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Abstract  
There is a considerable signal from empirical studies that many factors influence firm 
performance. The purpose of this conceptual paper is to review the impact of one (1) 
important variable which is (organizational learning) on the performance of manufacturing 
SMEs operating in Malaysia. This conceptual paper explored the mediation role of innovation 
capability. The conceptual framework was developed after a systematic review of past 
literature. The present paper found the important influence of the study’s variables on firm 
performance. Furthermore, the study provided some understanding of how organizational 
learning affects SMEs' performance in Malaysia. Organizational learning plays an important 
role in influencing a Manufacturing SME's firm performance. Despite that, the mediation role 
of innovation capability is expected to strengthen the relationship between organizational 
learning and firm performance. The paper emphasizes the critical value of organizational 
learning and innovation capability for SMEs owner/managers consideration when acting on 
behalf of their company; failing which the SMEs could experience poor performance. 
Resource-Based View (RBV) theory was used to underlie the conceptual framework. In 
addition, some implications of this conceptual model for theory and practice are discussed. 
Keywords: Organizational Learning, Innovation Capability, Firm Performance, Manufacturing 
SMEs, Malaysia 
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Introduction  
Since the 1990s, Small and Medium Enterprises (SMEs) have been at the center of Malaysia's 
financial transition to a high-income nation and are a crucial driver of both trade and growth 
as well as job opportunities (Auzzir, Haigh, & Amaratunga, 2018; Gupta & Barua, 2018; Tahir, 
Razak & Rentah, 2018; Verdolini et al., 2018). In recent years, the challenges faced by SMEs 
regarding their overall performance have been a critical issue. In addition, SMEs have made a 
notable contribution to the prospects for income, production, and jobs. SMEs make a 
significant contribution to the financial sector and have a powerful base for developing 
industries. (Kamaluddin et al., 2016). Moreover, the government understands that SMEs are 
vital sectors of the economy and proceeds to catalyze Malaysian investment (Abdul-Halim, 
Ahmad, Geare & Thurasamy, 2018). Hence, to be competitive, SMEs need to focus on the 
procedures, practices, ideas, and decision-making patterns that facilitate manual enterprise 
activities, mostly when reacting to the external environment. These SMEs must also create 
behavior intended to ensure that organizational outcomes and overall performance have 
been enhanced (Singh, Saufi, & Hassan, 2017; Singh & Mahmood, 2014). Although their 
overall performance fuels Malaysia's ongoing transition into a high-income economic system, 
SMEs' overall performance and sustainable development remain largely uncertain (Ghazilla, 
Sakundarini, Abdul-Rashid, Ayub, Olugu & Musa, 2015). SMEs represent a large share of the 
Malaysian economic system's stability, it also has played a substantial role in economic 
growth contribution, economic empowerment, and world political sustainability in recent 
years. (Abdul-Halim et al., 2018). 
 
Problem Statement  
Manufacturing, SMEs in Malaysia has experienced a fluctuation in their GDP contribution 
from 21.7% in 2014 to 21.1% in 2018. Past studies suggested more investigation on 
performance declining issues in Malaysian SMEs and the low contribution to the nation's GDP 
(Osman & Ngah, 2016; Satiman, Mansor & Zulkifli, 2015). Based on the annual report of SME 
Corp (2018), most of the SME sectors in Malaysia had a steady GDP growth from the year 
2014 to 2018, except for the manufacturing sectors. Compared with other SME sectors such 
as service or construction, manufacturing SMEs face a serious issue regarding their GDP 
contribution and had a significant drop in their overall performance, which declined from 
21.7% in 2014 to 20.1% in 2018 (SME Corp, 2018) as shown in Figure 1. 
 
