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ABSTRACT 
 

HR practices are essential for effective organizational performance. Previous studies asserted the role of HRM practices in boosting organizational performance. 
However dual aspect of HRM practices and SHRM (content and process perspective) has not been explored yet in tourism industry. Thus, the aim of this 
research is to examine the configurational relationship between HRM practices, SHRM, service innovation and organizational performance in relation to 
Malaysian hospitality and Tourism. Strategically alignedHRM practices along with service innovation (incremental and radical) boost organizational performance 
in the hospitality industry. This study seeks to investigate direct relationship of HRM practices and SHRM with organizational performance and also test 
mediational influence of service innovation. Methodological practices adopted to realize objective of study are grounded on survey technique. Study is 
descriptive and cross-sectional in nature. Data was collected from 4-star and 5-star deluxe hotels of Malaysia. Dual-stage sampling techniques(stratified random 
sampling and purposive sampling) were adopted for data collection.At first stage stratums were made on the basis of hotels’ 4-star and 5-star ranking and then 
purposive technique was used to select participants. Structural equation modeling (SEM) was used for analysis and hypothesis testing. Findings revealed that 
significant positive relationship exists between SHRM and organizational performance, service innovation and organizational performance HRM practices and 
service innovation. HRM practices do not have significant direct effect on organizational performance thus service innovation fully mediates the relationship 
between HRM practices and organizational performance while partially mediates the relationship between SHRM and performance. Findings of this research are 
believed to offer better insights to the managers of hotels about the best link of HRM practices their fit with strategic base and service innovation to improve 
performance. 
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INTRODUCTION 
 

Tourism industry has and will always serve as life blood in the 
economic flourishment of several countries in the world. This sector 
has been recognized as a substantial source of national income 
specifically in developed and emerging countries(Islam et al., 2020). 
Being an imperative driver of economic growth, utilizer of natural, 
anthropic, cultural resources and presenter of traditions &customs, 
this sector excel its importance through rejoicing people from all over 
the globe and generate revenues for host countries that made 
remarkable contributions to the GDP and economic development 
(Băndoi et al., 2020). Its consistent progress and significant 
contribution in the economic growth has been noted from six 
decades. Averagely, in OECD economies, tourism industry 
contributed 4.4% in GDP, 6.9% in employment and 21.5% to the 
service sector (OECD, 2020). Malaysian tourism industry is one of the 
most prevalent tourists’ destinations in Asia that have attracted 
almost 25.8 million visitors. Reports revealed continuous growth trend 
in Malaysian tourism sector from MYR 82,165 million in 2017 to MYR 
84,135.20 million in 2018 (Trading Economics, 2019; Ministry of 
Tourism Culture report, 2019) which is expected to be increased up to 
MYR 192 billion by the year 2020 (New Straits Times, 2019). 
Statistical reports regarding the virtue of revenues revealed that travel 
and tourism industry has emerged as an imperative sector of 
Malaysian economy (Foo et al., 2020). Tourism industry in Malaysia 
entailed the organizations of hotels, resorts, islands, transportation, 
entertainment etc. However, among all these organizations, hotels 
are selected to conduct this research. The rational of selecting this 
sector is that hotels are rapidly growing in number because of 
continuous tourists’ escalation which consequently demand for 
sustained development (Foo et al., 2020) and this sector is utilizing 
more environmental resources(Yusoff et al., 2020) hence require 
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more focused strategic maintenance for best future returns. A 
tremendous increase has been observed in the number of hotels in 
Malaysia, number of hotels increased from 45,12 to 4750 from 2017 
to 2018, which include 585 Three-Star hotels, 226 Four-Star and 142 
Five-star hotels (MOTAC, 2019) and number of hotel rooms were 
292,293 in 2017 which increased to 308,207 in 2018 (Malaysia 
Ministry of Tourism and Culture, 2019b). Tourism industry 
contribution to the Malaysian GDP has been noted 13.3% in 2018 
that approximately invite receipts of MYR 190.3 billion and 11.9% 
contribution to the employability which provide jobs to 1,766 thousand 
people in 2018 (World Travel and Tourism Council report, 2019). This 
remarkable increase in the industry consequently intensified the level 
of competition among hotels to obtain and sustain market share. 
Besides, dynamic environment and changing customer needs have 
become more challenging for this industry to manage survival and 
sustainable performance (Foo et al., 2020). Moreover, issues related 
to attraction and retention of talented human capital has also been 
reported by the professional workforce organizations. Employment 
rate is high and so is attrition. According to the Aon Hewitt Malaysia 
(2015) report the attrition rate in Malaysian Hospitality and tourism 
industry was 18% that is double than employment rate. Thus, like 
other service sectors, hotel industry is undergoing through aggressive 
competition for retention and maintenance of competitive human 
capital. Hotels need to develop competitive advantage for their 
survival. In this highly uncertain, dynamic and complex environment, 
it is indispensable for organizations to possess factors that help them 
to add value and attain competitive advantage (Bhatnagar, 
2012;Hecker & Ganter, 2013). A crucial factor in competitively 
effective organizational performance is human capital (Collins & 
Clark, 2003; Jiang & Chi-Wei, 2012; Bos-Nehles et al., 2017) and 
organization’s capacity to bring innovation in its offerings (Lin & 
Sanders, 2017; Khosravi et al., 2019; Volberda et al., 2014;Zhang et 
al., 2016) because these ‘soft resources’ are difficult to imitate by 
competitors hence provide support to the organizations for their long-



