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Abstract: Although there is a general recognition that human resource management (HRM) practices
are a key factor in a firm’s innovation performance, from the extant literature we see that empirical
investigation does not always offer evidence to support this assertion. This paper proposes
that knowledge transfer received positively moderates the link between HRM practices and firm
innovative performance in foreign multinational enterprises (MNEs) subsidiaries operating in China.
Specifically, the influence of tacit knowledge approach on the effects of knowledge transfer received
on HRM practices and firm innovative performance. With hierarchical linear modeling, our results
demonstrate that: (1) HRM practices can have a positive effect on firm innovative performance;
(2) knowledge transfer received can positively moderate the effects of HRM practices and firm
innovative performance; and (3) the positive effects of knowledge transfer received on HRM practices
and firm innovative performance will be strengthened with a tacit knowledge approach. This paper
shows that through the adaptation and application of a tacit knowledge approach, executives can
create an atmosphere for interaction between the workforce and senior colleagues, forming an
inter-intra network chain to share intangible knowledge that is mostly derived from the culture
and experience.
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1. Introduction

Innovation is regarded as a key factor to firm survival and sustainability in this turbulent market
environment. Thus, it is one of the principal conduits through which firms can attain sustainable
expansion. It plays a momentous role in accomplishing competitive advantage, organizational
performance [1,2], and economic growth. Scholars [3,4] have revealed the importance of innovation in
the area of firms’ growth, expansion, profitability, market value, and share. For the past few decades,
many firms operating in emerging economies have been attempting to become innovators to compete
squarely with their counterparts from developed market economies. Accomplishing these tasks
requires the implementation of effective human resource management (HRM) practices and knowledge
management strategies, which are crucial performance-enhancing antidotes to respond positively
to today’s ever-changing business landscape. HRM practices have been considered as a package or
scheme that jointly supplements the skills and incentive of the workforce [5–7]. Admittedly, it can
sharpen the attitude, skills, behavior, knowledge, and experience of workforce to think outside the box
and develop creative ideas to facilitate a firm’s innovative strategies [8]. We argue that HRM practices
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contribute to a firm’s innovation strategies by inspiring the workforce in the area of knowledge creation
to enhance the entire organizational knowledge base towards sustainable performance. According to
Coff and Kryscynski [9], HRM practices aid firms’ innovative strategies in order so that they can have
a competitive advantage [10] in the market. However, from the extant literature, research reports on
the connection among HRM practices and firm innovation performance are rare and have provided
contradictory results [11–14]. Some authors [15–17] believe that HRM practices are indirectly related
to the innovation performance of organizations. This paradoxical confrontation highlights the need
for further studies to broaden the understanding of practitioners and scholars. It is also argued that
knowledge transfer can play a significant role in HRM practices’ influence on innovation. However,
there is a paucity of research addressing the potential significance of knowledge as an antecedent of a
firm’s innovative performance [18,19]. Few studies that focused on this interplay have indicated that
a positive relationship exists between these two variables [20–23]. However, the connections among
the three dimensions have rarely been examined [24,25]. The present paper aims to fill this gap by
constructing a moderated model that demonstrates the connection between HRM practices and firm
innovative performance, while at the same time integrating knowledge transfer received and the tacit
knowledge approach on foreign multinational enterprises (MNEs) subsidiaries operating in China.
It is against this backdrop that this study attempts to address the following research questions: RQ1.
Do HRM practices influence a firm’s innovative performance directly? RQ2. Does knowledge transfer
received play a facilitating role between HRM practices and a firm’s innovative performance? RQ3.
Which factor, explicit or tacit knowledge, has the greater influence on the effects of knowledge transfer
received on HRM practices and a firm’s innovative performance?

