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Abstract

This paper examines the role of human capital and organizational culture in promoting inno-
vation in small and medium-sized companies in Bosnia and Herzegovina, with a specific focus
on mentoring and informal education, career development, external communication with cli-
ents, and the formalization of internal processes. The aim is to determine which internal orga-
nizational factors most effectively stimulate innovative behavior in the context of a transition
economy. The study applies a quantitative research design based on a structured questionnaire
distributed to managers in 304 SMEs across different sectors. Data were analyzed using Pear-
son correlation, multiple and logistic regression, and comparative group tests, supported by
visual data representations. The results reveal that mentoring, informal education, external
client communication, and formalized procedures have a significant positive impact on inno-
vation, whereas career paths and coaching do not exibit statistical significance. These findings
highlight the importance of interpersonal knowledge transfer, customer-driven innovation, and
structured processes in building an innovative organizational culture. Theoretical implications
include the integration of human capital and organizational culture perspectives into SME inno-
vation literature, while practical implications suggest that managers should invest in internal
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mentoring systems, informal learning opportunities, and simplified but clear internal proce-
dures. The study is limited to SMEs operating in Bosnia and Herzegovina, with sectoral distri-
bution potentially affecting generalizability. Data are based on self-reported perceptions, which
may introduce bias. Future studies should expand to comparative regional analyses and include
longitudinal data. This research contributes to the relatively scarce empirical evidence on inno-
vation drivers in SMEs in transition economies, by integrating human capital and organizational
culture perspectives. It offers actionable recommendations for managers and policymakers to
enhance innovation capacity without relying solely on costly R&D investments.
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1. INTRODUCTION

In the modern business environment, which is
characterized by rapid and constant technologi-
cal changes, as well as growing competition, the
ability of a company to innovate is becoming a
key condition for survival and long-term de-
velopment. Innovation is generally associated
with large companies and high investments in
research and development, but today, small and
medium-sized businesses are attracting more
and more attention, which, despite often limited
resources, manage to demonstrate an enviable
level of creativity and adaptability to market
trends. This paper focuses on to two dimensions
that are increasingly recognized in the litera-
ture as drivers of innovation, namely human
capital and organizational culture.

Human capital is presented as a set of knowl-
edge, skills and competencies that employees
bring to the work process. For this reason, it
has the potential to trigger a wave of improve-
ment, both at the operational and strategic lev-
els. On the other hand, organizational culture is
represented by values, attitudes and different
patterns of behavior that shape everyday busi-
ness. It can create a stimulating environment
for learning, experimentation and the exchange
of ideas. However, the question of how these
dimensions specifically influence innovative
outcomes in SMEs in the context of Bosnia and
Herzegovina remains under-researched.

Drawing on empirical data collected with-
in the framework of this research, the paper
seeks to contribute to a better understanding
of these connections, through a quantitative
analysis of selected indicators that reflect em-
ployee attitudes, human resource development
mechanisms, and organizational openness to
innovation. The analysis is based on statistical
techniques and enables the identification of all
those patterns that can serve as a basis for fu-
ture strategic recommendations for SMEs in the
domestic environment. Accordingly, the paper
goes beyond a purely theoretical discussion,
but rather seeks to offer concrete proposals and
measures, which may be significant for deci-
sion-makers as well as for entrepreneurs them-
selves.

While the link between human capital, organi-
zational culture and innovation performance is
well established in developed economies, there
is limited empirical evidence from transition
economies. In Bosnia and Herzegovina, inno-
vation is still predominantly framed through
external factors, including financing, technol-
ogy transfer, and regulation, while the internal
organizational mechanisms that convert em-
ployee capabilities into firm-level innovation
remain underexplored. This paper addresses
that gap by examining how mentoring, informal
learning, client communication and process for-
malization jointly shape innovation outcomes
in SMEs operating in a low-R&D, resource-con-
strained and informally managed environment.

1.1. Research Problem and Objectives of
the Work

In recent literature, it is possible to find a sig-
nificant number of papers that specifically em-
phasize the role of human capital and organiza-
tional culture as the main factors of innovative
performance of companies. However, small and
medium-sized companies in Bosnia and Herze-
govina still do not systematically develop these
components to an insufficient extent. When
there are limited resources, the question can be
raised as to how internal resources can be bet-
ter used to stimulate innovations that are neces-
sary for growth and competitiveness.

Existing BiH-focused evidence on internal, or-
ganization-driven antecedents of SME innova-
tion is scarce. Available domestic studies and
policy documents primarily emphasize external
enablers like finance, technology, regulatory in-
centives, with limited attention to mentoring,
informal learning and process formalization in-
side firms. Where peer-reviewed evidence is un-
available, we explicitly note the absence of pri-
or empirical tests on statistically relevant SME
samples, which this study addresses. The focus
is on specific aspects such as the mentoring sys-
tem, employee training and development pro-
grams, value attitudes within the company and
the perception of employees as a key resource.
In addition to the main goal, the paper aims to:
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e analyse the extent to which formalized hu-
man resource development mechanisms
contribute to greater innovation

* examine the relationship between employees’
perception of the importance of their role and
the organization’s actual innovation capacity

¢ identify organizational practices that con-
tribute most to the stimulation of innovative
performance

¢ and offer recommendations that can serve as
a basis for creating SME sector development
policies based on strengthening internal ca-
pacities

1.2. Research Questions and
Hypotheses

In order to better understand the role of human
capital and organizational culture in fostering
innovative performance within SMEs in Bosnia
and Herzegovina, the following research ques-
tions were asked:

1. To what extent do career development and
formalized forms of mentoring influence in-
novative behavior in SMEs?

2. Do attitudes towards employees, as a key de-
velopment resource, have a significant effect
on the innovation capacity of the firm?