term survival and performance improvement. Human capital is most 
imperative asset for all organizations to accomplish their objectives, 
particularly in the service industry front-line employees shape 
customer experience and generate imitable competitive edge for the 
organizations. Thus, management of human capital is most significant 
and sensitive concern for hospitality industry (Kusluvan et al., 2010). 
Hotels are required to put greater emphasize on their HRM practices 
and on the management of staff behaviors for better service quality to 
enhanced organizational performance (Hayes & Ninemeier, 2009; 
Foo et al., 2020). Service providing organizations are required to 
manage their strategic base with continuous learning, development, 
up-gradation and novelty in their offerings in order to maintain their 
performance. Reconfiguration of the business and world economy 
provided a solid ground for innovation in the service sector (Werlang 
& Rossetto, 2019). A great strategic importance has been given to the 
theme of innovation in services sector and researchers emphasized 
to understand the influence of service innovation on organizational 
performance (Ferraz & de Melo Santos, 2016).Research examine 
relationship between HRM practices and innovation and proposed 
that human resources are vital to bring innovation in the organization 
since employees’ learning, skills, knowledge and capabilities are 
essential to bring innovation (Collins & Clark, 2003; Gebauer et al., 
2012; Wright et al., 2001). 
 
However, different studies discussed the term innovation according to 
their context and nature, distinguishing between product innovation, 
service innovation, process innovation, structural innovation or market 
innovation (Damanpour, 1991) and mostly examined its relationship 
with isolated HRM practices(Chen & Huang, 2009; (De Saá-Pérez & 
Díaz-Díaz, 2010;(De Winne & Sels, 2010). Some studies have 
examined the relationship between HRM system, innovation and 
organizational performance (Shipton et al., 2006), relationship 
between HRM and organizational innovation(Tan & Nasurdin, 2011), 
strategic HRM and innovation (Bal et al., 2014), HRM and group 
innovation (Lee et al., 2019), HRM and radical innovation (Seeck & 
Diehl, 2017;Barba-Aragón & Jiménez-Jiménez, 2020). Studies have 
also examined the relationship between HRM practices and 
organizational performance (Foo et al., 2020), green HRM practices 
(Islam et al., 2020), organizational innovation and its impact on 
organizational performance (Werlang & Rossetto, 2019). Different 
researchers investigated the discrete relation between HRM practices 
and innovation, what impact HRM practices caused on the 
organizational performance and contribution of innovation in the 
enhancement of organizational performance. Some of 
aforementioned research studies treated innovation as dependent 
construct while others checked the effect of HRM on organizational 
performance. But gap has been observed about the cohesive impact 
of HRM system on organizational performance in tourism industry. 
Service innovation is most essential for performance and success of 
organizations but the role of service innovation in the relationship of 
HRM practices and organizational performance in hotel industry is still 
underexplored. Therefore, this research seeks to examine the 
meditational impact of service innovation between the relationship of 
HRM practices and organizational performance. This research deals 
with service innovation in both incremental and radical aspects 
because combined effect of incremental and radical innovation 
related to personnel management and performance of hotels has 
been less frequently examined. One particular gap this study 
proposed to cover is to examine the effect of HRM on performance of 
hotel industry from the configurational perspective. Configurational 
perspective presumed that coherent practices and HRM system has 
greater influence on organizational performance rather than individual 
or isolated practices. Second gap in the literature is related to the 
direct impact of SHRM on the performance of hotels. This research 
aims to investigate the influence of HRM on hotel performance from 