 

 
Source: (SME Corp, 2018) 
Figure 1: Manufacturing SMEs Contribution to GDP Between 2014-2018 
 

Manufacturing SMEs are the country's second-largest contributor to GDP, making 
them an important segment of the economy whose downturn has a significant impact on 
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Malaysia's overall economy. Manufacturing SMEs are the main industry working on the 
transition to a low-carbon economy, and they must stay informed and mindful of their market 
problems. As a result, firms must continually evolve, learn how to survive, and improve, while 
SMEs find it impossible to upgrade and innovate without the support of corporate learning 
(Yusoff, Omar & Zaman, 2019). Manufacturing SMEs in Malaysia are facing issues regarding 
organizational learning practices (Rehman, Bhatti & Chaudhry, 2019). The main motive to 
conduct this conceptual framework is to fill the gap of Migdadi, Zaid, Yousif, Almestarihi & Al-
Hyari (2017), suggested future research should examine the impact of organizational learning 
practices on firm performance.  
 
Literature Review 
Organizational learning plays an important role in determining SME's firm performance. 
However, organizational learning is a critical factor within the organization in influencing their 
performance (Kim, Watkins & Lu, 2017). The importance of organizational learning in SMEs 
has been studied by various researchers, where they paid much attention to emphasizing 
their studies toward organizational learning investment which helps in determining the firm 
overall performance (Nafei, 2015; Rehman et al., 2019; Shurafa & Mohamed, 2016). 
Furthermore, organizational learning in SMEs has gone through various processes that the 
firm’s employees have to affect the outcomes which are obtaining information, distribution 
of the information, and interpreting the information (Shurafa & Mohamed, 2016). These 
stages help in developing the firm’s capability and behaviors by using certain common 
experiences and acknowledging the new information development (Rehman et al., 2019). 
Organizational learning is an important variable that could help firms to gain competitive 
advantages in order to increase SME's firm performance (Kim et al., 2017). Researchers have 
a common belief that the ability of learning and adaptation which generally react faster and 
more flexibly than competitors in solving the firm’s problem would enhance the strategy of a 
firm and lead to an increase in performance and sustainability (Yusoff, Omar & Zaman, 2019). 
Several studies found a positive relationship between organizational learning and SME 
performance (Hooi, Ngui, 2014; Rehman et al., 2019). The present paper is based on a review 
of various previous studies and data gathered from the current literature. Hence, this paper 
will test the relationship between the constructs and focus on the effectiveness of 
organizational learning, and innovation capability on firm performance. Organizational 
learning has been widely investigated in relation to SMEs ' organizational performance 
(Rehman et al., 2019). Whilst recognizing the importance of the SMEs contribution to the 
economy, various studies have concluded that the sustainability of SMEs is heavily dependent 
on their competitive advantages, however, this could be accomplished through a high 
investment of organizational learning (Rehman et al., 2019).  
 
Research Gap  
Numerous factors contributed to SMEs' poor success in recent years, one of which is 
management concerns surrounding organizational learning, which has been described as a 
cause of low performance, decreased value, and increased financial risk for Malaysian 
Manufacturing SMEs. Rehman et al. (2019), suggested that future research should focus more 
on exploring the issues of declining in the manufacturing SMEs' performance in Malaysia. In 
addition, Hosseini, Wright, and Bhaskaran (2014) stated that limited knowledge exists on 
factors that contributed to manufacturing SMEs poor performance. Nonetheless, 
manufacturing SMEs in Malaysia faced a sudden drop in their financial performance due to 
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management issues (Ismail, Saud & Isa, 2017). Nonetheless, only a few researchers indicate 
that the poor performance of manufacturing SMEs in Malaysia is due to organizational 
learning (Rehman et al., 2019). According to Al Mamun, Mohiuddin, Fazal, and Ahmad (2018), 
there is a lack of studies that investigate the factors that influence firm performance, 
particularly in the context of Malaysian manufacturing SMEs. Past studies also found a 
positive relationship between organizational learning and innovation capability (Alegre & 
Chiva, 2013; Husain, Dayan & Benedetto, 2016; Jiménez-Jiménez & Sanz-Valle, 2011). 
 

