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Open innovation has a significant impact on innovative activities and the
competitiveness of small and medium-sized enterprises (SMES). Furthermore, this
topic addresses a key challenge faced by many firms in maintaining their position
within the high-risk business environment. The present study was conducted to
investigate the relationship between recruitment capacity, open innovation
activities, and firm performance, with the mediating role of innovation strategy,
among managers and employees of SMEs in the city of Mashhad. The employed
method is descriptive in nature and survey-based. A combination of library and
field research methods was used for data collection. In terms of application, this
study is categorized as applied research. The statistical population comprises
managers and employees of SMEs located in Mashhad. Based on convenience
sampling, a total of 195 finalized questionnaires were obtained after collection.
The data were analyzed through structural equation modeling using SmartPLS
software. The findings confirm all hypotheses and indicate a significant
relationship between recruitment capacity, open innovation activities, and firm
performance, mediated by innovation strategy, among managers and employees of
SMEs in Mashhad. According to the findings, this study's results may benefit
startups by helping them foster innovation and embrace entrepreneurial orientation
behaviors to enhance their recruitment capacity and firm performance. These
results underscore that improving recruitment capacity and designing effective
innovation strategies can contribute to better performance in small and medium-
sized enterprises.

Keywords: Recruitment Capacity, Open Innovation Activities, Firm Performance,
Innovation Strategy, Small and Medium-Sized Enterprises (SMEs)



https://www.journaltesm.com/
http://creativecommons.org/licenses/by-nc/4.0
https://www.journaltesm.com
https://orcid.org/0000-0003-2658-4975
https://orcid.org/0000-0003-1710-1601
http://creativecommons.org/licenses/by-nc/4.0
https://portal.issn.org/resource/ISSN/3041-8585

Introduction

In the evolving landscape of contemporary business, small and medium-sized enterprises (SMES)
have come to play a pivotal role in fostering innovation, driving employment, and enhancing market
dynamism. Nevertheless, these enterprises often operate in volatile environments where maintaining
competitive advantage requires more than conventional business strategies. In this context, organizational
ability to recruit and retain talent, engage in open innovation, and implement effective innovation
strategies has become a key determinant of firm performance (Carrasco-Carvajala et al., 2023; Yun et al.,
2022).

Absorptive capacity, defined as the ability to identify, assimilate, and apply external knowledge
and talent, is crucial for enhancing human capital and aligning employees with strategic organizational
objectives (Abdollah et al., 2022; Tayebi Abolhasani et al., 2020). Complementing this, open innovation
allows firms to transcend internal boundaries and integrate external resources—such as customer insights,
partnerships, and academic collaborations—into the innovation process (Greco et al., 2021; Harel et al.,
2019).

Innovation strategy acts as the conduit through which absorptive capacity and open innovation
translate into tangible performance outcomes. It functions as a roadmap for directing internal capabilities
toward value creation and product differentiation (Foroughi Kesemi & Daneshjoo, 2024; Lanzolla & Markides,
2021). As emphasized by (Khan et al., 2017), strategic structuring of innovation capabilities is essential for
converting knowledge acquisition into organizational success.

Additionally, interactive models such as those proposed by (Hurtado-Palomino et al., 2022) highlight
the synergistic potential between absorptive capacity and innovation activities. This perspective aligns
with the resource-based view (RBV), wherein human capital and access to external knowledge resources
are regarded as sustainable competitive advantages (Kong & Suntrayuth, 2021; Tariq et al., 2024). Thus, the
strategic integration of human capital and open innovation frameworks is a critical pathway to enhancing
firm performance (Ma et al., 2021; Norouzi et al., 2022).

The current study was conducted in the context of SMEs in Mashhad, Iran, aiming to examine the
causal relationships between recruitment capacity, open innovation (both internal and external), and firm
performance, with innovation strategy serving as a mediating variable. This model not only builds upon
prior research but also contextualizes the findings within a dynamic and localized entrepreneurial
ecosystem.