dual perspective: content approach and process approach. Content 
perspective stated that HRM practices need to be internally cohesive, 
while process approach stated that HRM practices should be 
appropriately aligned with organizational strategic fit. This dual 
perspective needs to be investigated in order to understand whether 
HR managers should focus on one or both aspects and what role HR 
managers perform in overall organizational strategic development 
(Barba-Aragón & Jiménez-Jiménez, 2020). Another gap this study 
aims to cover is to examine the role of service innovation between the 
relationship of HRM practices and performance of hotels by 
considering the notion that innovation is indispensable to bring 
excellent human resource performance and competitive edge 
(Elidemir et al., 2020) so, management of hotel establishments need 
to be proactively engage in managing their human resource through 
continuous learning and innovation in order to have positive influence 
on organizational performance (Werlang & Rossetto, 2019; Ferraz & 
de Melo Santos, 2016). Collecting notions from HRM and 
organizational performance literature, this research study established 
hypothesis and test them on the sample of Malaysian hotels. In order 
to accomplish research objectives, this paper is divided into different 
sub-sections. First section narrates the organizational performance of 
hotels. The second section, with reference of RBV perspective 
justifies the significance of HRM for organizational performance and 
also distinguishes the content and process perspectives. The content 
perspective analyzes the impact of HRM system on organizational 
performance from configurational perspective while process approach 
discusses the impact of SHRM on organizational performance. Next, 
the roll of service innovation in organizational performance and the 
contribution of HRM as facilitator of service innovation are discussed. 
After that methodology and empirical findings are presented. Final 
section contains the conclusions, implications and guidelines for 
future researchers. 
 
Review of Literature and Hypothesis Development 
 
Organizational Performance 
 
Organizational performance is one of the most widely discussed 
subjects in the management literature and several studies have 
attempted to find better measures to evaluate it.  Predominantly, 
organizational performance has been denoted as a productive 
structural arrangement of human capital, tangible, intangible, physical 
and intellectual resources integrated to achieve common objectives 
(Barney, 2001). Organizational performance is correlated with 
employees’ hard work and dedication which can be measured in both 
subjective as well as objective aspects (Zehir et al., 2016). Gupta & 
Govindarajan (1984) asserted that organizational performance should 
not be exclusively measured in financial aspects; subjective indicators 
should also be considered in performance evaluation. However, 
contradictions exist about the valid assessment of organizational 
performance (Venkatraman & Ramanujam, 1986).  Most research 
studies used perception-based measures to evaluate organizational 
performance (Wang & Ang, 2004). In tourism industry, both the 
subjective as well as objective aspects were adopted to assess the 
organizational performance. Jogaratnam et al., (1999) in their study 
evaluated the performance of hotels by adopting subjective measures 
such as market share, level of profitability, sales growth rate and cash 
flow. Haber & Reichel (2005) stated that measurement of only 
financial gains and profit is not sufficient to assess the performance of 
hotels and tourism industry. They proposed the combination of both 
subjective and objective indicators to measure performance of rural 
tourism. Subjective performance indicators include occupancy rate, 
satisfaction of clients, profitability and capacity to offer innovative 
services/products. While objective indicators include number of 
employees working, earning on different points of time and growth in 
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earnings. Jacinto & Carvalho (2009), in quantitative study of Brazilian 
hotels concluded that rate of place occupied, average daily revenue, 
average number of rooms booked per day,overall sales, operational 
profit, efficiency in managing cost and expenditures are indicators of 
hotel performance. Later, Carvalho and Costa (2011)suggested that 
the total sales, profits, overall sales, average cost on daily sales, 
sales per room or lodgings, occupancy percentage need to be 
evaluated for performance of hotels. 
 
HRM and Performance 
 
Internal resources have been recognized as basis to generate 
competitive advantage for organizations, perspectives of RBV 
(Barney, 1991) reinforces the notion that human capital is an 
essential strategic factor for successful organizational performance 
(Collins, 2020; María & Daniel, 2020; Wright et al.,2001). Human 
resource is valuable, non-substitutable, rare and imitable asset for 
organizations which offer competitive base for higher performance. 
This strategic notion has implemented in two perspectives. First, 
certain HRM practices generate specific patterns of employees’ 
behaviors (Jiang et al., 2012). Therefore, organizations need to 
develop HR practices to attain the pool of skilled and competent 
human capital (Collins, 2020). Second, organizational strategies 
demand for certain behaviors from employees in order to create 
appropriate fit between skills that employees already possess and the 
skills which are required for successful strategic implementation 
(Huselid, 1995). Hence, this study proposed that RBV offered a 
theoretical strength to describe why HRM practices and SHRM (which 
integrate HRM into organizations’ strategic base) have positive 
impact on organizational performance. HRM practices denoted as 
management of workforce while SHRM is a process to link HRM 
practices with organizational strategic objectives for better 
performance (Ngo, Lau, and Foley, 2008) 
 