However, more research is needed on the relationship between organizational 
learning and innovation capability according to Kafetzopoulos and Psoma (2015). They also 
state a limitation by illustrating the importance of the internal business environment and 
endogenous business factors such as organizational learning to be addressed in future 
studies, has not been assessed in their study. Moreover, Maldonado-Guzmán, Garza-Reyes, 
Pinzón-Castro, & Kumar (2019) stated that there is a need to examine the innovation 
capability as a unidimensional construct toward firm performance. Maldonado-Guzmán et al. 
(2019), stated that future research should test the relationship between innovation capability 
and firm performance in other countries than Mexico to have a better understanding of the 
relationship. Furthermore, organizational learning and firm performance have been 
investigated without consistent conclusions. However, limited research had been conducted 
to investigate the relationship between organizational learning and firm performance, there 
is a need for more studies in various sectors so that findings can be generalized and more 
reliable (Mohammad, 2019). Moreover, Kefetzopoulos and Psomas (2015) also stated a 
limitation in their study by suggesting few internal business environments and endogenous 
business factors be addressed such as organizational learning towards firm performance. 
Based on the literature, there is a constant relationship between organizational learning, 
innovation capability, and firm performance. Based on the literature, there is a high possibility 
that innovation capability would mediate the relationship between organizational learning 
and firm performance and strengthen the relationship more. Furthermore, Migdadi et al. 
(2017) suggested that future researchers should investigate a new variable from a firm’s 
characteristics mediated by innovation capability toward firm performance, such as 
organizational learning. Based on the discussion, the conceptual paper intends to investigate 
whether innovation capability mediates the relationship between organizational learning and 
firm performance. Hence, the following hypothesis was developed. 

 
Firm Performance 
Managing performance is important for improving limited resources, productivity, and 
economic value growth, prompting policymakers and public policy (Lampe & Hilgers, 2015). 
Organizational performance is the core of an organization’s survival (Singh, Darwish & 
Potočnik, 2016), it also recognized as a fundamental predictor of management and economic 
analysis outcomes, ranging from diverse fields such as human resources and marketing, 
corporate management, international sector, strategy, and information systems (Richard, 
Devinney, Yip & Johnson, 2009). Effective performance measurement enables organizations 
to evaluate their asset component to determine how these assets can be better supervised 
and transferred to the proper channels (Nawaz & Haniffa, 2017). Over the past few decades, 
many innovative attempts were made to measure firm performance based on non-traditional 
methods. Many of them were related to an analysis of shareholder value, which involved 
other measures such as return on investment (ROI), economic value added (EVA), or other 
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market-based indicators (Hamdan, 2018). Different performance measurement mechanisms 
were developed in the early 1990s to address the shortcomings of financial measures; 
however, these models rely mainly on intangible resources (Bourne, Mills, Wilcox, Neely & 
Platts, 2000). Although measuring performance is often discussed in the literature (Inkinen, 
2016), there is no general agreement on what specifically needs to be included (Neely, 
Gregory & Platts, 1995). There are two (2) techniques for assessing performance: financial 
and non-financial, which may be evaluated using objective or subjective indicators. In 
addition, all the measuring tools are interdependent with the firm's productive results. 
Likewise, Wang, Wang, and Liang (2014) conceptualized firm performance as operational and 
financial performance. Despite that, the present paper will define firm performance as a 
financial performance which includes revenue, profit, cost reduction, return on sales, and 
return on assets. 
 