3. Is there a relationship between attitudes
about the importance of continuous learning
and the overall level of innovation?

4. How do formalized employee development
mechanisms influence the implementation
of innovations?

Based on these questions, the following hypoth-
eses were formulated:

e Hypothesis H1 - Clearly defined career paths
and employee development mechanisms
positively influence innovative behavior in
small and medium-sized companies

e Hypothesis H2 - A positive attitude of man-
agement towards employees and their per-
ception as a key resource of the company have
a significant impact on the level of innovation

¢ Hypothesis H3 - Willingness to learn and
openness to new ideas among employees are
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associated with a higher level of company in-
novation

e Hypothesis H4 - The existence of formalized
procedures for employee development and
education contributes to greater implemen-
tation of innovative solutions within the or-
ganization

2. LITERATURE REVIEW

A large body of research confirms that human
capital, measured through the knowledge, skills
and competencies of employees, is one of the key
drivers of innovation in small and medium-sized
companies. When the workforce is qualified and
trained, it increases the ability of the company
to generate new ideas and turn them into inno-
vative products or improve its own processes
(McGuirk et al., 2015; Subramaniam & Youndt,
2005). An example of such a finding is the re-
search of McGuirk et al. (2015), who introduce
the concept of “innovative human capital”, rep-
resented through a combination of education,
training, readiness for change and job satisfac-
tion. For this reason, they showed that small and
medium-sized companies with managers who
possess these characteristics are significantly
more likely to introduce innovations. Similarly,
early research in the UK found that the exper-
tise of employees significantly contributes to
the innovative performance of small companies
in the technology sector. In other words, firms
with greater accumulated knowledge and skills
are more likely to develop new products and
adopt new technologies (Romijn & Albaladejo,
2002; Marvel & Lumpkin, 2007).

On the other hand, empirical studies at the firm
level from different countries emphasize the
positive impact of investment in human capital
on innovative performance of companies. For
example, analysis of data for Western Europe-
an countries shows that modern HRM practic-
es such as continuous training, teamwork and
incentive rewards for employee performance
increase innovative performance of companies
(Laursen & Foss, 2003; Leiponen, 2005). Even
in cases where SMEs do not invest much in for-
mal research and development (R&D), they can
achieve success in innovation if they have qual-
ity management and educated, creative staff,
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which essentially compensates for the lack of
resources necessary for R&D (Rammer et al,
2009). In Germany, it was found that increased
investment in employee training significantly
contributes to product innovation in SMEs. This
effect is particularly pronounced in smaller
companies that do not have a high share of high-
ly educated staff or a significant R&D budget
(Demirkan et al., 2022). This conclusion is sup-
ported by evidence from other environments.
For example, a longitudinal study in Canada
found that both formal and informal employee
training enhances both process and product
innovation (Dostie, 2018). Globally, there is
consensus that educated employees are more
likely to adopt and apply new technologies and
ideas more quickly, thereby fostering innova-
tion within their organizations (Blischgens et
al., 2013; Sun et al., 2020).

Specific to developing and transition countries,
human capital also plays a crucial role in im-
proving the innovative performance of compa-
nies. Knezovi¢ et al. (2020) analyzed SMEs in
the Western Balkans region and confirmed that
the development of human capital at the enter-
prise level is one of the main prerequisites for
increasing innovation. Companies with higher
investments in employee education, profession-
al development and encouragement of an entre-
preneurial mindset have shown a higher level
of innovative performance compared to their
competitors. This is particularly important for
transition economies, where improving the
quality of human capital is considered crucial
for achieving knowledge-based competitiveness
and innovation (Knezovic¢ et al., 2020). In short,
the literature indicates that SMEs will most eas-
ily generate innovation if they have capable and
creative employees who have adequate skills,
motivation and support for innovation (Naran-
jo-Valencia et al., 2016; Marvel & Lumpkin,
2007).

In addition to human resources, organization-
al culture has been recognized as another key
internal factor that can influence a company’s
innovative performance. Organizational cul-
ture encompasses values, beliefs, and behav-
ioral norms that can either encourage or inhibit
creativity and the process of experimentation
within a company. A detailed meta-analysis of

previous research concludes that organiza-
tional culture is one of the “keys to innovation
success,” and is often cited as an explanation for
why some organizations excel more in innova-
tive performance (Biischgens et al., 2013). In
other words, this means that flexible cultures
that emphasize adaptability, openness to new
ideas, and external orientation are conducive to
innovative performance, while cultures focused
on strict control and internal stability can rep-
resent limitations to the emergence of innova-
tion. It has been found that dynamism, freedom
in work, risk-taking, and external focus strong-
ly contribute to innovative performance within
a company. In contrast, hierarchical cultures
with an emphasis on formal rules and norms,
control, and stability often inhibit innovation
(Naranjo-Valencia et al., 2011; Biischgens et al.,
2013). An empirical study of Spanish industrial
companies confirms that cultures that empha-
size bureaucratic control are negatively asso-
ciated with the level of innovation. Similarly,
a review of 61 studies over a 37-year period
shows that almost all studies find a statistical-
ly significant impact of organizational culture
on innovation, either through encouraging cre-
ative behavior of employees or through the ac-
ceptance of change and new technologies (Tian
etal., 2018).