HRM practices and Organizational Performance: The Content 
Approach 
 
Content approach intends to enhance organizational performance 
through HRM practices. Delery and Doty (1996) stated three 
perspectives: universalistic perspective, contingent and 
configurational perspective. Universalistic perspective asserted the 
notion that some HRM practices are categorized as ‘best HRM 
practices’ which positively influence organizational performance. 
Whereas, contingent perspective stated that no any specific set of 
HRM practices can be defined as best practices, but all HRM 
practices need to be cohesive and consistent with overall 
organizational strategies (Akhtar et al., 2008). While, configurational 
perspective proposed a holistic view that organizational performance 
depends upon effective combination and implementation of HRM 
practices in a coherent system(Wright et al., 2001;Den Hartog et al., 
2013;Heffernan et al., 2016). Based on this notion, this research 
proposed to investigate the influence of HRM practices on 
organizational performance with configurational perspective. Aligned 
with configurational perspective, few studies revealed that a 
relationship exist between HRM practices and organizational 
performance(Mark A. Huselid, 1995; Lepak. et al., 2006). Well-
established HRM system enhances organizational performance by 
improving employee behaviors, practices and individual 
contribution(Chen et al., 2016; (Elfadeel et al., 2019).Basic notion is 
that human resource has considered fundamental predictor of 
effective organizational performance (Brito & Oliveira, 2016). Positive 
significant impact on HRM practices have been observed in 
manufacturing industry (Jashari & Kutllovci, 2020). Foo et al., (2020) 
examined the effect of that HRM practices on hotel performance and 
concluded that significantly positive relationship exists among HRM 

practices and performance. Cohesive HRM systems are more 
influential to the performance rather than isolated HRM practices but 
still contradictions exist that which practices should HRM system 
entailed on (Lepak et al., 2006). In line with previous studies(Collins & 
Smith, 2006) this research considered that HRM system comprised 
on employee empowerment, rigorous recruitment & selection 
process, extensive training programs, transparent performance 
appraisal and performance-based rewards is facilitator to the 
organizational performance. Recruitment is a procedure to attract 
pool of talented workforce who possess appropriate competences 
that are required to work in the organization, while selection referred 
as a process to choose right individuals at the right time and in right 
numbers who contribute to the organizational performance(Khan, 
2018). Employee empowerment has been referred as autonomy, 
freedom to make routine job decisions and delegation of power from 
top level to bottom in the organization (Baird & Wang, 2010). Training 
is a process of skilling the workforce and enhancing their abilities for 
accomplishment of organizational tasks(Karim et al., 2019). 
Assessment of employee performance and compensation are vital 
HRM practices to generate required behaviors and to engage human 
resource with organizational objectives (Collins & Clark, 2003). 
Compensation and rewards entailed all the strategies and policies 
adopted by the organization to deliver value to the human resource in 
response to their contribution in the organization (Armstrong et al., 
2011)that have positive influence on performance (Foo et al., 2020). 
On the basis of aforementioned arguments, this study proposed its 
first hypothesis: 
 
H1: HRM system has a positive effect on organizational performance. 
 
SHRM and organizational performance: The process approach 
 
Process approach supports the notion that SHRM practices are 
significant to increase organizational performance (Barba-Aragón & 
Jiménez-Jiménez, 2020). SHRM emphasized to ensure that HRM 
practices are integrated with organizational strategies and strategic 
needs, HR policies are coherent with all hierarchies, and are 
implemented into daily activities to mobilize employee skills toward 
organizational goals (Bawa, 2017). Level of alignment and integration 
among HRM practices and organizational strategies ascertain how 
much value human capital added in the organization (Lengnick-Hall et 
al., 2013). Alignment of HRM with strategic base indicates that HR 
managers collaborate in strategic implementation to obtain 
competitive performance. Appropriate alignment of strategic fit with 
Human capital increases organizational profitability (Collins & Clark, 
2003). Human resource management is essential to influence 
organizational performance (Loshali & Venkat R. Krishnan, 
2013).Thus, integration and consistency between HRM and strategies 
enhance efficiency, add value and improve the output level (Huselid, 
1995;(Bae & Lawler, 2000). It means developing a set of effective 
HRM strategies such as recruitment procedure, training programs, 
performance management and remunerations help organizations to 
achieve its long-term objectives (Loshali & Venkat R. Krishnan, 
2013). Although studies investigated how HRM in-alignment with 
strategies effect organizational outcomes (Huselid, 1995) hardly any 
study examine the effect of SHRM on hotel performance. Taking into 
account the above literature, this study proposed second hypothesis: 
H2: SHRM positively influence on organizational performance. 
 