Organizational Learning and Innovation Capability  
        Organizational learning refers to an organization’s capacity to identify the need for 
change, adapt, and take necessary actions for competitive advantage against competitors. 
However, knowledge is acquired and integrated from different sources, where organizational 
learning creates critical insights for product innovation and managerial practices to enhance 
the firm performance. Employee training, experiences, and understanding the new 
information are called organizational learning (Narsa, 2019). Many researchers found a 
positive relationship between organizational learning and innovation capability (Alegre & 
Chiva, 2013; Husain, Dayan & Benedetto, 2016; Jiménez-Jiménez & Sanz-Valle, 2011; Omar, 
Nazri, Alam & Ahmad, 2016). Diverse research focuses on one source of innovation, mainly 
process or product innovation, or one stage of the organizational learning process, so 
innovation capability must be addressed as unidimensional with organizational learning 
(Guinot, Miralles, Rodríguez-Sánchez, & Chiva, 2020; Yu, Zhang & Shen, 2017). In summary, 
firms with a high level of organizational learning would enjoy a strong emphasis on innovation 
capability by investing more in the knowledge existing in a firm. This valuable knowledge 
would help firms to be more innovative and meet the market needs through competitive 
advantages and high performance. Various considerations have been examined; researchers 
are paying increasing attention to the possibility that organizational learning's collective 
capacity plays a crucial role in evaluating innovation (Senge, 1990; Senge, Roberts, Ross, 
Smith, & Kleiner, 1994). Past studies found a positive connection between organizational 
learning and innovation capability (Senge, 1990; Senge, Roberts, Ross, Smith, & Kleiner, 1994. 
Based on the literature review, past studies found a positive relationship between 
organizational learning and innovation capability. Thus, the following hypothesis was 
proposed: 
 
H1: There is a positive relationship between organizational learning and innovation capability 
 
Innovation Capacity and Firm Performance  
Innovation capability refers to a firm’s ability to identify new ideas, transforming them into 
new products/services that increase firm performance. Moreover, innovation capability in a 
firm is an essential factor in enhancing operational reliability and enriches performance; 
innovation capability is a key that drives competitive advantage. Therefore, innovation 
capability needs to be addressed deeply in the SMEs context in Malaysia (Dzulfikar, 
Handayani, Syahrizal, Sensuse, Satria & Wulandari, 2018). Innovation capability can be 
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considered essential for the sustainability of aggressive advantage due to the inherent 
problem in imitating such merchandise (Dzulfikar et al., 2018). Innovation potential is one of 
the most critical factors enabling SMEs to achieve a high degree of profitability on both the 
domestic and foreign markets. Promoting and maintaining an increased capacity for 
innovation will be the main priority of the SME's managers (Hussein, Singh, Farou & Sohal, 
2016). Thus, for a firm to enjoy superior performance, it has been suggested that innovation 
capability should respond faster to the customer's need, and that would be accomplished 
through high emphasis on innovation (Hamid & Gharneh, 2017). Past research on large and 
small to medium-sized businesses found a positive relationship between innovation capability 
and market success (Omar et al., 2016; Pongsathornwiwat et al., 2019). Meanwhile, Donkor, 
Donkor, Kankam-Kwarteng, and Aidoo (2018) reported that innovation capability has a high 
correlation with firm performance. Besides that, Kafetzopoulos and Psomas (2015) suggested 
that more analytical and methodological research is needed to analyze the impact of overall 
innovation capacity on firm performance, and they found a positive correlation between 
innovation capability and operational performance. Naala, Nordin, and Omar (2017) found a 
positive relationship between innovation capability and SMEs performance. Based on the 
literature review many past studies found a positive relationship between innovation 
capability and firm performance. Thus, the following hypothesis was proposed:  
 
H2: There is a positive relationship between innovation capability and firm performance  
 
