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Abstract

This research aims at examining the impacts of employee development and marketing capacity on product
innovation of small and medium enterprises (SMEs) in Hanoi. After 3 month of collecting data, the author received
287 responses and 249 responses left after refining. The findings from the research indicate that there are positive
impacts of employee development and marketing capacity on product innovation of SEMs. However, marketing
capacity had the stronger impact on product innovation. The findings confirm that the theories on impacts of
employee development and marketing capacity on product innovation can be applied in the context of SMEs in
Vietnam. In order to improve product innovation, SMEs need to pay attention to both employee development and
improving marketing capacity.
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1. Introduction

Studies on small and medium enterprises (SMEs), even from different points of view, all agree that SMEs were an
important driving force of economic growth (Pham, 2007). The development of the SMEs helped create more jobs,
raise incomes, and improve quality of life. In Vietnam, during the period 2010-2017, SMEs accounted for 98.1%
of the total number of operating enterprises, contributing about 45% of GDP, 31% of total state budget revenue.
On average, in the period of 2012-2017, the number of SMEs increased by 8.8%, higher than the average growth
of large enterprises of 5.4% (Dong, 2019). However, as Vietnam's market becomes more and more open (according
to the committed integration roadmap), SMEs in Vietnam have to deal with increasing international competition.
However, as in other developing countries, SMEs in Vietnam are still week in terms of product innovation.
According to findings from the National Survey, innovation activities in Vietnamese enterprises in general and
processing and manufacturing enterprises in particular are not strong, the rate of enterprises having innovation
activities is still low and the level of Innovation is still limited (Anh, 2019).

Meanwhile, Porter (1985) asserts that product innovation is one of the principle factors affecting the
competitiveness of an enterprise. According to Gronhaug and Kaufmann (1988), product innovation has become
increasingly important to the competitive advantage of enterprises. Product innovation allows enterprises to be
ahead of their competitors, create market barriers, and establish a leading position in the market (Mu et al, 2009).
Similarly, Akgu, Keskina, Byrne, and Aren (2007) found that product innovation has a positive relationship with
profitability and market share. More recently, Nguyen (2016) found product innovation has a positive effect on
business performances in Vietnam. Therefore, in the context of SMEs in Vietnam, it is important to improve
product innovation rate. However, to do so, it is necessary to examine factors affecting product innovation.

Meanwhile, various studies indicate that employee development and marketing capacity have strong potential
to affect product innovation. Regarding employee development, Blundell et al. (1999) argue that training is
essential to impart knowledge for developing workers skills. Particularly, training enhances assimilation of
knowledge that promotes learning (Tsinopoulos et al., 2018); therefore, has positive impacts on innovation (Dostie,
2017; Forés and Camison, 2016). Medase and Barasa (2019) argue that marketing capabilities can help enterprises
to identify and react to competitors’ actions, technological advance and modernization. Marketing capabilities also
allow enterprises to predict customer specific and concealed demands. These capabilities have positive impacts on
ability of the enterprise to launch either new products or improved products.

However, currently impacts of employee development and marketing capacity on product innovation in
Vietnam have not received adequate attention in literature. Therefore, it is imperative to study the impacts of
employee development and marketing capacity on product innovation of small and medium enterprises in Vietnam
in current contexts.

2. Literature Review

2.1 Product innovation

Chen and Liu (2005) consider product innovation as the planning and realization processes that create or rebuild
a new technological system and provide the necessary functions to satisfy the needs of customers. The ultimate
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goal of product innovation is to provide a solution that can be used or accepted by the customers. According to
Damanpour and Gopaiakrishnan (2001), product innovation is defined as the creation of new products or services
to meet the external user or market demand. Similarly, According to Wang and Ahmed (2004), product innovation
reflects the novelty and meaningfulness of new products introduced to the market in a timely fashion.

Porter (1985) asserts that product innovation is one of the principle factors affecting the competitiveness of
an enterprise. According to Gronhaug and Kaufmann (1988), product innovation has become increasingly
important to the competitive advantage of enterprises. Product innovation allows enterprises to be ahead of their
competitors, create market barriers, and establish a leading position in the market (Mu et al, 2009). Similarly,
Akgu, Keskina, Byrne, and Aren (2007) found that product innovation capacity has a positive relationship with
profitability and market share.