Service Innovation 
 
Service innovation is among the most interested topics of the recent 
decade which gain greater attention of academicians and 
practitioners. Schumpeter (1942) was among pioneers who put 
reflection on the strategic worth of innovation in start of 20th century 
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and asserted that innovation is the main stimulus for growth (Śledzik, 
2013). The concept of service innovation referred that various service 
sectors are implementing innovation in their activities either by 
introducing entirely new services (radical innovation) or gradually 
making up-gradations (incremental innovation) in already existing 
services and expand their supply portfolio by offering value added 
services (Durst et al., 2015). Literature emphasized that innovation is 
one of the significant factors to influence organizational performance 
(Ottenbacher, 2007; Salem, 2014). In the time of hyper competition 
innovation enables organizations to achieve a foothold in the market 
(Wang & Ahmed, 2004). A wave of technology, globalization and 
dynamic competition made is essential for service and hospitality 
organizations to bring innovations (Hussain et al., 2016;Belanche et 
al., 2020). 21st century brought more vitality in hospitality sector and 
created exponentially alarming competition which demand 
innovativeness as a keystone for sustainable organizational 
performance(Bani Melhem et al., 2018; Li & Hsu, 2016). Previously 
the main focus of innovation was skewed towards manufacturing 
organizations(Rousseau et al., 2015). However, in service sector 
being a contributor of 65% in world’s GDP (World Bank report, 2020) 
the concept of innovation has sprung now(Storey et al., 2016). 
Service innovation is indispensable for organizational survival, growth 
and renewal particularly in the services context (Witell et al., 2016). 
Innovation has been denoted as knowledge-intensive process and 
much knowledge relates to the human minds (Argote et al., 2000) 
thus, human capital facilitates to introduce and implement innovation 
at the workplace (Kang & Snell, 2009;Sheeba & Christopher, 2020; 
Acosta-Prado et al., 2020). Though it is essential to investigate which 
factors contribute to innovation and according to literature HRM is 
one of the probable factors to facilitate innovation by enhancing 
organizational knowledge. Employees’ learning and development 
increase the likelihood to generate pool of unique ideas to introduce 
new products, services and processes (Kang & Snell, 2009;Diaz-
Fernandez et al., 2017). HRM practices such as training & 
development, performance feedback, merit-based compensations 
and job-related skills encourage learning that ultimately contribute to 
bring innovation(Easa & Orra, 2020). Therefore this research also 
proposed an indirect impact of HRM on organizational performance 
along with meditational role of service innovation. Studies(Chen & 
Huang, 2009; Diaz-Fernandez et al., 2017; Barba-Aragón & Jiménez-
Jiménez, 2020) examine direct effect of HRM on innovation and 
concluded that knowledge and learning mediates this relationship. 
 
H3: HRM has positive significant effect on service innovation 
H4: SHRM has positive significant effect on service innovation 
H5: Service innovation has positive effect on organizational 
performance 
H6: Service innovation mediates the relationship between HRM 
system and organizational performance. 
H7: Service innovation mediates the relationship between SHRM and 
organizational performance. 
 
Concepts and relationships posited in the hypothesis are presented in 
figure 1. 
 

METHODOLOGY 
 
This study adopted descriptive quantitativeresearch design with 
positivism research approach. According to the suggestions 
ofMalhotra & Peterson (2001) and Hair et al., (2014)cross-sectional 
survey technique was usedto obtain data related to HRM system 
practices, SHRM, service innovation and organizational performance 
of hotel industry. Deluxe hotels of Malaysia (4-star and 5-star hotels) 
were selected as target population ofthis study. Lee & Morrison., 
(2010) and Sun et al., (2007) recommended the selection of 4-star 

and 5-star hotels because these large, up-scaled and elite hotels 
have more systemized and well-organized HRM system.  
 