Organizational Learning and Firm Performance  
Firm performance refers to extent of a firm ability to achieve its financial performance in 
terms of revenue, profit, cost reduction, return on assets, and sales. However, organizational 
learning is a key resource to enhance studying capacity amongst people and agencies to 
compete within the market. According to Zgrzywa-Ziemak (2015), organizational learning 
promotes its activities in re-building the organizational structure and work system to increase 
innovation capacity. Moreover, the process where employees of a firm can impact the firm’s 
development and behaviors through the usage of their shared experience and understanding 
of new information development would establish through organizational learning. 
Organizational learning is an important instrument in gaining sustainable competitive 
advantage and superior firm performance (Kalmuk & Acar, 2015). Mohammad (2019) found 
that organizational learning influences the performance of manufacturing firms. Cross-
cultural research has reported a strong positive relationship between organizational learning 
on financial and non-financial performance (Zandi & Sulaiman, 2015). Based on the literature 
review there is a positive relationship between organizational learning and firm performance. 
Thus, the following hypothesis was proposed: 
 
H3: There is a positive relationship between organizational leaning and firm performance 
 
Mediation Role of Innovation Capability  
Innovation performs an essential function in ensuring organizational survival and competitive 
advantages by continuously producing new products or services. Despite that, researchers 
suggested that innovation capability has a strong influence on firm performance (Dzulfikar, 
Handayani, Syahrizal, Sensuse, Satria & Wulandari, 2018). Innovative distinctive 
competencies and organizational learning positively affect organizational performance, 
directly and indirectly through organizational innovation (BolíVar-Ramos, GarcíA-Morales & 
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GarcíA-SáNchez, 2012). Organizational learning is needed when an organization must respond 
to changes in the environment or identifies errors, and correct them (Guinot, Miralles, 
Rodríguez-Sánchez & Chiva, 2020; Rehman et al., 2019).  

  
Several studies discovered that organizational learning contributes to stabilizing firm 

performance. Nonetheless, the ability to learn and integrate organizational learning is evident 
in teamwork and in transforming a robust innovation capability, which provides a firm with 
long-term sustainability as its customers perceive its innovativeness towards firm 
performance (Abdi, Mardani, Senin, Tupenaite, Naimaviciene, Kanapeckiene & Kutut, 2018; 
Maktabi & Khazaei, 2014). Alegre and Chiva (2013) found in their empirical study that 
organizational learning affects innovation capability which in turn affects the firm 
performance. Organizational learning appears to contribute to innovation capacity, and 
innovation is positively linked to firm performance (Maktabi & Khazaei, 2014). Hence, it is 
critical in all types of industries for the firm to turn its organizational learning into a creative 
solution rapidly. Innovation is incorporating company processes, workplace organizations, or 
external relations of a new or substantially changed product (goods or service), operation, a 
new communication strategy, or a new organizational system (Tuan, Nhan, Giang & Ngoc, 
2016). Literature review on innovation capability suggests that every organization needs 
creativity to grow and survive (Damanpour, 1991; Gopalakrishnan & Damanpour, 1997) and 
gain a sustainable competitive advantage (Standing & Kiniti, 2011). Based on the literature 
review, there is a positive relationship between organizational learning and innovation 
capability, at the same time between innovation capability and firm performance. Present 
research posits that when the organizational learning activities it will increase firm innovation 
capability; when firm innovation capability increases it will increase firm performance. Thus, 
there is a high possibility that innovation capability could strengthen the relationship between 
organizational learning and firm performance. Thus, the following hypothesis was proposed: 
 
H4: Innovation capability mediate the relationship between organizational learning and firm 