The contribution of this study is twofold. First, previous studies [11–17] pay attention to the two
variables (i.e., the link between HRM practices and firm innovative performance), which has created a
paradox in the literature. To address the paradoxical nature of the variables, we have extended
the study by exploring the knowledge transfer mechanisms that boost innovative performance.
We provide an enriched theoretical explanation of the role of knowledge transfer received in
organizational settings. Our empirical results, based on the moderated moderation logical framework,
demonstrate a significant positive interaction between HRM practices and knowledge transfer received,
which supports the positive moderating effect proposed in the study. Boadu, et al. [26] emphasize
that knowledge transfer is a key method of generating innovation towards a competitive advantage.
They postulate that knowledge transfer received from the inter-intra network augments the existing
stock of resources to enhance innovative performance. Thus, our findings improve the innovation
literature, providing a new predictor of innovation capability. Second, we extend the notion of
knowledge in resource-based view (RBV). As a key concept in the knowledge management literature,
limitation of resources at times stifles firms’ pursuit of innovative strategies [27,28] for competitive
advantage. Accordingly, such situations lead firms to seek a balance between tacit and explicit
knowledge [29] as they cannot simultaneously focus on both of them to drive the organization
innovative agenda. This definitely pressures firms to select tacit or explicit knowledge in facilitating
innovation formation. Explicitly, firms that are eager to achieve competitive advantage concentrate on
the dominance direction (tacit or explicit) for the implementation of key innovation strategies. In this
study, we assume that the positive moderating effect of knowledge transfer received on the relationship
between HRM practices and firm innovative performance will be strengthened when it is combined
with a tacit knowledge approach. Our findings revealed that the tacit knowledge approach strengthens
the moderation effects of knowledge transfer received on the relationship between HRM practices
and firm innovative performance. Thus, the tacit knowledge approach is more suitable for firms to
improve innovation performance. Nonaka, et al. [30] confirm that the appropriate maintenance of a
firm’s tacit knowledge can play an influential role in innovation performance, leading to a competitive
advantage. This study therefore extends the empirical support for RBV.

The remainder of this paper is organized as follows. Section 2 delves into the theories related
to the topic. Section 3 highlights hypothesis development. Section 4 contains the empirical analysis.
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Section 5 sheds more light on the empirical results. The last two sections present the conclusions,
discussion, implications, limitations, and future research directions.

2. Theories

2.1. Human Resource Management (HRM) Practices

HRM actions in an organizational setup serve as a crucial resource for organizational development.
More importantly, such resources are valuable, sporadic, and harder for industry players to successfully
replicate and substitute for in the market environment. They serve as a strategic tool to give a firm the
upper hand to enact strategic goals [31]. Proponents of the resource-based view (RBV) have argued
that firm resources serve as a vital source of competitive advantage [32]. The relevance of HRM as a
support of competitive advantage has been noted by practitioners and academics [33].

Generally speaking, HRM practices are firm-specific assets and the proper implementation of such
strategically valuable assets in an organization can enhance employees’ knowledge, skills, abilities,
and commitment, leading to a competitive advantage that is hard for competitors to replicate [32,34–40].
We argue that HRM practices play a significant role in aiding employees to develop unique knowledge,
skills, abilities, and other characteristics to think outside the box and develop creative ideas, which,
in turn lead to sustainable competitive advantage [8,16,17,41].

From the existing literature, scholars [38,42–44] have highlighted the principal elements of HRM
practices as performance appraisal, training and development, participation, compensation, etc.
Each measurement of HRM practices is strictly connected and reciprocally coordinated. Studies
conducted by Schmelter et al. [45] have provided evidence of the respective impact of each dimension
in the organizational outcome.

In this study, we argue that firms can obtain enhanced innovative performance when they use a
bundle of HRM practices to effect changes in the business environment. Scholars [46–49] have affirmed
the collective effect of HRM practices in an organization. Admittedly, the effect of a combination
of diverse HRM practices is larger than that of the individual practices, which ultimately leads to
organizational innovation [5,50].