 
 

Figure 1. Proposed Research Framework. 
 
In line with the methodology of Nasurdin et al., (2016), Ekiz et al., 
(2012)and Foo et al., (2020) this study also adopted the same criteria 
for selection of target population. However, their study only examined 
the effect of some HR practices on performance without considering 
integrated influence of HRM practices and SHRM. Ministry of Tourism 
and culture Malaysia (2018) reported 320 deluxe hotels in Malaysia 
including in the regions of Peninsular Malaysia, Sabah, Sarawak, 
Wilayah Persekutuan Kuala Lumpur, Wilayah Persekutuan Putrajaya 
and Wilayah Persekutuan Labuan. This study adopted multiple, two-
stage sampling technique; stratified random sampling and purposive 
sampling. Stratums were made on the basis of hotels’ 4-star and 5-
star ranking and then purposive technique was used to select 
participants which include HR managers, Assistant HR managers and 
front desk employees. Initially, a formal letter was sent to HR 
managers and top authoritative managers in order to seek permission 
for data collection. Only 9 hotels grant approval and show their 
consent to participate in the survey. However, they imposed 
constraint to publicize their name and direct contact with employees 
due to good-will and competition reasons. According to suggested 
criteria byAwang et al., (2015) 300 sample size selected for study. 
Therefore, packets of structured questionnaires were sent to them 
through drop-and-pick method. Overall, 306 questionnaires were 
distributed. Each packet contained 1 questionnaire for HR manager, 1 
for assistant HR manager and 31 questionnaires to be filled by front-
desk employees. Overall response rate was 93%. 
 
Measures and Data Analysis 
 
All the constructs were measured using the scales confirmed in the 
literature. Self-administered structured questionnaire was used to 
obtain data from respondents. All the constructs were measured on 
10-point rating scale; 1=strongly disagree and 10= strongly 
agree.HRM system scale was taken from the studies of Lepak & Snell 
(2002) Chen & Huang (2009)and Barba-Aragón & Jiménez-Jiménez 
(2020). Scale comprised on five practices (empowerment, training, 
selection, performance appraisal and compensation) which were 
measured with 15 items (3 indicators per practice). Second-order 
reflective construct model was developed to evaluate the practices of 
HRM system. SHRM scale was incorporated from the study of Ngo et 
al., (2008)Wei & Lau, (2008). Scale comprised on 4 items which were 
validated and previous studies. Service innovation construct was 
measured with two dimensions: radical innovation and incremental 
innovation each dimension comprised on 3 items. Scale was 
previously validated and confirmed byde Brentani & Kleinschmidt, 
(2004). This scale was also used by Cheng & Krumwiede (2012). 
Organizational performance construct was measured using 6 items. 
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Scale was adapted from the studies of Úbeda-García et al., 
(2017)and Werlang & Rossetto (2019). Structural Equation Modeling 
(SEM) technique is used with AMOS and Statistical Package for 
Social Sciences (SPSS) version 26 to analyze the collected data. 
SEM comprised on two stages: measurement model and structural 
model. Measurement model allow researchers to validate constructs 
through CFA (Confirmatory Factor Analysis) in order to confirm 
validity and reliability. It postulates how measured constructs joined to 
signify the theory. Whereas, in structural model validated constructs 
are modeled and structural equation technique is executed to 
examine hypothesis of the study Awang et al., (2015). 
 

FINDINGS 
 
Participant demographics 
 
In this survey 41% respondents are female and 59% are males. The 
mean age of respondents is 26.8 years (SD=6.76). In terms of 
education 49% respondents have completed Diploma, 36% have 
graduation degree, 6% hold Master degree whereas 9% hold Higher 
Secondary level of education. 55% are working as front-desk 
employees. More than half (52% approx.) have 1 to 3 years work 
experience of the hotel industry. 
 
Assessment of Measurement Model 
 
Measurement model is a tool to obtain parsimonious information of 
covariance among set of indicators. It correlates latent variables with 
measured constructs(Delea et al., 2018)and facilitates to determine 
validity and reliability by representing relationship among constructs 
(Awang, 2015). The results of measurement model are depicted in 
table 1. It represents composite reliability (CR) for all underlying 
constructs ranged between 0.61 to 0.70which specify that all 
measurement items adopted are reliable to evaluate their related 
construct. Moreover, average variance extracted (AVE) of all involved 
constructs are above cut-off-point (above 0.50) according to the 
criteria suggested by Hair et al., (2014).Thus, it is concluded that all 
the underlying constructs achieved acceptable level of variance with 
particular conformation of indicators and attained convergent validity. 
 