performance 
 
Research Design & Method 
Design and layout were previously known to be one of the firm's features in previous studies, 
however, the manufacturing industry's physical environment includes its system design and 
layout (Rehman et al., 2019). The design/layout of an atmosphere assists customers in 
orienting themselves, learning and finding their way around signs, and gaining personal 
feelings and influence (Bitner, 1992). Hence, certain features, influence customer’s attitudes 
towards product providers in the production settings (Bitner, 1992). This conceptual paper 
was developed through a systematic literature review method. The literature review was 
synthesized based on scholarly literature pertaining to organizational learning as well as the 
mediation role of innovation capability and its impact on firm performance as shown in 
(Figure 2). The present conceptual paper developed four (4) hypotheses to test the 
relationship of organizational learning, and innovation capability towards firm performance. 
Future researchers could use a quantitative approach to examine this relationship empirically.  
Similarly, two (2) underpinning theories, resource-based view theory can be utilized to 
underpin the research framework. The conceptual paper process went through a rigorous, 
standardized methodology for conducting a systematic review. The proposed conceptual 
framework may have tested empirically using the quantitative method in the future. 
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Underpinning Theories 
Wernerfelt (1984) established the Resource-Based View theory as an enhancement to the 
previous authors to clarify the theory. Most organizations recognize the principle of RBV. 
Moreover, Peteraf (1993) has provided a summary of the RBV that could help bring out the 
equilibrium orientation of the RBV. Based on the RBV prospective company's operational 
resources, such as vital resources, and how these resources are fully exploited to gain 
competitive advantage and achieved superior performance (Al-Musali & Ku, Ismail, 2014). 
The company's RBV characterizes an organization as a set of resources and views it as the 
foundation for a business's strategic advantage. The firm is aiming to have a sustainable 
competitive advantage due to the fact it helps in cost reduction. According to Foss and Foss 
(2004), RBV theory plays an important role in improving the competitive advantages by 
utilizing the firm’s resources in a way that could reduce the cost and improve the product 
quality. Based on the RBV perspective, the company views knowledge as a distinctly unique 
resource (Kogut & Zander, 1992). Which would reflect organizational learning as one of these 
valuable resources (Medsker, Williams & Holahan, 1994). 
 
Resource-based View (RBV) Theory and Organizational Learning  
Organizational learning is an effective technique to business challenges that allows a flexible 
version that hastes the industry growth (Mantok, Sekhon, Sahi & Jones, 2019). Based on the 
RBV theory by Barney (1991), through organizational learning, firms can utilize their people 
and achieve a competitive advantage, resulting in better performance (Kang, Morris, & Snell, 
2007). Organizational learning of a firm can develop hard to imitate knowledge resources and 
capabilities that create value, leading to superior performance. Empirical research on 
organizational learning has used various theories, such as organizational learning theory 
(Siddique, 2018), knowledge creation theory (Brix, 2017), and stakeholder theory (Valdez-
Juárez, Gallardo-Vázquez & Ramos-Escobar, 2019). However, the (RBV) theory gained much 
attention and recognition in organizational learning research. Many researchers argued that 
(RBV) theory is the most suitable theory used to test the impact of a broad aspect of the 
possible positive impact of organizational learning in a firm (Dada & Fogg, 2016; Hooi & Ngui, 
2014; Rehman et al., 2019). Besides that, effective utilization of organizational learning could 
help firms to achieve competitive advantages by increasing the product quality and reducing 
the cost that eventually helps to attain competitive advantages for superior performance 
(Rehman et al., 2019; Yusoff et al., 2019). 
 
Resource-based View (RBV) Theory and Innovation Capability  
Innovation capability is a critical capability in a firm that deploys resources with a new capacity 
to create value. Innovation capability regarded as a process involving the interaction of many 
different resources. Hence, successful innovation relies on firms' resources. Saunila (2016) 
indicated that resource commitment is positively related to innovation capability. Various 
studies have expressed innovation capacity as the organization's future ability to position 
itself in a world of modernism such as creative product development, technical and other 
developments leading to a competitive advantage over its rival (Hussein et al., 2016). Based 
on the competitive advantage premise, RBV theory argued that company internal resources 
such as innovation processes can be exploited in order to develop rare and inimitable 
products or services to beat the competitors and reach superior performance (De Stefano, 
Montes-Sancho & Busch, 2016; Donkor et al., 2018).  
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Moreover, the company should be creative in its attitude towards the regulations, as 
more responsive regulations will enable them to adapt their responses to their own needs 
and to find new ways of fulfilling their duties to enjoy competitive advantages (Giménez, 
Guijarro Duréndez, 2019; Huhtala, Sihvonen, Frosen, Jaakkola & Tikkanen, 2014). Many past 
researchers have used different theories regarding innovation capability where Racela and 
Thoumrungroje (2019), used resource advantage theory. However, the most theory used with 
innovation capability was (RBV) theory such as (Aini et al., 2013; Alam, Munizu & Jillbert, 
2019; Al-kalouti et al., 2020; Hamidi & Gharneh, 2017; Hoang & Ngoc, 2019; Mir, Casadesús 
& Petnji, 2016; Naala et al., 2017; Omar et al., 2016; Taherparvar, Esmaeilpour & Dostar, 2014) 
 