2.2 Employee development and product innovation

According to Orr, Bush, and Vorhies (2011), employee development is defined as the activities performed
systematically and routinely to maintain and enhance the knowledge and skills of employees. According to
Newbert (2007), employee development is implemented through human resource practices, especially through
training and compensation. Cenzo and Robbins (1994) defined employment development as a process that allows
employees to acquire new knowledge, learn new skills, change attitudes and behaviors, and to improve personal
performance. According to Wayne (1992), the concepts of training and development can be used interchangeably
and consist of programs that are planned to improve performance at all levels: individual, group, and enterprise.
These improvements lead to systematic changes in the evaluation of knowledge, skills, attitudes, and social
behavior. Bishop (2003) and Haksever (2005) explained training helps workers master specific new skills and
capacities that improve their performance or better take on new responsibilities.

Existing literature suggest positive impacts of employee development on product innovation. Blundell et al.
(1999) argue that training is essential to impart knowledge for developing workers skills. Particularly, training
enhances assimilation of knowledge that promotes learning (Tsinopoulos et al., 2018); therefore, has positive
impacts on innovation (Dostie, 2017; Forés and Camison, 2016). In addition, there are training programs focusing
on development or introduction of new products, therefore, directly affecting product innovation (Michaelis and
Markham, 2017). Similarly, Malik, Pereira & Tarba (2017) found that a number of scientific employees were
engaged in exploratory learning conducive to the generation of new patents and product innovation. Oyelaran-
Oyeyinka and Lal (2006) demonstrate that training is an essential source of knowledge accumulation that is
positively associated with innovation. More recently, Medase and Barasa (2019) argued and found that formal
training facilitates the assimilation and use of external knowledge that enhances innovation.

The above arguments and evidences indicate that:
Hypothesis 1: There is a positive impact of employee development on product innovation.

2.3 Marketing capability and product innovation

According to Yama, Guan, Pun, and Tang (2004), marketing capability is an enterprise’s ability to publicize and
sell products on the basis of understanding a consumer needs, the competitive environment, the costs and benefits,
and the acceptance of the innovation. Similarly, according to Drucker (1993), marketing capacity is the capacity
to recognize the market segments based on needs and customer characteristics, and the capacity to develop unique
marketing positions for products or services in the minds of the target customers. In the same way, Song and
Benedetto et al (2007) considered marketing capability as the ability of an enterprise to use its tangible and
intangible resources to understand complex consumer specific needs, achieve product differentiation relative to
competing products, and achieve superior brand equity. Vorhies and Morgan (2005) found that strong marketing
capacity allows enterprises to leverage other resources for better competitive advantages. As Narsimhan et al (2006)
explain that an enterprise giving more resources for communicating with customers is more sensitive to the market.
Market sensitivity becomes an inimitable resource of the enterprise. According to Song et al. (2008), marketing
capacity supports an enterprise in creating strong connections with customers and distributors. In addition,
marketing capacity contributes to a stronger brand. Burkitt and Zealley (2006) assert that marketing capacity helps
increase customer satisfaction, boosts market share, and raises profitability and productivity of employees.
Therefore, marketing capabilities play a crucial role in keeping market-orientation of enterprises. Davis (2007)
asserts that every enterprise is facing a situation in which their customers are being drawn to wise competitors; as
such, the key task of the marketing activities is to attract and retain customers.

Regarding product innovation, marketing capabilities reflect an enterprise’s abilities to differentiate its
products from those of competitors and to connect with consumers to create profitable relationships for innovation
(Egbetokun, 2015). Previous studies also found marketing capabilities influenced impactiveness of
commercialization of innovations (Ren et al., 2015). Similarly, Mu (2015) found that marketing capability is
positively associated with new product development. Recently, Medase and Barasa (2019) argue that marketing
capabilities can help enterprises to identify and react to competitors’ actions, technological advance and
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modernization. Marketing capabilities also allow enterprises to predict customer specific and concealed demands.
These capabilities have positive impacts on ability of the enterprise to launch either new products or improved
products.

The above arguments and evidences indicate that:

Hypothesis 2: There is a positive impact of marketing capability and product innovation.

2.4. Summary of research model
The summary of the above hypotheses is depicted in the research model in Figure 1. According to this model,
employee development and marketing capacity have positive impacts on product innovation.

