC is the inte-
gration of internal and external knowledge of the
firms that provide a viable competitive advantage, if it
is undertaken by the well-managed firm. According to
Tseng & James Goo [5], intellectual capital and the
firm market value have a positive and significant
effect on financial performance. Australian banks
which heavily invest in the components of intellectual
capital are more profitable than others who have low
investment in IC [6].The empirical evidence suggests
that profitability, market valuation and productivity of
the company in South Africa would be explained by
the performance of its intellectual capital [7].
Hypothesis 1: There is a positive and significant
relationship between the intellectual on firms perfor-
mance.

Organizational Capability

Authors define organizational capabilities as
“Capabilities are complex bundles of skills and
knowledge embedded in generational processes [3]”.
According to the functional definition of organization-
al capability, there are seven dimensions of organi-
zational capabilities, i.e., learning, R&D, resource
allocation, marketing, organizing, structural planning,
and manufacturing capabilities [8]. The resource-
based perspective of the firm contends that capabili-
ties are supportive for enhanced quality, and
decreased irregularity, are the foundation of the
upper hand [9].

Hypothesis 2: There is a positive and significant
relationship between organizational capabilities and
firms’ performance.

Innovation

Innovation was classified into five types, namely, prod-
ucts, processes, technological, markets, and organi-
zational innovation. This study considers two dimen-
sions of innovation: technological innovation and
administrative innovation. The new product and tech-
nological development had a significant impact on
the performance of firms [10].This study determined
the importance of innovation for the survival of busi-
nesses in today’s competitive world and their poten-
tial growth with a particular example of organic tex-
tile. The findings of this study would help the countries
of the developing world, exclusively Pakistan, to suc-
cessfully exploit organic textile opportunities for cre-
ating competitive advantage and growth available in
the international markets [11-12]. The scholar sug-
gests that innovation is used as a competitive strate-
gy by Pakistani respondents to compete globally. The
main source of technical innovation is the internal
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innovation in firms Pavitt [13] and typical internal
innovation depends on the capability of workers.
Administrative innovations can be described as the
new techniques, rules and structure forms [14].
Innovation is one of the most crucial drivers of long-
run success in business, notably in rapidly changing
markets. On the basis of the literature review, the
study develops the following hypothesis.
Hypothesis 3: There is a positive and significant
relationship between innovation and firms’ perfor-
mance.

GSP Plus and Firm Performance

Internationalization is an important growth strategy
for the firms whose home country market is limited,
though it enables the firms to realize economies of
scale and scope Caves & Caves [15], increase
their market power [16]. According to Pasha [17],
European Union’s award, the status of Generalized
System of Preferences (GSP) to Pakistan allow the
duty-free access for several eligible categories of
Products, manufactured in Pakistan which were
exported to the EU market. Scholer suggested that
the Pakistani industry would invest in capacity build-
ing for their employees to increase their perfor-
mance[18].

Many studies show that opportunities of international
trade had a positive impact on firms’ performance.
Opportunities for import and export are more produc-
tive than non-export and non-import, and they were
more versatile and more productive as compared to
their own performance when they were not importer
and exporter [19].

H4: GSP plus moderates the relationship between
structural capital and firms’ performance.

H5: GSP plus moderates the relationship between
organizational capabilities and organizational perfor-
mance.

H6: GSP plus moderates the relationship between
innovations and firms’ performance