2.2. Knowledge Transfer

From the extant literature, the term “knowledge” has not yet been defined consistently
among scholars. However, its fundamental role in economic or business development cannot be
over-emphasized. Proponents of the knowledge-based view (KBV) have acknowledged knowledge as
an intangible resource that can serve as a foundation of competitive advantage [51,52]. Polanyi [53]
distinguishes knowledge into two categories, namely tacit and explicit knowledge. Tacit knowledge
can be described as a type of knowledge that is not easy to acquire through verbal spoken means [54].
In fact, this type of knowledge can only be acquired through practices or interaction due to its
embeddedness in individuals, or may reside in a firm’s scheme of operations. Conversely, explicit
knowledge can be easily acquired through formal and organized means [55]. It is embedded in both
individuals and organizations. Explicit knowledge offers an expected setting and management of
work responsibilities.

In a competitive market environment, for MNEs and their subsidiaries to become more
competitive, transfer of knowledge (i.e., tacit or explicit) is crucial for superior innovative performance.
Knowledge transfer can be regarded as a process of transferring knowledge from one part of the
organization to another through a transferring network, to improve firm performance. Scholars
like Pak, et al. [56] and Wathne, et al. [57] have concluded that knowledge transfer is a significant,
competitive tool for firm performance, survival, and prosperity.

In this paper, we focus on knowledge transfer received, defined as the request made by the
subsidiary based on intelligent survey of the business environment for tacit and explicit knowledge
from the MNEs headquarters to create a competitive advantage and meet the specific demands of
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customers. Knowledge transfer received could be dominated by tacit knowledge as opposed to explicit
knowledge; these two dimensions are not sharply divided. One vital variance among the knowledge
types is that tacit knowledge is more personal and context-related than explicit knowledge. Therefore,
the tacit knowledge approach could be defined as a way whereby an organization concentrates on
tacit strategies more than others to push its innovation agenda. Indeed, the flow of tacit knowledge
from headquarters can inject fresh ideas and vivacity into a firm and its employees to enhance new
product advancement [58]. From the extant literature, researchers have done little to establish the exact
impact of knowledge transfer from headquarters to subsidiaries. It is therefore imperative to further
explore what impact subsidiaries that received the knowledge transfer have had on HRM practices and
innovative performance. The next section presents the discussions leading to the research hypotheses.

3. Hypotheses

This paper intends to test the link between HRM practices and firm innovative performance.
Specifically, we propose and assess the facilitating role of knowledge transfer received and the tacit
knowledge approach in the link between HRM practices and firm innovative performance (see
Figure 1).

Sustainability 2019, 11, x FOR PEER REVIEW 15 of 18 

strategies more than others to push its innovation agenda. Indeed, the flow of tacit knowledge from 
headquarters can inject fresh ideas and vivacity into a firm and its employees to enhance new product 
advancement [59]. From the extant literature, researchers have done little to establish the exact impact 
of knowledge transfer from headquarters to subsidiaries. It is therefore imperative to further explore 
what impact subsidiaries that received the knowledge transfer have had on HRM practices and 
innovative performance. The next section presents the discussions leading to the research hypotheses. 

3. Hypotheses  

This paper intends to test the link between HRM practices and firm innovative performance. 
Specifically, we propose and assess the facilitating role of knowledge transfer and the tacit knowledge 
approach in the link between HRM practices and firm innovative performance (see Figure 1).  

 

 

 

 

 

 

Figure 1. Logical framework. 