Different types of organizational culture can
have specific effects on the emergence of inno-
vative performance of companies. Cultures that
promote freedom in work, teamwork, learning
and tolerance for risk contribute to creating a
stimulating environment in which employees
feel psychologically safe to come up with new
ideas and experiment without fear or pressure
(Naranjo-Valencia et al., 2016). For example, a
culture that encourages employee autonomy
and participatory decision-making increases
employee motivation for creativity and innova-
tion. Also, an externally oriented culture, which
is focused on customers, the market and compe-
tition, can help a company to recognize new op-
portunities and needs more quickly, which en-
hances innovative performance (Im et al., 2003;
Aksoy, 2017). In contrast, if there are overly for-
malistic cultures, which insist on strict rules, in-
ternal bureaucracy and avoidance of mistakes,
they can stifle the creativity of their employees,
because people in such an environment do not
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want to take risks and propose unconvention-
al solutions (Claver et al., 1998; Scott & Bruce,
1994). It is worth noting that these findings are
consistent with different contexts, primarily
cultures that value innovation and readiness for
change, all with the aim of contributing to better
results of innovative performance (Naranjo-Va-
lencia et al., 2011; Aboramadan et al., 2020).

International comparisons further highlight the
importance of organizational culture for the
emergence of innovative performance. Kuhn
and Bhatiasevi (2024) conducted a study on
small and medium-sized companies in Germa-
ny and Thailand, countries with very different
national cultures, and found that in both cas-
es organizations with a pronounced adhocrat
culture achieve higher levels of organizational
innovativeness. Despite cultural differences at
the national level, values such as creativity, ini-
tiative and flexibility within the company acted
as a universal driver for the emergence of inno-
vations, which also led to an improvement in
the overall performance of the company (Kuhn
& Bhatiasevi, 2024). A similar pattern can be
found in transition countries. Research among
technology companies in Croatia showed that
adhocrat organizational culture partially af-
fects the innovativeness of the company. In con-
ditions of rapid market changes, companies that
are more flexible, in which an innovative culture
is developed, adapt and introduce changes more
easily (Talaja & Vukovi¢, 2024).

Several studies from the Western Balkans and
the wider region confirm some of the general
conclusions on culture and innovation. An ex-
ample from Albania shows how human capital
and culture together reflect on innovation. Ac-
cording to research by Cere and Subashi (2024),
a “developmental” organizational culture, which
supports learning, collaboration and employee
development, has a positive effect in practice on
the innovative performance of SMEs. In compa-
nies that apply a proactive approach to human
resource management, which includes training
and employee engagement, and at the same time
foster a developmental culture, significantly
higher participation in innovative performance
has been observed. In other words, when the
appropriate culture is in place, it can act syn-
ergistically with human capital in such a way
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that motivated and trained employees produce
the best results in the process of creating inno-
vative performance. Additional evidence can be
found outside Europe. A study on a sample of
300 SMEs in Thailand and China found that or-
ganizational culture has a significant and direct
impact on the emergence of innovative perfor-
mance of companies, and that business sustain-
ability can mediate this relationship (Srisathan
etal., 2020).

Also, research conducted in Middle Eastern
countries shows that findings on culture and in-
novation are not limited to Western countries.
In the banking sector of Palestine, which rep-
resents a “non-Western” context, it was found
that an appropriate organizational culture en-
hances marketing innovation, which is further
reflected in better bank performance (Abora-
madan et al.,, 2020). Similarly, an analysis of
small and medium-sized companies in Turkey
showed that companies that have a culture ori-
ented towards innovation activities, together
with proactive marketing, have a positive im-
pact on the market success of these companies
(Aksoy, 2017). These examples reinforce the
conclusion that establishing a culture that sup-
ports creativity, experimentation and learning
is beneficial for innovative performance of com-
panies regardless of the geographical location
or industry from which these companies come.
Overall, the literature consistently emphasizes
that “people and culture” are central compo-
nents for understanding the innovation capac-
ity of SMEs to innovate cannot be explained,
because innovations most easily arise in orga-
nizations that have both capable people and an
environment that encourages them to freely
express and implement their ideas (Cera & Sub-
ashi, 2024; Knezovi¢ et al., 2020).