Table 1. Outcomes of measurement model assessment 
 

No. Constructs Dimensions/items 
Factor 
Loading 

AVE CR 

1 HRM practices 

Recruitment and 
Selection 

0.85 

0.69 0.92 

Training and 
development 

0.88 

Performance appraisal 
management 

0.80 

Compensation 0.81 
Empowerment 0.84 

2 SHRM 

SHRM1 0.81 

0.61 0.86 
SHRM2 0.86 
SHRM3 0.83 
SHRM4 0.63 

3 
Service 
innovation 

Radical 0.82 
0.69 0.82 

Incremental 0.85 

 
Organizational 
performance 

OP1 0.77 

0.70 0.93 

OP2 0.80 
OP3 0.87 
OP4 0.90 
OP5 0.86 
OP6 0.82 

 
Discriminant validity evidenced of differentiation among the 
underlying constructs. It indicated that the constructs which were 
supposed not to be highly correlated are in fact not correlated with 
each other(Shah & Brown, 2020). Discriminant validity was tested by 

making comparison between square root of AVE values and 
correlation among the constructs (Fornell & Larcker, 1981). Results of 
discriminant validity are presented in the Table 4.2 which depicted 
that degree of correlation among respective two constructs are less 
than the value of individual construct’s AVE. In a nutshell, average 
variance extracted of each latent construct is higher than values of 
correlations among other constructs which satisfy the criteria 
recommended by Fornell and Larcker’s (1981). Tabularized values 
exhibited in table 2 fulfill the threshold thus discriminant validity of all 
underlaying construct has been achieved. 
 

Table 2. Discriminant validity 
 

Construct 
HRM 
practices 

SHRM 
Service 
Innovation 

Organizational 
Performance 

HRM practices 0.69    
SHRM 0.34 0.61   
Service Innovation 0.53 0.42 0.69  
Organizational Performance 0.44 0.60 0.66 0.70 

 
Once the validity of measurement model has been assured, 
subsequent step was assessment of model fitness. Fitness indices 
were compared to assess the goodness of measurement model. 
Measurement model fitness showed the value of RMSEA= 0.053, 
CFI= 0.974, TLI=0.969, NFI=0.943, ChiSq/df=2.956 and P-
value=0.000 presented in figure 2. According to the suggested criteria 
by Hair et al., (2014) value of RMSEA should be less than or equal to 
0.80 (≤0.08), CFI equal or greater than 0.90, TLI should be equal or 
higher than 0.90 and ChiSq/df should be 1.0≤ χ2 / df ≤5. Thus, those 
fitness indices values were achieved and according to the criteria 
prevailing in the literature measurement model is deemed to have 
good fitness index. 
 

 
 

Figure 2: Pooled CFA (Standardized Estimations) 
 
Assessment of structural equation model 
 
Structural model presented in Figure 3 depicted the effects 
exogenous constructs caused on endogenous constructs. Overall, 
proposed model specified satisfactory model fit: RMSEA= 0.056, 
CFI= 0.974, TLI=0.969, NFI=0.943, ChiSq/df=2.675 and P-
value=0.000. Model narrates that HRM practices created 0.06% 
variance to organizational performance, variance in HRM practices 
and service innovation is 0.44%, HRM practices to SHRM variance 
0.34%, SHRM to organizational performance is 0.39%, SHRM to 
service innovation 0.27% and level of variance in service innovation 
and organizational performance is 0. 46%. R2 for whole proposed 
model is 0.56 which indicates highly significant level of variance in 
organizational performance. Jacob Chon (1988) asserted that R2 
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more than 26 percent is considered to have a big effect in a causal 
model. Thus, in this proposed It has been concluded that 0.56% 
variance in endogenous construct (organizational performance) can 
be projected by means of three exogenous constructs in the model 
namely HRM practices, SHRM practices and service innovation. 
 