3.1. Human Resource Management Practices and Firm Innovative Performance 

HRM practices reflect a bundle of human resource management activities that strengthen the 
performance of an organization. They create an avenue for enhancing employees’ skills, knowledge, 
ability, motivation, and opportunities in terms of work performance [60]. Firms aiming to record 
successful organizational outcomes can set HRM practices to work in tandem with all resources, 
especially human capital, to update employees’ skills, knowledge, ability, motivation, and 
opportunity, leading to competitive advantage [6,61]. Various studies conducted on HRM practices 
and organizational performance have established a positive link [36,62–64]. On the innovation front, 
scholars [65–68] have found a strong interplay between HRM practices and innovation. However, 
some authors [16–18] believe that HRM practices are indirectly related to the innovation performance 
of organizations. This has created inconsistent results in the HRM and innovation literature. 
Therefore, the presence of inconclusive results suggests a need for further investigation in this area. 
In this study, we argue that subsidiaries can obtain enhanced innovative performance when they use 
bundle of HRM practices to effect changes in the business environment. We therefore hypothesize 
that:  

Hypothesis 1 (H1): Human resource management practices have a positive effect on firm innovative 
performance.  

3.2. Knowledge Transfer as a Moderator of the Human Resource Management Practices and Firm Innovative 
Performance  

Because of firm-level differences that function as contingent forces, the effect of HRM practices 
on innovation performance has shown unequal results in the literature [16–18,66]. Contradictory 
views among scholars have been assigned various reasons, including the methodological approach, 
a combination of different industries, the distinct process of innovation, and the absence of a universal 
construct of HRM practices. To address this misgiving among HRM practices and innovation 
performance, we need to follow contingency logic [69] and moderate our variables by organizational 
factors such as the knowledge transfer variable. More importantly, for firms to have practices that are 

Human resource 
management practices 

Firm innovation 
performance 

Knowledge 
transfer received 

Tacit knowledge 
approach 

H1 

H2 

H3 

Figure 1. Logical framework.

3.1. Human Resource Management Practices and Firm Innovative Performance

HRM practices reflect a bundle of human resource management activities that strengthen
the performance of an organization. They create an avenue for enhancing employees’ skills,
knowledge, ability, motivation, and opportunities in terms of work performance [59]. Firms aiming
to record successful organizational outcomes can set HRM practices to work in tandem with all
resources, especially human capital, to update employees’ skills, knowledge, ability, motivation,
and opportunity, leading to competitive advantage [5,60]. Various studies conducted on HRM practices
and organizational performance have established a positive link [35,61–63]. On the innovation front,
scholars [64–67] have found a strong interplay between HRM practices and innovation. However,
some authors [15–17] believe that HRM practices are indirectly related to the innovation performance
of organizations. This has created inconsistent results in the HRM and innovation literature. Therefore,
the presence of inconclusive results suggests a need for further investigation in this area. In this study,
we argue that subsidiaries can obtain enhanced innovative performance when they use bundle of
HRM practices to effect changes in the business environment. We therefore hypothesize that:

Hypothesis 1 (H1). Human resource management practices have a positive effect on firm innovative performance.

3.2. Knowledge Transfer Received as a Moderator of the Human Resource Management Practices and Firm
Innovative Performance

Because of firm-level differences that function as contingent forces, the effect of HRM practices
on innovation performance has shown unequal results in the literature [15–17,65]. Contradictory
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views among scholars have been assigned various reasons, including the methodological approach,
a combination of different industries, the distinct process of innovation, and the absence of a universal
construct of HRM practices. To address this misgiving among HRM practices and innovation
performance, we need to follow contingency logic [68] and moderate our variables by organizational
factors such as the knowledge transfer variable. More importantly, for firms to have practices that
are conducive to innovative performance, they need to critically look at their association with the
nature of the environment and treat it as an optimal way to organize their activities as there is no best
way to organize a firm [69]. Consequently, we postulate that the relative strength of HRM practices’
influence on firm innovative performance depends on the knowledge transfer. Knowledge transfer can
be classified as a unique resource that supports HRM practices directed at achieving innovative firm
performance. Admittedly, scholars [70–72] have suggested that knowledge transfer from headquarters
influences subsidiaries’ performance. The implementation of HRM practices is an interplay between
firms and the resource. HRM practices integrate both internal and external resources of firms and is
closely related to the knowledge receiving, conversion, and application. Naif Marouf [73] opines that
knowledge transfer offers opportunities for knowledge sharing and co-operation, which eventually
leads to the creation of new methods and practices to enhances organizational performance.