Building on absorptive capacity theory and
organizational culture research, we integrate
people and structure-centric mechanisms into a
unified framework for SME innovation in tran-
sition economies. Human-capital mechanisms
can enhance individual capacity for absorption
and problem-solving readiness, while organiza-
tional culture may facilitate the transformation
of these capabilities into routinized, firm-level
innovation.
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3. METHODOLOGY

The conducted research was designed as a
quantitative study with the aim of empirically
testing the hypotheses on the impact of human
capital and organizational culture on innova-
tion in small and medium-sized companies in
Bosnia and Herzegovina. The questionnaire was
specifically designed for this study, drawing on
validated constructs from the innovation and
organizational learning literature. Items includ-
ed mentoring, informal learning, client commu-
nication and process formalization, and were
adapted to the managerial vocabulary common-
ly used in Bosnia and Herzegovina’s SMEs to en-
sure face validity. All items were measured on
5-point Likert scales, where 1 means “strongly
disagree and 5 means “strongly agree”. Multi-
item constructs used in the regression analyses
exhibited acceptable internal consistency, with
Cronbach’s alpha coefficients ranging from 0.71
to 0.83 across the main scales. Exploratory fac-
tor analysis confirmed satisfactory construct
validity, with all retained items loading above
0.50 on their intended factors.

The final sample (N = 304) covers manufactur-
ing, services, trade, and technology SMEs, in or-
der to ensure diversity among sectors. The sam-
ple was formed using purposive sampling, fo-
cusing on companies with a pronounced organi-
zational structure and management capacities.
All responses received were assessed as valid
and included in the analysis, which enhances the
reliability of the findings and broadens sectoral
coverage, allowing conclusions to be drawn that
are relevant to the broader context of the SME
sector in Bosnia and Herzegovina.

Descriptive and inferential statistical methods
were used for data processing. Correlation tests
(Pearson coefficients), regression analyses (lo-
gistic and multiple linear), as well as factor
analysis were performed to identify latent con-
structs. In addition, visual displays of results,
including correlation matrices and regression
graphs, were used to facilitate the interpreta-
tion of the relationships between variables. The
selected statistical tests were applied in accor-
dance with the nature and type of data and the
hypotheses set, with prior checks of assump-
tions such as normality of distribution and ab-

sence of multicollinearity. This combination of
statistical tools enables a more comprehensive
understanding of how different organizational
factors contribute to innovation. The method-
ology ensures that the results obtained are not
based solely on a description of the situation, as
it enables valid testing of the cause-and-effect
relationships between the observed constructs.
Therefore, this research provides a reliable ba-
sis for drawing conclusions and formulating
recommendations that can be useful for deci-
sion-makers in the SME sector.

4. RESULTS AND ANALYSIS

This section presents the results of empirical re-
search testing that analyzes various factors that
may influence innovative performance within
small and medium-sized companies in Bosnia
and Herzegovina. Based on the previously es-
tablished hypotheses, various statistical tests
were conducted, including correlation analy-
sis, regression models and comparative group
analyses, in order to identify the relationship
between the independent variables and the to-
tal innovation index as the dependent variable.
Table 1. presents a summary of the key findings
for each of the analyzed hypotheses, including
the type of analysis, statistical significance and
the final conclusion.

In addition to this presentation in Table 1, Fig-
ure 1 shows a correlation matrix that visually
illustrates the interrelationships between the
main variables in the research. It can be seen
from the figures that the matrix provides addi-
tional insight into the direction and strength of
linear relationships, and is a good introduction
to amore detailed analysis of individual hypoth-
eses.

The correlation matrix shown in Figure 1 shows
the interrelationships between the key variables
included in the conducted research. The visual
representation clearly shows the existence of
significant, although mostly moderate, positive
correlations between the innovation index and
variables related to mentoring practices, atti-
tudes towards learning and process formaliza-
tion, which provides preliminary support for
theoretical assumptions about the importance
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Table 1. Summary of Key Findings for the Analyzed Hypotheses
Analysis H1 H2 H3 H4
Element
Existence of career C
Participation in . .
advancement . .. External client Formalization of
. . informal training R .
Hypothesis opportunities . communication internal processes
L . and coaching . . ) .
Description and mentoring . is associated with positively affects
. influences . . . . .
influences . . higher innovation innovation
. . innovation
innovation
Dependent Innovation_Score Innovation_Score Innovation_Score Innovation_Score
Variable (Q1-Q4) (Q1-Q4) (Q1-Q4) (Q1-Q4)
. Q10 (internal
Independent Q5 (career Q7.(1.nformal QO (client procedures), Q11_
. advancement), Q6 training), Q8 - .
Variables (mentoring) (coaching) communication) Group (existence of
g & defined processes)
Type of Linear Regression Linear Regression ) Linear Regression
Analysis (OLS) (OLS) Pearson Correlation (OLS) + t-test
. M.el.1t0rmg In.forr.n.al training Q10 significant (8
significant (8 = significant (8 = - 0.215, p = 0.030);
Key Statistical 0.231, p = 0.027); 0.269, p = 0.007); = et =R Oou)
. r=0.194,p<0.01 t-test significant
Results Career advancement Coaching not .
C C difference (p =
not significant (p = significant (p = 0.049)
0.669) 0.141) '
Significance oh(fze?-“é??if ~  Training: p = 0.007; o001 Q10: p =0.030; Q11_
Level (p-value) T e P= " Coaching: p=0.141 p=t Group: p = 0.049
Conclusion Partially confirmed Partially confirmed Confirmed Partially confirmed

Source: Author’s creation

of human capital and organizational culture in
stimulating innovation in SMEs. Although cor-
relation analysis cannot confirm causality, the
matrix serves as an important indicator of po-
tential statistically significant associations that
were further tested through regression and oth-
er models.