METHODOLOGY

Data types and research period

From the literature, it was shown that the most fre-
quently used technique for data collection in quanti-
tative research methodology is surveyed question-
naire. Keeping in mind all constraints (cost, time, and
population), mail survey and self-administered ques-
tionnaire were adopted for the data collection, from
the textile companies of Pakistan. The targeted pop-
ulation for this study is the executives, General
Managers, Marketing Managers, Mill Managers,
Finance Managers and other managers of Pakistani
textile companies; and these executives and man-
agers have sufficient knowledge and access to the
internet. The primary data were collected from the
textile sector of Pakistan. The respondents were
selected from four categories of textile sector, i.e.,
Spinning, Weaving, Processing, and Garments from
two provinces of Pakistan, i.e., Sindh and Punjab. All
necessary details about textile companies were
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taken from these associations’ members’ directory.
Multistage sampling technique will be used to select
respondents, and the sample size is around 450.
After a brief overview of the literature, a developed
questionnaire was selected for the study that was the
most relevant to this research objective. The mea-
sure was adjusted in the context of the study. The
current study dealt with innovation, organizational
capabilities, firm performance and GSP plus. Prior to
the start ofthe survey, a pilot study was conducted.
The main purpose of the pilot study is to developan
understanding of the respondents about the ques-
tions, used in survey andto implore response for the
improvement of the measuresand determine the
time, required for the completion of a survey by the
respondents.

Data analysis

AMOS software was used to find out the relationship
between endogenous and exogenous constructs.
The study used confirmatory factor analysis to
assess the reliability and validity of measures.

Confirmatory Factor Analysis

The measure, used for human capital and structural
capital consists of eight items, and for customer cap-
ital 6 items: for each uses a seven-point Likert-scale
to obtain responses, ranging from 7 for strongly
agreed to 1 for strongly agreed. Although the instru-
ments were previously tested for validity and reliabil-
ity, and the reliability coefficients for human capital
was o = 0.643, for structural capital o. = 0.754, and for
customer capital 0.677. The organizational capability
has seven dimensions with 30 items: the results of
reliability coefficients for Learning Capability o. = 0.746,
R&D o = 0.791, Organizing capability o = 0.828.
Marketing Capability o = 0.782, Manufacturing
Capability oo = 0.700 and for Strategic Planning
o = 0.792. The Innovation constructs have two dimen-
sions, e.g., technical innovation and administrative
innovation was represented by 6 items. The
Reliability analysis shows that reliability coefficients
for technological innovation were o = 0.70, and for
administrative innovation o. = 0.758. To measure the
performance, the study used an already developed
measure scale by Khalique et al. [20]. Subjective
measures can be consistent with objective mea-
sures, indicated by the previous researchers. The
reliability coefficient for measuring performance was
(o= 0.816). For better understanding, loadings that
are above 0.70 are considered. All items loaded on
their respective factor loading and most of the load-
ings above 0.70 as shown in the table. The results of
CFA suggest that (CMIN/DF = 4.53, RMESA = 0.051,
CFl = 0.939, TLI = 0.914 and IFI = 0.939) the model
was accepted without any modification. As the results
of CFA exhibited, a strong Loading and the model
showed a good model fit for Data. The fit indices of
the model show that related to the suitability of the fit

raised RMESA and x2.
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Model Testing

ASEM was used to test the direct path model and the
hypnotized moderating relationship.

Direct Path Testing

This study used SEM to test the model, firstly exam-
ine the direct relationship between Intellectual capital
and firm performance, organizational capability and
firm performance and also the relationship between
innovation and firm performance. According to the
results of SEM, the path between intellectual capital
and firm performance is positive and significant with
positive  value 0.51 and p > 0.05. The results of
AMOS are (B =0.51, p=000). These findings sup-
port the H1. The results demonstrate that organiza-
tional capabilities positively and significantly con-
tribute to firm performance (f =0.149, p = 0000).
These results showthat 1 percent change in organi-
zational capabilities contributes 14.9 percent in firm
performance, H2 is accepted. The results also show
that innovation positively and significantly impacts
firm performance (B = 0.172, p = 0000). Beta value
shows that 1 percent change in innovation activities
leads to 17.2 % change in firm performance. So the
H3 is accepted.