In the context of subsidiaries, we argue that knowledge transfer received is important for
subsidiaries to maximize innovation [74]. Proactive subsidiaries are likely to scan their operating
environment to identify the social and environmental needs of the market and request knowledge
from headquarters to combine with local knowledge. Therefore, the importance of knowledge transfer
received cannot be over-emphasized in firms’ innovation agenda as it leads firms to add value to create
innovative products, services. and processes in a quick and accurate manner. From the discussion,
knowledge transfer received can have much more of a role to play in an organization, as it can help
employees to update their skills, knowledge, abilities, and willingness to conduct innovation-related
tasks. We therefore hypothesize that:

Hypothesis 2 (H2). Knowledge transfer received positively moderates the effects of human resource management
practices and firm innovative performance.

3.3. Knowledge Transfer Received, Human Resource Management Practices, Firm Innovative Performance,
and Tacit Knowledge Approach

RBV theorists have identified a strong interplay between a firm’s knowledge base and its
competitive advantage [75,76]. In today’s competitive environment, for firms to create and enjoy
a sustainable competitive advantage, different sets of knowledge (i.e., transfer from both external
and internal sources) play an important role in producing creative solutions to address market and
environmental demands. Admittedly, the accumulated knowledge influences employees’ knowledge
level, skills, and abilities, which in turn contribute to improved firm strategic innovation, and thus
enhanced competitive advantage.

We dissect knowledge transfer received to establish the positive knowledge approach (i.e., explicit
or tacit knowledge) on the above interaction effect. The dominant knowledge approach refers to
the type of knowledge that a firm depends on to execute its innovation strategies. Compared with
tacit knowledge, explicit knowledge can be easily acquired through a formalized and organized
system. Its transferability within or between firm(s) is easy. Explicit knowledge can improve
employees’ expediency; it also stimulates idea generation, whereby employees propose new ideas
and utilize them to achieve innovative targets [77]. In contrast, tacit knowledge is non-verbal,
instinctive, and implicit, which makes its formalization tough and limits its ease of transfer across
organizational boundaries. It serves as a source of competitive advantage as it shields firms against
boundary leakages of firm-specific know-how and assets [78]. Therefore, tapping into tacit knowledge
within and outside of the organization is imperative for creating a competitive advantage, leading
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to the survival and growth of a firm. Laursen [79] asserts that workers’ access to an array of tacit
knowledge encourages them to pursue innovation, which results in a firm’s competitive advantage.
Admittedly, the flow of tacit knowledge from headquarters can inject fresh ideas and vivacity into the
firm and its employees to enhance new product advancements [58]. Previous studies that focused
on the interplay between tacit knowledge and innovation performance indicated that a positive
relationship exists between the two variables [20–23]. More importantly, the tacit knowledge approach
has a positive effect on innovation because it facilitates interactions among employees and senior
colleagues from other outlets, which encourages the free flow of new ideas and perspectives to enhance
innovation. Proper HRM practices always play a key role in such interactions as a pathway for
creativity and innovation. From the extant studies, little empirical research has been conducted on the
moderating influence of the tacit knowledge approach in the interplay between HRM practices and
firm innovative performance. We therefore propose introducing a strong positive three-way interaction
(i.e., HRM practices, knowledge transfer received, and tacit knowledge approach) into firm innovative
performance. We state that:

Hypothesis 3 (H3). The positive effects of knowledge transfer received on human resource management
practices and firm innovative performance will be strengthened by a tacit knowledge approach.

4. Empirical Analysis

4.1. Research Context

We tested our hypotheses on foreign MNE subsidiaries operating in China. China, as a leading
contender in the emerging economies, is an ideal place to determine the connections among the three
constructs (HRM practices, knowledge transfer received, and firm innovative performance) at the
firm level. We selected China for this research for three reasons. First, the country is second after
the United States of America in terms of foreign direct investment [80], which creates a relevant
opportunity to assess knowledge-related production and innovation. Second, the country has attracted
knowledge-based firms over the past few decades due to the relaxation of its foreign ownership policies.
Finally, from the extant related literature, most of the focus has been on the developed economies,
and yet the majority of the world’s entrepreneurs live in emerging and developing economies [81].