The first hypothesis assumed that clearly de-
fined professional development and mentoring
mechanisms have a significant impact on in-
novative behavior in SMEs. The results of the
linear regression for this hypothesis show that
the mentoring variable has a statistically sig-
nificant, albeit moderate, positive impact on the
overall innovation score (f = 0.231, p = 0.027).
In contrast, the results showed that clearly de-

fined career paths, although positively associ-
ated with innovation, did not show statistical
significance, as can be seen with the coefficient
p = 0.669. These findings suggest that the role
of career progression in fostering innovation
was not crucial when analyzed in the context of
other factors. In this case, it is worth noting that
these results are in line with previous research
that emphasizes that direct and personalized
knowledge transfer through a mentoring rela-
tionship is often more effective in stimulating
creativity and implementing new ideas than for-
mal models of career development (Subramani-
am & Youndt, 2005).

An additional presentation of the test results for
hypothesis 1 is presented through visualization
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Figure 1. Correlation Matrix of Key Variables
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in Figure 2, namely through the relationship be-
tween mentoring and innovation score, which
further confirms these results. As shown in
Figure 2, companies with structured mentoring
report consistently higher innovation scores,
which triangulates the H1 regression result.
Also, The results indicate that there is a slight
but consistent growth of the innovation index
in companies that have implemented mentor-
ing programs. Although this effect is moderate
in absolute values, its significance is multiple
because it shows us that mentoring not only ac-
celerates the learning and adaptation process
of new employees, but also creates a more open

environment in which the exchange of ideas and
experiences takes place naturally and without
special formal restrictions.

This result supports the views of authors such
as McGuirk et al. (2015), who argue that infor-
mal channels of knowledge transfer and close
interpersonal relationships are often key fac-
tors for generating innovation in small and
medium-sized companies. It is interesting to
note that the formalization of career paths, al-
though perceived as an important instrument
of employee motivation, in this study did not
have a significant impact on the innovative
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Figure 2. Relationship between Mentoring and Innovation Score
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performance of companies. One possible ex-
planation lies in the very nature of small and
medium-sized companies, where formal career
management systems are often not developed
to a level that could have a direct effect on their
results. In such organizations, flexibility and
speed of decision-making often take precedence
over rigid career progression structures, so that
innovations more often arise from the creative
contribution of individuals than from systemi-
cally defined development paths.

The second hypothesis investigates whether
positive organizational attitudes and willing-
ness to change among employees can be linked
to a higher level of innovative behavior and ac-
tivity in small and medium-sized companies. In
the context of the analysis of this hypothesis, a
multiple linear regression model was applied
to examine the relationship between perceived
openness to change and innovation perfor-
mance. The results indicate a statistically sig-

nificant positive effect of employee attitudes
on innovation, which was confirmed by the co-
efficients 3 = 0.251, p = 0.012, which partially
confirms the hypothesis. The obtained results
indicate that the internal capacities of the com-
pany to accept changes, which are manifested
through open communication, tolerance for er-
rors and proactivity of employees, constitute
an important prerequisite for the emergence
of innovative behavior and activity within the
company. The graphic representation in Fig-
ure 3 further visually confirms these results,
showing a clear trend of growth in innovation
performance when viewed with the increasing
willingness of companies to adapt and work on
changes. This finding is in line with the litera-
ture that emphasizes that those companies that
foster a positive psychological climate more eas-
ily contribute to the creation and implementa-
tion of new ideas (Jansen et al., 2006; Hartmann,
2006).
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Figure 3. Average Innovation Score by Employee Attitude Quartile
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Given the nature of SMEs in transition coun-
tries such as Bosnia and Herzegovina, the role
of organizational culture becomes even more
pronounced. In conditions of underdeveloped
institutional frameworks and limited incentives
coming from outside, internal factors, such as
shared values, norms and employee perceptions,
often play a key role in determining the innova-
tion potential of a company. In this context, the
research results show that companies that have a
strong willingness to adapt were also those that
reported a greater number of innovations intro-
duced, regardless of whether they are products,
processes or ways of doing business. However,
it is worth noting that organizational readiness
for change is not necessarily institutionalized
through specific or established formal policies,
but is often developed through certain informal
interactions and everyday practices. This dimen-
sion of organizational culture, although more dif-
ficult to measure, is shown to be a strong predic-
tor of innovative behavior and activities, which

implies that the development of soft capacities
and cultural values should be a key segment of
SME development strategies in this region.