Table 1
SUMMARY OF INITIAL PATH MODEL ANALYSIS
Indicators Estlrgatel S.E. | C.R. P
PERORM « OC 0.511 [0.052(11.892| 0.000
PERORM <« Innovation| 0.172 |0.044{4.212|0.000
PERORM « IC 0.149 |0.0583.735(0.000
R 0.514

Intellectual capital and firm performance

The product term of intellectual capital*GSP plus was
showing a positive and significant impact on firm per-
formance (f = 0.169, p = 0.051). Hence, it supports
the fourth hypothesis; the results indicate that the
model described 63% variance in firm performance.
The resultssupport the relationship between the inter-
action term of IC*GSP and firm performances. H4 is
accepted.

Table 2
ESTIMATED SEM RESULTS OF PRODUCT TERMS
OF INTELLECTUAL CAPITAL*GSP
Indicators P_at_h S.E. C.R. P
coefficients
IC -0.299 0.233 | —-1.285 | 0.199
GSP 0.128 0.045 | 2.823 | 0.005
Int_1 0.169 0.220 | 0.768 | 0.051
R2 0.63
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Organizational Capabilities

The product term of OC*GSP plus was showing a
positive but insignificant impact on firm performance
(B =0.032, p =0.995). Hence, it does not support the
fourth hypothesis as the results indicate that the
model described 72% variance in firm performance.
The results show that the relationship between the
interaction term of IC*GSP and firm performances is
positive but insignificant. H5 is rejected.

Table 3
ESTIMATED SEM RESULTS OF PRODUCT TERMS
OF OC*GSP

Indicators | Estimates S.E. C.R. o]
oC 0.505 0.168 | 2.999 | 0.003
GSP 0.650 0.162 | 4.015 | 0.000
Int_1 0.002 0.032 | 0.056 | 0.955
R2 0.72

Innovation

In the progress of the organization, the role of inno-
vation is crucial and stimulating the standards of liv-
ing. This section explores two significant types of
innovation, i.e., technical innovation and administra-
tive innovation of textile industry. The product term
of Innovation*GSP plus was showing a positive and
significant impact on firm performance (f = 0.087,
p = 0.016). Hence, it does not support the fourth
hypothesis as the results indicate that the model
described 61% variance in firm performance. The
significance value p =0.016 and beta value 0.087
which show that the relationship between interaction
term of IC*GSP and firm performances positive and
significant. H6 is accepted.

R2was 0.610. The interaction term (GSP*innovation)
was significant. All the results approved that status of
GSP plus moderated the relationship between inno-
vation and firm performance. These results were also
proved with a model run by employing AMOS SEM.
Moreover, hence, the study accepts the hypothesis
that GSP plus moderate the relationship between
innovation and firms’ performance.

Table 4
ESTIMATED REGRESSION RESULTS OF PRODUCT
TERM OF INNOVATION*GSP
Indicators Estimates S.E. C.R. p
Innovation -0.210 0.181 | -1.164 | 0.244
GSP 0.350 0.181 1.929 | 0.054
Int_1 0.087 0.036 | 2.398 | 0.016
R2 0.61
DISCUSSION