Employee Development

Marketing Capacity

Figure 1: Research Model

3. Research Methods

3.1. Sample

This study applies the systematic sampling method. The sample was selected based on a business directory in
Hanoi. From this list 1000 enterprises were selected purposively. After 3 months of data collection, the author
received 287 responses and 249 responses were left after refining. The response rate was about 28.7%. By business
structure, respondents from the Limited Enterprises accounted for 37%, respondents from Private Enterprises
accounted for 28%, respondents from Joint Stock Enterprises accounted for 27%, and respondents from other
business structures accounted for 8%. By gender, 53% were males, 43% were females, and 4% were not specified.
By age, respondents aged below 30 accounted for 22%, respondents aged from 31 to 40 accounted for 40%, those
aged from 41 to 50 accounted for 31%, and those aged from 51 to 60 accounted for 7%.

3.2. Measurement Scales

Employee development was measured via scales developed by Orr, Bush, and Vorhies (2011). Marketing capacity
was measured by scales developed by Yama, Guan, Pun, and Tang (2004). Product Innovation was measured via
scales developed by Akgu, Keskina, Byrne, and Aren (2007).

4. Research Findings

4.1. Confirmatory factor analysis

Based on the original scale, we conducted CFA. The results are presented in Figure 2, Table 1, Table 2 and
Table 3.
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Figure 2: Results from CFA
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The detailed results of CFA for all construct were presented in Table 1. These results showed that the
measurement model was well fitted with 1< CMIN/DF = 2.892 <3 (acceptable); CF1 = 0.961 (> 0.95) (excellent);
0.06< RMSEA <0.08 (acceptable). All of these model-fit indexes indicate that the whole measurement model was
well-fitted.

Table 1: Model fit

Measure Estimate Threshold Interpretation
CMIN/DF 2.892 Between 1 and 3 Excellent
CF1 0.961 >0.95 Excellent
RMSEA 0.078 <0.08 Acceptable

To evaluate the measurement model, convergent and discriminant validity tests were conducted. To meet the
convergent validity criterion, values of composite reliability (CR) for each construct should be higher than 0.7. In
addition, values of the average variance extracted (AVE) should be greater than the recommended threshold of
0.5. The results in Table 2 indicated that the measurement models of employee development, marketing capacity,
and product innovation meet construct reliability and convergent validity criteria.

Table 2: Tests results of convergent validity and reliabili

CR AVE MSV MaxR(H) EM MC PI
EM 0.955 0.808 0.653 0.956 0.899
MC 0.977 0.826 0.705 0.978 0.798%** 0.909
PI 0.968 0.883 0.705 0.978 0.808*** 0.840%** 0.940

To meet discriminant validity requirement, the square root of each construct’s AVE should be higher than the
correlation of the construct with other latent variables. The results are also presented in Table 2, confirming the
good discriminant validity of the measurement model. Employee development, marketing capacity, and product
innovation are three different constructs.

Factor loadings of items on the related variables are presented in the Table 3.
Table 3: Factor loading

\Variables/Item FaCt.O y
loading
[Employee Routinely provide employees with opportunities for training. .907
Development (ED)  [Systematically provide employees with regular feedback about their 808
erformance. '
Provide regular opportunities for enhancing employee skills. 901 *H*
Reg.ular.ly reward performance as a means of increasing employee 90
motivation. '
Relgiularly empowering employees to make decisions about their assigned R66 *H
tasks. )
Marketing capacity ~ [Relationship management with major customers. .890 ***
(MC) Knowledge of different market segments. .884 HH*
Impactiveness of the marketing intelligence system. 912 *H*
Impactiveness of marketing information dissemination. 926 ***
Distribution efficiency. 914 **x*
Sales-force efficiency. 912 HHx*
Performance of after-sales services. 885 H*
Tracking customer satisfaction level. 932 HHx*
Maintenance of brand image and corporate image. .924
Product Innovation  |[[n new product and service introduction, our enterprise is often first-to- 892
(PI) market. )
Our new products and services are often perceived as very novel by 90 ok
customers. )
INew prpducts and services in our enterprise often take us up against new 065 %k
competitors. )
In comparison with competitors, our enterprise has introduced more 976 %
innovative products and services during the past 5 years. )

Significance of Correlations: *** p < 0.001
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All five initial items of employee development had factor loadings that varied from 0.866 to 0.921. All nine
initial items of marketing capacity had factor loadings that varied from 0.884 to 0.934. All items of product
innovation had factor loadings that varied from 0.892 to 0.976. The above findings indicate that the measurement
scales used in this study were reliable and valid.