As part of the third hypothesis, the existence
of a connection between customer communica-
tion, as an external source of knowledge, and the
innovative behavior of small and medium-sized
companies was tested. This assumption relies
on theoretical assumptions in the literature,
which do not view innovations and innovative
performance solely as the result of certain inter-
nal processes, but also as a reflection of the ca-
pacity of the enterprise to recognize, absorb and
integrate acquired knowledge from the external
environment (Cohen & Levinthal, 1990; Laursen
& Salter, 2006). In this context, external inputs,
especially those that come directly from users,
can be a key source for the emergence and appli-
cation of ideas that stimulate the development
of new or improve existing products, services or
even business models.
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The results of the conducted correlation analy-
sis show a statistically significant and positive
connection between the intensity of customer
communication and innovation results, which
is confirmed by the coefficients r = 0.194, p <
0.01. Although this is not a strong connection,
this finding nevertheless confirms the impor-
tance of user feedback as part of the process of
organizational learning and the emergence of
innovations. In other words, those companies
that communicate more frequently with end
users, whether it is through direct interviews,
surveys, social media activities or other every-
day interactions, open up additional channels
for identifying market needs that are not yet
adequately met. Due to these processes, users
are transformed from passive recipients into
active co-creators of innovative performance.
This finding is particularly important in the
context of small and medium-sized companies
which, unlike large ones, often do not have es-
tablished research and development depart-
ments or the resources to conduct expensive
market research. For them, flexibility and direct
contact with users are a strategic advantage.
In this context, the results confirm previous
findings from the literature that point to the
so-called ‘user-driven innovation’ as a model
that can replace the lack of internal resources
through the strategic positioning of users as a
source of knowledge (von Hippel, 2005; Bogers
etal., 2010).

The fourth hypothesis assumes that a higher de-
gree of formalization of internal organizational
processes contributes to a higher degree of in-
novation in small and medium-sized companies.
Formalization in this context is not viewed as a
form of rigid bureaucratization of processes or
activities within the company, but as a way of
structuring business activities through clear-
ly defined procedures, standards and respon-
sibilities, which in turn enable more efficient
knowledge management and more consistent
implementation of innovative performance. The
theoretical basis of the hypothesis relies on the
concept of “organizational readiness for inno-
vation” which indicates that structured orga-
nizations more easily integrate new ideas into
existing processes (Damanpour, 1991; Vaccaro
etal., 2012).
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The empirical analysis conducted on the vari-
able Q11, which measures employees’ percep-
tion of the clarity of processes, rules and re-
sponsibilities within the organization, shows
a statistically significant positive correlation
with innovation outcomes (§ = 0.247; p = 0.003).
Although it is a perceptual measure, its associa-
tion with innovation indicates that respondents
feel more secure when they are in a structured
environment, which potentially opens up space
for taking initiatives and developing new ideas.
This relationship is shown graphically in Fig-
ure 4, confirming the existence of a slightly up-
ward trend, which further visually shows and
strengthens the finding.

These results are in line with previous re-
search indicating that formalization can act as
a framework for facilitating the emergence of
innovative performance, rather than as an in-
hibitor of innovation, especially in the context
of SMEs that strive to establish internal systems
for managing growth and change (Volberda
et al,, 2001). It is crucial to note, however, that
the benefits of formalization also depend on the
degree to which an organization is flexible and
open to change. Formalization without support
can lead to inertia, while otherwise it can be a
support for innovation processes and activities.
In the context of SMEs in Bosnia and Herzegov-
ina, where an informal style of management
and leadership often dominates, this finding
may have significant implications for strategic
development. Formalizing core processes can
help companies move from a reliance on impro-
visation to a phase of systematic development of
business models, which is crucial for long-term
sustainability and competitiveness in the mar-
ket. It is especially important for management
to recognize the role of business structuring,
not as an obstacle to creativity, but as a mecha-
nism for the operational implementation of var-
ious business activities.

Mean innovation scores were compared across
manufacturing, services, trade and technology.
Technology-intensive and knowledge-inten-
sive services reported slightly higher averages.
However, the direction and significance of the
key relationships, including mentoring, infor-
mal learning, client communication, process
formalization remained stable across sectors.
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Figure 4. Innovation Score by Perception of Employees as Key Resource
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This suggests that the observed effects are not
driven by a single industry pattern. Results for
some sectors should be interpreted with caution
due to smaller subsample size.

5. DISCUSSION

The main objective of this research was to ex-
amine the multidimensional role of human capi-
tal and organizational culture in fostering inno-
vative behavior and activities within small and
medium-sized companies in Bosnia and Herze-
govina. The results obtained reveal a complex
picture in which certain components of internal
learning processes, interpersonal exchange and
formalization of procedures significantly affect
innovative outcomes.

The first hypothesis focused on the presence of
internal career paths and mentoring as predic-
tors of innovative behavior and activities of the
company. Using regression analysis, it was con-

firmed that career paths did not have a statis-
tically significant impact, while mentoring had
a positive and significant effect, which is con-
firmed by the coefficients § = 0.231, p = 0.027.
These findings support the view that mentor-
ing represents a key mechanism of knowledge
transfer. This effect is particularly relevant in
smaller companies, where formal promotion
structures are often underdeveloped. This is
also in line with other findings, especially since
similar findings exist in the work of Birasnav et
al. (2013), who emphasize the importance of in-
formal mentoring in shaping the organizational
learning culture.