The study aimed to explore the association between
IC, OC, Innovation, firm performance and the moder-
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ating role of GSP Plus. The findings suggest that the
combination of three elements of intellectual capital
waspositively contributed to the performance of the
textile industry in Pakistan. The findings of this study
were approved by previous studies. The organizations,
invested in intellectual capital especially in human
capital are performed well. There is no doubt that
intellectual capital is considered one of the critical
factors and a key driver for organizational perfor-
mance [20-21]. Pakistan has not well-organized its
knowledge ofthe economy. Pakistan does not rank
highly among the world’s knowledge-intensive
nations [22]. Chen, Moghaddas, Hoppel, & Lesnefsky
[23] and Miller & Wurzburg [24] also have similar find-
ings; they concluded that intellectual capital positive-
ly and significantly contributes to firms’ performance.
It is also found that intellectual capital can be further
increased through capacity building of employees.
However, formal investment in training and develop-
ment among Pakistani textile industries, especially in
SMEs is miserably low. The results show that organi-
zations that understand the importance of GSP Plus
and willing to invest in intellectual capital would per-
form better. In the history, Sri Lanka benefited from
the GSP plus scheme that extended trade incentive
to the textile sector to enter into European Union
(EU) market. According to Ekanayake [25], he sug-
gested that companies perform better under GSP era
and increase their exports. These studies provide
evidence that GSP plus Status help organizations to
enhance their performance. According to Qureshi &
Jalbani [26], technological capacity-building and
financial assistance help organizations to move
toward the global expansion in different sectors of
Pakistan. The GSP plus status encourages global-
ization of their operations and boosts their share of
export in the world market. When the value of GSP
plus increased its effects positively on the relation-
ships between Intellectual Capital and firms’ perfor-
mance. While the combination of Organizational
Capabilities positively and significantly affectsfirms’
performance. According to Grewal & Slotegraaf [27],
organizational capabilities empower a firm to perform
well, and OC lives in organizational process and
schedules that are hard to imitate. Capabilities are
profoundly established in these procedures and
accordingly are inserted inside of firms in the mind-
boggling cross section of interconnected activities
that take subsequent administrative choices after
some time. Danneels [28] also reveals similar find-
ings; he concluded that current capabilities might
serve as influences, focusing on the development of
new ones for sustaining the firms’ performance. In
general, capabilities were key determinants of firm-
s’performance; there was a positive and significant
relationship between OC and firm performance [29].
The results were partially supported by Autio,
Sapienza, & Almeida [30], as they concluded that
normally capabilities are passively linked with perfor-
mance and with international trade opportunities. In
addition, it was also interesting results in short run
that organizations investment on the capabilities in
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the initial stage of internationalization (international
trade opportunities) might have an insignificant effect
on firms’ performance and might be reduced the
chances of a firm’s performance in short run. Also
Sapienza, Autio, George, & Zahra [31] stated that,
when firms were starting to develop capabilities, the
organization was fragile in early stages and these
new capabilities became more effective, workable
and profitable in the long run. This study hypothe-
sized that innovations positively correlated with firms’
performance. Findings of the study reveal that inno-
vations positively and significantly affect firm perfor-
mance. Gunday, Ulusoy, Kilic, & Alpkan [32] also
found that innovations positively affectthe organiza-
tional performance of manufacturing industries. The
effect of the knowledge management capabilities on
firm performance isfully mediated by innovations [33].
They concluded that innovation significantly and
positively affects firms’ performance of the textile sec-
tor. Qiao, Ju, & Fung [34], they investigated that inno-
vation was found a positive effect on firms’ perfor-
mance at SMEs. According to Soto-Acosta, Popa, &
Palacios-Marqués [35], innovations positively con-
tributed to firms’ performance. Another researcher
Gunday et al. [32] studied that different types of inno-
vation had a significant positive effect on firms’ per-
formance of manufacturing industries. Ceylan [36]
found that Administrative innovation activities were
the main forces for implementing the process of inno-
vation and marketing innovation, resulting in more
innovative products. Subsequently, product innova-
tion would enhance firms’ innovation performance.
The previous studies provide support to the findings.
The organizational supports for the advancement
of technical capabilities, firm performance can be
increased through organizational innovations and
technical capabilities, used in processes and prod-
ucts [37]. Alamdari & Fagan [38] examine the linkage
between innovation in production and firms’ perfor-
mance. Previous studies explore that lead-time and
innovative product development behavior and the
process of production positively impactedon the firm
performance. According to Cingdz & Akdogan [39], in
an ever-changing business environment, the innova-
tive behavior of production positively links the firm
performance, which is considered as an important
source that leads the organization toward success.
Another scholar suggested that superior firm perfor-
mance can be achieved through organizational inno-
vation and technological capabilities for the products
and processes [37].