Resource-based View (RBV) Theory and Firm Performance  
Past researchers have studied the linkage between the firm's resources and firm performance 
(Chavez, Jacobs & Feng, 2017; Ford & Paladino, 2013). Researchers have utilized (RBV) theory 
to explain the firm resources (Ford & Paladino, 2013; Penrose, 1959) and the difference in the 
firm performance, which has engaged in competitive advantages (Rađenović & Krstić, 2017). 
Empirical researchers support the view that differences in quality and quantity of resources 
lead to differences in performance and allocation of adequate resources, imperative for firm 
success (Rađenović & Krstić, 2017). The positive relationship between resource allocation and 
firm performance was further advanced in the literature by Rađenović and Krstić (2017). They 
recommended that resources derived from the unique strategies' capabilities can result in 
considerably superior performance. 
 
Research Design/Methodology/Approach 
A systematic review was conducted by five (5) reviewers who focus on the acquisition and 
synthesis of information blindly and in tandem. Furthermore, the review approach was well-
developed in order to reduce biases and exclude obsolete or low-quality research. The first 
step in a systematic analysis is to properly formulate the study topic, which is accompanied 
by the introduction of a procedure. Furthermore, it is important to do a rigorous and 
comprehensive literature review by using a systematic review strategy. As a result, we'll have 
access to all findings, even those that are especially relevant to our work. That is why a 
rigorous, factual, and repeatable literature review is required; characteristics distinguish a 
systematic review from a conventional narrative study. Following the selection of studies an 
accurate, comprehensive, and systematized compilation of all knowledge provided in each 
published paper was discussed. 

 
Results and Discussion 
The conceptual paper was built using a comprehensive analysis of journal papers, 
proceedings, conferences, and books relevant to the keywords and study field. The following 
theoretical structure was developed based on the scope of the literature review and study 
discrepancy (Figure 2).  
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Figure2: Conceptual Framework 

 
Based on the literature review; many past studies mostly found that organizational 

learning and innovation capability have a positive influence on firm performance. Thus, 
when organizational learning and innovation capability activities increase; this will also 
improve the Manufacturing SME's firm performance. Moreover, the relationship between 
organizational earning and firm performance is expected to be strong, however, this 
relationship expected to be strengthened and stronger with the mediation effect of 
innovation capability.  
 
Integrative Framework 
In recent years, there has been a major increase in non-physical factors research in 
Malaysian manufacturing industries, especially in SMEs. Consequently, manufacturing 
industries are growing in numbers globally and fortunately, this is the fastest growing 
industry among other industries, which overlooked by researchers. In particular, the 
majority of studies on organizational learning and innovation capability in Malaysian SMEs 
are primarily focused on various sectors ignoring the critical and significant sectors to the 
Malaysian GDP which is the manufacturing industry (Khalique, Bontis, Shaari, Yaacob & 
Ngah, 2018). Moreover, this conceptual paper demonstrates the importance of 
organizational learning and innovation capability toward SMEs' performance in Malaysia. 
The present conceptual paper will contribute to the body of knowledge in the management 
field, specifically organizational learning and innovation capability and its relationships on 
firm performance. 
 