The second hypothesis examined whether par-
ticipation in informal education and training
positively affects innovation and generally in-
novative performance of companies. The results
of the conducted research confirmed the signif-
icant impact of informal education on innova-
tion, which was confirmed by the coefficients (3
= 0.269, p = 0.005, while coaching did not have
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a statistically significant effect. This finding
indicates that flexible and accessible learning
methods have a greater potential to stimulate
innovation and innovative performance, unlike
individualized coaching approaches. Previous
research confirms that agility in learning and
access to external knowledge are key factors
for innovation in small and medium-sized com-
panies (Alvarez et al.,, 2016; Spender & Grant,
1996). In the context of this research on the ex-
ample of Bosnia and Herzegovina, it can be con-
cluded that approaches that rely on resources
within the company, such as mutual education
of employees, can have a stronger effect on inno-
vation than some forms of learning that require
greater investment and institutional support
from the public sector.

The third hypothesis examined the relationship
between external communication with custom-
ers and innovation. Testing conducted using
Pearson’s correlation showed a statistically sig-
nificant positive relationship measured through
coefficients r = 0.194, p < 0.01. This finding fits
with the theory of absorptive capacity of com-
panies (Cohen & Levinthal, 1990), which em-
phasizes that communication with customers
serves as a channel for acquiring and applying
external knowledge. In small and medium-sized
companies, customers often function as both a
source of ideas and a factor that confirms inno-
vation. Similar claims are found in Barboza and
Capocchi (2020), who conclude that frequent
and well-established communication with the
market is key to encouraging innovative perfor-
mance.

The fourth hypothesis related to the impact
of formalization of internal processes and the
existence of special innovation groups on the
innovative results of the company. This hy-
pothesis was partially confirmed, where the
formalization of procedures showed a statisti-
cally significant impact measured through the
coefficients f = 0.215, p = 0.030, while the t-test
for the existence of innovation groups was at
the border of significance, which confirms the
p-value of 0.0526. The results obtained indicate
that clearly defined internal procedures play a
greater role than informal initiatives, such as ad
hoc innovation teams. Although some research
suggests that excessive formalization can stifle
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creativity (Burns & Stalker, 1961), the results
of this study are closer to contemporary works
that claim that a certain level of formalization
enables consistency, transparency and more
efficient exchange of ideas (Andreeva & Kianto,
2012).

Overall, the results indicate that innovation
within SMEs is not driven by a single factor, but
emerges from the interaction of multiple orga-
nizational practices and learning mechanisms.
Although career paths and coaching did not
show statistical significance, mentoring, infor-
mal education, communication with clients and
formalization of procedures did, although there
was a difference in the intensity of the afore-
mentioned effects.

The implications of this research are multiple.
Theoretically, this paper contributes to the
ongoing integration of institutional, organiza-
tional and cultural perspectives in the analysis
of innovation and innovative performance in
transition countries. Practically, the findings
indicate the need for policies supporting SMEs
to be aimed at encouraging informal education,
interpersonal knowledge exchange and simple
but clear internal procedures. It is worth noting
that in this way innovations do not necessarily
require expensive solutions but that they can
also be achieved through internal methods and
knowledge exchanges.

6. CONCLUSION

As part of this research, the impact of organi-
zational design and process formalization on
the innovative performance of small and medi-
um-sized companies in Bosnia and Herzegovina
was analyzed, with a special focus on specific
aspects such as mentoring, informal education,
external communication and internal proce-
dures. The results obtained indicated the sig-
nificant role of interpersonal mechanisms in
the process of knowledge exchange and clearly
defined internal processes as the main drivers
of innovation within small and medium-sized
companies. It is particularly emphasized that
mentoring and participation in informal educa-
tion have a pronounced and positive impact on
innovative behavior and activities of companies,
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which confirms the assumptions that in the con-
text of developing economies, informal forms of
knowledge transfer are often more significant
than formal ones.

In the process of testing the hypotheses, it was
confirmed that external communication with
clients represents an important channel for ex-
ternalization and adaptation of the process of
innovative performance, while the formaliza-
tion of internal procedures allows for greater
consistency, which on the other hand can ad-
ditionally stimulate innovation and generally
initiate the process of innovative performance.
At the same time, elements such as career paths
and coaching did not show a statistically signif-
icant impact, which suggests that their imple-
mentation within SMEs, without strategic inte-
gration and systemic support, does not lead to
the expected results.

In a theoretical sense, in transition-economy
SMEs, internal human-capital mechanisms, in-
cluding mentoring, informal learning and light-
touch process formalization can, to a certain
extent, substitute for capital-intensive R&D
in resource-constrained SME contexts. This
paper integrates people and culture-centric
perspectives into a single explanatory model
for firm-level innovativeness under resource
constraints. For the practical and policy impli-
cations, managers should prioritize structured
mentoring, peer-to-peer learning and clear but
simple procedures. Policymakers should com-
plement technology and digitalization support
with programs that strengthen internal capa-
bilities, mentoring schemes, peer networks and
process formalization toolkits in order to raise
innovation capacity system-wide. Future re-
search should employ comparative, cross-coun-
try and longitudinal designs to validate causal
pathways and explore sector-specific situations.
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APPENDIX - SAMPLE SURVEY ITEMS BY CONSTRUCT

e Doyou have established and clearly defined ways of career advancement in your company?

e Doesyour company assign mentors to new employees to help them acquire new knowledge faster?