Methods and Materials

This study adopted a quantitative and exploratory approach within the framework of applied
research. The population consisted of managers and employees of SMEs located in Mashhad. Data were
collected using a structured questionnaire based on prior validated instruments, covering four constructs:
recruitment capacity, innovation strategy, open innovation (internal and external), and firm performance.
The questionnaire included 30 items: 8 for recruitment capacity, 7 for innovation strategy, 7 for open
innovation (2 external, 5 internal), and 8 for performance.

A convenience sampling method was used to distribute the questionnaire among 210 individuals,
resulting in 195 valid responses after excluding incomplete submissions. Reliability was assessed through
Cronbach’s alpha and composite reliability, all above the 0.70 threshold, confirming internal consistency.
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Data suitability was validated using the KMO measure (0.815) and Bartlett's test of sphericity (p < 0.001),
indicating adequacy for factor analysis.

The hypotheses were tested using structural equation modeling (SEM) with the SmartPLS
software, enabling assessment of both direct and mediating relationships within the conceptual model.

Findings and Results

The analysis confirmed the adequacy of the measurement model. All constructs exhibited
satisfactory reliability and convergent validity. Discriminant validity was established through the Fornell-
Larcker criterion.

Key results include the confirmation of all seven proposed hypotheses:

e Recruitment capacity had a significant direct effect on external open innovation (f = 0.271, t =

3.19, p <0.001) and internal open innovation (f = 0.179, t =2.87, p = 0.039).

e Recruitment capacity positively influenced innovation strategy (f = 0.532, t = 3.76, p < 0.001).
o Innovation strategy mediated the relationship between recruitment capacity and both external (f =

0.192, t=2.65, p=0.01) and internal open innovation (f = 0.377, t =3.93, p <0.001).

e External open innovation significantly influenced firm performance (f = 0.354, t = 5.12, p <

0.001), as did internal open innovation (f = 0.259, t =2.69, p < 0.001).

These results underline the integral role of innovation strategy in linking organizational
capabilities to improved performance outcomes. The analysis also confirms the multidimensional impact
of open innovation, with both internal and external dimensions contributing significantly to firm success.

Conclusion

The findings from this study underscore the strategic interplay between absorptive capacity, open
innovation, and innovation strategy in shaping the performance trajectories of SMEs. By demonstrating
that innovation strategy mediates the effects of recruitment capacity and open innovation on performance,
the study advances a nuanced understanding of capability-performance linkages in entrepreneurial
settings.

Recruitment capacity emerged as a foundational element in enabling both strategic planning and
innovation execution. Organizations that effectively identify and harness qualified human capital are
better equipped to implement structured innovation strategies and engage in fruitful innovation
collaborations.

Open innovation, both internal and external, was shown to be a key driver of performance,
reinforcing the need for SMEs to look beyond their internal capabilities and tap into external knowledge
networks. However, the realization of these benefits is contingent upon a clearly articulated innovation
strategy that channels external insights into actionable outcomes.

This study contributes to the literature by integrating the concepts of recruitment capacity, open
innovation, and innovation strategy into a single empirical framework. It also provides practical
implications for SME managers, suggesting that efforts to boost performance should simultaneously
address internal talent development, boundary-spanning innovation activities, and strategic alignment.
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The research is not without limitations. Its focus on SMEs in a single city may restrict
generalizability, and reliance on self-reported survey data introduces potential biases. Future studies could
expand the geographical and sectoral scope, incorporate longitudinal data, or utilize mixed methods to
deepen the analysis.

In practice, SME leaders are encouraged to revise hiring policies to prioritize adaptability and
learning orientation, co-create innovation strategies with employees, and invest in partnerships with
academic, industrial, and entrepreneurial actors. These steps can pave the way for sustained innovation
and long-term competitiveness in increasingly complex markets.
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