This conceptual paper could help owner/managers of manufacturing SMEs in Malaysia 
to have a broader understanding of the relationship between organizational learning and the 
mediator effect of innovation capability toward firm performance and know-how to utilize 
their resources effectively for better performance. However, several advantages can be 
derived from the implementation of organizational learning (Rehman et al., 2019) and 
innovation capability (Kafetzopoulos & Psomas, 2015). The expected result of this conceptual 
paper is to find a positive connection between the study variables and firm performance 
which could eventually draw a conclusion of the importance of organizational learning on firm 
performance. Furthermore, the innovation capability expected to strengthen the relationship 
between organizational learning and firm performance and contribute as a positive mediator 
in the study. Moreover, past literature has been approved in enhancing the firm's 
performance and improved relations with stakeholders and clients. 
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Implications of the study 
This paper acts as a platform for Manufacturing SMEs and the Malaysian government to place 
a greater and revived emphasis on facets of firm success and their determinants. The current 
conceptual paper can conclude that organizational learning and innovation capability are 
significant antecedents of firm success based on the results of previous studies. The 
conceptual framework has not been tested empirically. Future research could have 
considered other influencer factors such as knowledge management and process 
management. Future studies may consider other independent variables such as innovation 
performance and moderating variables such as innovation speed and test them empirically. 
Additionally, this study also depicts that innovation capability is mediated by the relationship 
between organizational learning toward firm performance. Future research may also conduct 
a comparative study on SMEs' organizational learning in Malaysia on environmental concerns, 
such as environmental performance. Future research may also explore the impact of other 
independent, mediating, or moderating variables that could extend the present paper's 
theoretical model. 

 
Conclusion 
This conceptual paper focuses on organizational and its impact on firm performance. 
Moreover, it also tests the mediation effect of innovation capability between organizational 
learning and firm performance. High emphasis on organizational learning in Malaysian SMEs 
would also motivate other firms in utilizing the firm's resources efficiently. The present 
conceptual paper explained how organizational learning and innovation capability could be 
used to generate superior performance. Firms should effectively exploit their firm's resources 
to enjoy superior performance. Hence, by looking at the fast-changing market trends and the 
competitive market, SMEs need to have numerous strategies to provide a better competitive 
advantage in producing better products or services to satisfy their customers' needs. This 
paper will provide an impetus for Manufacturing SMEs owner/managers and the government 
of Malaysia to give greater and renewed focus to the aspects of firm performance and its 
influencers. Based on the past literature and findings, the present study can argue that 
organizational learning and innovation capability are important antecedents of firm 
performance. 
 
Theoretical and Contextual Contribution 
The present paper gives a brief understanding about the significant impact of organizational 
learning on firm performance and how innovation capability could strengthen the 
relationship. The present conceptual paper contributed to the body of knowledge in the field 
of organizational learning and innovation capability. However, present paper proved its 
significant contribution in the context of manufacturing SMEs in Malaysia toward firm 
performance by addressing the problem of performance declining through their low GDP 
contribution which has not been addressed by past studies yet. Hence, present paper 
enhances the knowledge of Migdadi et al. (2017), who recommended to expand their 
framework by testing new variable such as organizational learning mediated by innovation 
capability on firm performance.  Present conceptual paper will provide valuable information 
and create awareness to the owner/managers of manufacturing SMEs in Malaysia regarding 
organizational learning practices which could improve their overall firm performance. 
Consequently, the paper extends the current body of knowledge in both theoretical and 
practical areas. Moreover, organizational learning and innovation capability have an obvious 
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influence on firm performance based on past literatures, and by investing more in these 
factors, firm performance will be improved. Furthermore, present paper provides un-tested 
framework in the context of manufacturing firms in Malaysia and worldwide, which gives an 
opportunity to the future researchers to examine it empirically. Present conceptual 
framework also provides a validation to the theory of resource-based view (RBV). 
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