Which method of employee education do you use most often:

How do you rate the following statements on a scale of 1-5: [Your company supports the advance-
ment of employees in their research of professional interests and goals]

How do you rate the following statements on a scale of 1-5: [Your company provides an opportuni-
ty for professional growth]

How do you rate the following statements on a scale of 1-5: [In your company, workers can reach
their full business potential]

How do you rate the following statements on a scale of 1-5: [Workers are the most valuable re-
source in a company’s business]

How do you rate the following statements on a scale of 1-5: [The company seeks only the best staff
in the market while neglecting its own potential]

How do you rate the following statements on a scale of 1-5: [Employee satisfaction with working
conditions is very important to us]
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e How do you rate the following statements on a scale of 1-5: [Our workers have long-term job secu-
rity]

e How do you rate the following statements on a scale of 1-5: [Through work, employees are allowed
to specialize and improve their own sKills]

e How do you rate the following statements on a scale of 1-5: [We provide our employees with regu-
lar training and coaching]

e How do you rate the following statements on a scale of 1-5: [We give our employees a financial
bonus or pay for externally organized training]

e How do you rate the following statements on a scale of 1-5: [Greater availability of non-formal ed-
ucation channels (Youtube, Google, etc.) allows us to increase productivity]

Ways of acquiring knowledge

e How do you rate on a scale of 1-5 the importance of these categories in acquiring knowledge
through your business? [Innovative workshops]

e How do you rate on a scale of 1-5 the importance of these categories in acquiring knowledge
through your business? [Sessions for developing new ideas]

e How do you rate on a scale of 1-5 the importance of these categories in acquiring knowledge
through your business? [Creating a knowledge bank]

e How do you rate on a scale of 1-5 the importance of these categories in acquiring knowledge
through your business? [Incentives for acquiring new knowledge]

e How do you rate on a scale of 1-5 the importance of these categories in acquiring knowledge
through your business? [Trainings]

e How do you rate on a scale of 1-5 the importance of these categories in acquiring knowledge
through your business? [Informal education]

Uloga ljudskog kapitala i organizacijske kulture u poticanju inovacija
u malim i srednjim poduzeé¢ima

Sazetak

Ovaj rad istraZuje ulogu ljudskog kapitala i organizacijske kulture u poticanju inovacija u malim i sred-
njim poduzeéima u Bosni i Hercegovini, s posebnim naglaskom na mentorstvo i neformalno obrazo-
vanje, razvoj karijere, vanjsku komunikaciju s klijentima te formalizaciju unutarnjih procesa. Cilj je
utvrditi koji unutarnji organizacijski ¢cimbenici najucinkovitije poticu inovativno ponasanje u kontek-
stu tranzicijskog gospodarstva. U istraZivanju je primijenjen kvantitativni istraZivacki dizajn temeljen
na strukturiranom upitniku distribuiranom menadzZerima u 304 mala i srednja poduzeca iz razli¢itih
sektora. Podaci su analizirani koristenjem Pearsonove korelacije, visestruke i logisticke regresije te
komparativnih grupnih testova, uz potporu vizualnih prikaza podataka. Rezultati otkrivaju da men-
torstvo, neformalno obrazovanje, vanjska komunikacija s klijentima i formalizirani postupci imaju zna-
Cajan pozitivan utjecaj na inovacije, dok razvoj karijere i coaching ne pokazuju statisti¢ku znacajnost.
Ovi nalazi isticu vaznost meduljudskog prijenosa znanja, inovacija temeljenih na potrebama kupaca te
strukturiranih procesa u izgradnji inovativne organizacijske kulture. Teorijske implikacije ukljucuju
integraciju perspektiva ljudskog kapitala i organizacijske kulture u literaturu o inovacijama u malim i
srednjim poduzeéima, dok prakti¢ne implikacije sugeriraju da menadZeri trebaju ulagati u unutarnje
sustave mentorstva, prilike za neformalno ucenje te pojednostavljene, ali jasne unutarnje procedure.
IstraZivanje je ograni¢eno na mala i srednja poduzeéa koja posluju u Bosni i Hercegovini, pri cemu
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sektorska raspodjela moZe utjecati na opcu primjenjivost rezultata. Podaci se temelje na samoprocje-
nama ispitanika, sto moZe unijeti odredene pristranosti. Buduéa istraZivanja trebala bi se proSiriti na
komparativne regionalne analize i ukljuéiti longitudinalne podatke. Ovo istraZivanje doprinosi relativ-
no oskudnim empirijskim dokazima o pokretacima inovacija u malim i srednjim poduzec¢ima u tranzi-
cijskim gospodarstvima, kombinirajui perspektive ljudskog kapitala i organizacijske kulture. Pritom
nudi konkretne preporuke menadzZerima i donositeljima politika za unaprjedenje inovacijskog kapaci-
teta bez oslanjanja iskljucivo na skupa ulaganja u istraZivanje i razvoj.

Kljucne rijeci: ljudski kapital, organizacijska kultura, inovacije, MSP, mentorstvo