4.2. Descriptive Statistics
Table 4 presents the descriptive statistics of the studies variables.
Table 4. Descriptive Statistics of the Studied Variables

N Min Max Mean Std.
EM 249 1.00 5.00 3.3 .94
MC 249 1.00 5.00 3.1 .99
PI 249 1.00 5.00 34 .92

Scores on employee development (table 4) varied from 1 to 5.0, with an average score of 3.3/5. The standard
deviation of employee development is 0.94. These figures indicate that SMEs had paid relatively good attention
to employee development. However, these scores were not sufficient enough; therefore, SMEs should focus more
on employee development.

Scores on marketing capacity (table 2) varied from 1 to 5, with an average score of 3.1/5. The standard
deviation of marketing capability scores is 0.99. These figures indicate that the marketing capacity of SMEs was
good. However, the SMEs still have opportunities to improve their marketing capacity.

Scores on product innovation (table 2) varied from 1 to 5, with an average score of 3,4/5. The standard
deviation of product innovation score is 0.92. These figures indicate that the product innovation at SMEs was good,
but they still need to be improved.

4.3. Hypothesis testing
We apply the SEM method to simultaneously test the proposed hypotheses (Figure 3, Table 5, and Table 6). The
results showed that the structural model was well-fitted (CMIN/DF = 2.892; CFI = 0.961; RMSEA = 0.078)
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Figure 4: Findings from SEM
Table 5: Model fit
Measure Estimate Threshold Interpretation
CMIN/DF 2.892 Between 1 and 3 Excellent
CFI 0.961 >0.95 Excellent
RMSEA 0.078 <0.08 Acceptable

The results of hypotheses testing were presented in the Table 6. The result indicate that employee
development (EM) has positive impacts on product innovation (PI) (f=0.380, at a<0. 001), hence H1 is supported;
marketing capacity (MC) also has positive impacts on product innovation (PI) (f=0. 537, at a<0. 001), hence H2

is supported

Table 6: Findings from SEM

Predictor Outcome Std Beta Conclusion
EM PI 380 *** HI1 is supported
MC PI 537 wEx* H2 is supported

Significance of Correlations: *** p < 0.001
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5. Conclusions and recommendations

5.1. Conclusions

The findings indicate that both employee development and Marketing Capacity positive affects product innovation
in the context of SMEs in a developing country. Regarding positive impacts of employee development on product
innovation, findings in this research were supported by previous research done by Blundell et al. (1999),
Tsinopoulos et al.(2018), Dostie (2017), Forés and Camison (2016), Michaelis and Markham (2017), Malik,
Pereira & Tarba (2017). Regarding the positive impact of marketing capacity on product innovation, findings in
this research were supported by Egbetokun (2015), Ren et al., (2015), Mu (2015) and Medase and Barasa (2019).

5.2. Managerial recommendation

The above findings suggest several managerial recommendations. The scores on variables employee development
(ED), marketing capacity (MC), and product innovation (PI) are, respectively: 3.3/5, 3.1/5, 3.4/5. These scores
indicate that SEMs need to find ways to improve product innovation. They can improve product innovation through
improving employee development and enhancing marketing capacity. Marketing capacity of SMEs in Vietnam is
relatively low, however it has strong effects on product innovation of SMEs; therefore, SMEs in Vietnam should
pay a great attention to enhancing marketing capacity. Employee development, in a better status, however, it still
needs to improve to strengthening product innovation.

5.3. Limitations and further research

This study has the following limitations. Firstly, the sample was drawn from the SMEs in Hanoi; meanwhile the
conditions of SMEs in rural areas are maybe different from those of SEMs in Hanoi. Therefore, there are certain
limitations in the application of the research results to SMEs in other areas, especially SMEs in rural areas.
Secondly, this study was conducted based on the two most interested factors; which are employee development
and marketing capability. Therefore, the impact of other internal factors on product innovation of SMEs cannot be
answered in this research. To overcome the limitations mentioned above, future studies can be performed
according to the following directions:(I) the expansion of the scope of this research to include SMEs in other
provinces or conducting a comparative study by comparing the impacts on the above studies factors on product
innovation of enterprises operating in different industries, (ii) the inclusion of other internal factors in the research
model such as financial capability and organization adaptive capacities.
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