According to Miller [40], mostly the organizations
adapt technological innovation for improving firms’
performance by attaining the competitive advantages
in their markets. However, the technological innova-
tion required the support of marketing and organiza-
tional innovation. Walker [41] stated that a sustain-
able adoption of both technical and administrative
were more efficient in helping the organization to sus-
tain and improve their performance as compared to
one type of innovation in an organization. Although
innovation literature and our results were unable to
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describe a decision whether a specific innovation type
was likely to provide more or less impact on the per-
formance of manufacturing units, so it can be con-
cluded that the different types of innovations influ-
ence each other and need to be implemented in
conjunction. Therefore, for boosting exports, it is sug-
gested to implement both types of innovations are in
conjunction.

This result also enhances the innovation literature by
proving that another significant factor that interna-
tional trade opportunity strengthens the relationship
between innovation and performance of organiza-
tions. The findings were supported by the findings of
Kafouros, Buckley, Sharp, & Wang [42], who con-
cluded that the impact of the different innovation
practices on the organizational performance is statis-
tically insignificant for those firms, having fewer trade
opportunities internationally.

CONCLUSION

This study was designed to examine whether the
opportunities and challenges, placed by the GSP+
status had any influence over the Performance of the
textile industry. What sorts of role would the GSP+
status play in the performance of the textile industry?
Moreover, how the development of Textile sector
could be achieved by focusing on the intellectual cap-
ital and Organizational innovation and capabilities.
The main objectives were to study the role of GSP
Plus status on the performance of Pakistan’s Textile
industry comprehensively. For studyingthe role of
GSP Plus status in the performance of Pakistan’s
Textile industry comprehensively, we studied the
capability of a Textile sector of Pakistan for getting
the benefits of GSP Plus status; investigate the
strength of Textile sector regarding the development
of intellectual capital to exploit GSP Plus. To explore
how the innovations can be important to develop the
textile sector to get benefits of GSP Plus status.

This study measures the intellectual capital by the
value of Human capital, structural capital and, cus-
tomer capital. According to the results, there was
a positive relationship with firm performance. The
current study measures Organizational Capability
through seven dimensions: Learning Capability,
Marketing Capability, R&D Capability, Resource
Allocation Capability, Manufacturing Capability,
Organizing Capability, and Strategic Capability.
According to the results, organizational capabilities
showeda positive relationship with the firms’ perfor-
mance. However, after introducing GSP plus as a
moderator, the relationship became insignificant. In
today’s dynamic business environment, organiza-
tions need to focus equally on all the organizational
capabilities, mostly organizations focused on market-
ing capabilities and ignored all other OC. They must
align all type of capabilities with business strategies
to be competitive in the global market. We measure
innovation through two dimensions: administrative
innovation and firms’ performance. According to
results of regression analysis showed that there was
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a positive and significant relationship between
Innovation and firm performance. So, for boosting
exports, it is suggested to implement both types of
innovations in conjunction. This study also examined
the impact of innovation on textile performance in the
context of the GSP Plus for Pakistani textile organi-
zations. The results indicated that the interaction
term of innovation*GSP had a positive and highly sig-
nificant impact on the dependent variable (firm per-
formance).

Limitation of study

This study also has some limitations. The current
study collected data from the overall textile sector
of Pakistan without specifying any industry like
Garment, Processing, Weaving, Spinning, and
Knitting. The GSP plus status would help to improve
the export performance of the textile sector of
Pakistan. Therefore, there is a need to consider

export-oriented textile industries to boost export per-
formance. We should also consider other manufac-
turing industries, which come under the scope of
GSP plus. Secondly, the current study utilized cross-
sectional data, which makes it problematic to explain
complete cause-effect relationships between con-
structs. Longitudinal research in the future is required;
which make it possible to understand inferences.
There might be other variables, which could boost
the export performance of manufacturers through
GSP plus scheme like HR Practices, learning orien-
tation, Organizational Culture, TQM Practices, and
Knowledge Exchange. The main advantage of GSP
plus status is to improve the export performance of
organizations; however; the current study worked on
overall organizational performance. Therefore, future
research must focus on export performance in order
to exploit completely an organizational performance.
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