 
 

Figure 3. Structural model 
 

After confirmation of measurement model, in the next phase 
hypotheses were tested using structural equation modeling. Results 
of hypothesis test presented in table 3 revealed that first proposed 
hypothesis of this research is rejected as no positive and significant 
relationship found between HRM practices (estimation 0.042, and P-
value 0.298) and organizational performance. However, SHRM has 
positive and significant relationship with organizational performance 
hence H2 is accepted. Third hypothesis posits positive relationship 
exist among HRM practices and service innovation thus, results of 
empirical findings support the hypothesis which are in line with the 
findings ofBarba-Aragon & Jimenez-Jimenez (2020) and Kuntonbutr 
et al., (2017). Moreover, according to the results presented in the 
table, SHRM practices has positive relationship with service 
innovation (estimation .339 and p-value 0.000) hypothesis is 
accepted. This study hypothesized a positive effect of service 
innovation on organizational performance and results (estimation 
0.432 and P-value) supported the hypothesis. Finding of Werlanget 
al., (2019) also support the findings. Besides, H6 posited mediational 
effect of service innovation between the relationship of HRM practices 
and organizational performance, hypothesis accepted as service 
innovation fully mediates the relationship between HRM practices and 
service innovation. Direct effect of HRM practices on organizational 
performance is not significant which revealed full mediation. HRM 
practices can enhance organizational performance through the 
influence of service innovation. H7 is also accepted but partial 
mediation exists among SHRM and organizational performance. 
Values of estimations, S.E., C.R. and p-values are demonstrated in 
table below. 
 

Table 3. Results of hypothesis test 
 

Hypothesis Estimations S.E. C.R. p-value Result 

H1: Op  HRM .043 .042 1.040 .298 Rejected 
H2: Op  SHRM .450 .075 5.963 0.000 Accepted 
H3: SI  HRM .336 .051 6.591 0.000 Accepted 
H4: SI  SHRM .339 .085 3.971 0.000 Accepted 
H5: OP  SI .432 .068 6.344 0.000 Accepted 

Mediation Estimations Lower Bound 
Upper 
Bound 

Result 

H6: OP  SI  
HRM 

0.145 0.039 0.126 Accepted/Full Mediation 

H7: OP  SI  
SHRM 

0.152 0.041 0.213 
Accepted/Partial 
Mediation 

 
Present study follows Preacher & Hayes (2008) bootstrapping 
method to determine the indirect effect of mediation. Mediation 
prevails when lower bound and upper bound values do not overlap in 

between when measuring indirect effect. Though, the results showed 
that lower bounds and upper bounds for two mediations presented in 
table 3 revealed that mediation exist in HRM relation with 
organizational performance and strategic human resource practices 
and organizational performance mediated by service innovation. 
Results unveiled that full mediation exist between HRM practices and 
organizational performance because direct effect of HRM practices 
on organizational performance was found non-significant. Whereas, 
both direct and indirect effects are significant in SHRM relationship 
with organizational performance mediated by service innovation thus 
existence of partial mediation proved. 
 
Conclusion 
 
Dynamic current business environment influenced all the sectors of 
economy and compelled to nurture appropriate infrastructure and 
practices to enrich performance level. To contribute the extent the 
organizational performance literature, purpose of this research was to 
scrutinize proposed model linking HRM practices, SHRM with 
innovation and organizational performance in the Malaysian hotel 
industry. Overall, obtained empirical findings support to the proposed 
framework however significant positive effect of HRM practices with 
organizational performance was not proved. Findings confirm positive 
and significant relationship exist between HRM practices, SHRM, 
service innovation and organizational performance. Specifically 
results indicated that service innovation fully mediates the relationship 
between HRM practices and organizational performance while 
mediating role of service innovation between SHRM and 
organizational performance was found partial. The service 
organisations serve as a spine in the economy of all countries(O’Cass 
& Wetzels, 2018) and HRM practices are found a significant predictor 
of service innovation which consequently enhance organizational 
performance (Alosani et al., 2020). Non-significant relationship 
disclosed among HRM practices and organizational performance but 
SHRM has significant association with both organizational 
performance and service innovation. In nutshell, results revealed that 
HRM practices significantly influence service innovation and service 
innovation in turn has significant positive effect on organizational 
performance. Whereas, SHRM has positive direct relationship with 
organizational performance hence the mediated role of service 
innovation was found partial between SHRM and organizational 
performance. Results of this research are believed to offer better 
insights and knowledge to the Malaysian hotel industry management 
regarding the influential link of HRM practices, SHRM, service 
innovation on organizational performance. Results recommend that 
integration of HRM practices into the strategic base lead to enhance 
performance. Empirical findings of this research are imperative to 
acknowledge the vitality of HRM practices for service innovation in 
relation to effective performance. Moreover, this study is supposed to 
offer cohesive and holistic understanding to academic scholars of 
hospitality and tourism filed regarding the configurational role of HRM 
and SHRM in relation to organizational performance through 
immense importance of innovation. 
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