4.2. Survey Instrument Design

We developed a well-tested survey instrument for the study. First, we consulted the extant
literature to identify well-established and verified scales [82,83]. Second, all questions were translated
from English to Chinese and back to check the accuracy [84]. After that a template of the instrument
was reviewed iteratively by a five-member team of experts in the area of international business,
entrepreneurship, and human resource management to validate the questions. We considered all
their concerns in the survey instrument. Finally, we conducted a pilot study using 33 MBA students
who had a global business background to authenticate the measures in terms of their precision and
suitability in the context of MNE subsidiaries’ operations. The feedback received from the participants
helped us to determine the clarity of the instructions and variables. Thus, we refined the instruments
to suit the current trends.

4.3. Data and Sample

In order to gather data for hypothesis testing, we engaged the top executives of foreign MNEs
subsidiaries who are alumni of the MBA and executive MBA (EMBA) programs of the University
of Electronic Science and Technology of China (UESTC). The center website keeps a repository (e.g.,
demographic data—name, company name, position among others) of corporate captains who have
passed through the center since the 1990s for research purposes. To gather information from foreign
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MNEs subsidiaries executives to ascertain the interaction among the three dimensions in the study,
we adopted the following approach. First, an invitation e-mail was forwarded to the executives named
in the MBA (EMBA) education center of UESTC that asked about their willingness to participate
in the survey. The reasons, benefits, and confidential nature of the survey were elaborated to them.
The feedback from the executives was positive and allowed us to proceed to the next stage of the
process. Second, utilizing random sampling techniques, the survey questionnaire was uploaded to a
web page and we sent the website link to the potential respondents. Our sample target for the study
was 385 top executives. Third, we forwarded a reminder e-mail to the potential respondents five weeks
after our initial mailing of the website link to prompt them about the survey. In total, we received 242
responses from the executives. That figure represents a 62.86% participation rate, which is good for
research of such nature. In the next step, we subjected the entire questionnaire to a thorough scrutiny
for the identification of missing values. Thirteen questionnaires were discovered to possess missing
values. These questionnaires were removed from the set to make it 229 questionnaires, representing a
59.48% participation rate. The survey was conducted in late August to early October 2018.

4.4. Variables and Measures

The questions for the survey were given a Likert-type scale. The executives were asked to rate the
statements on a seven-point scale ranging from strongly agree to strongly disagree.

4.4.1. Independent Variable

Our independent variable is HRM practices. Scholars [38,42–44,85–87] have highlighted the
significant of HRM practices like performance appraisal, training and development, participation,
and compensation on firm innovative performance. They are of the view that these constructs of HRM
practices are related to enhanced commitment, lower turnover, and increased performance. We argue
that a firm’s application of employee development and motivation policies can impact positively on
innovative performance. In this study, we concentrate on the principal constructs of HRM practices
(i.e., performance appraisal, training and development, participation, and compensation) related to
innovation performance to assess their impact on MNEs’ subsidiary innovative performance. Thus,
we measure the HRM practices using the above four dimensions. Referring to the existing scales
by Huselid [38]; Becker and Gerhart [85]; Guthrie [86]; Sumelius, Björkman, Ehrnrooth, Mäkelä and
Smale [42]; Kadiresan, Selamat, Selladurai, SPR and Mohamed [43]; Gupta and Shaw [44]; Delery and
Doty [87]; and Jimenez-Jimenez and Sanz-Valle [88], we developed one item on each dimension and
generated four items in total. The items include “our company placed a high priority on training and
development of employees to be more creative and innovative,” “our company frequently discussed
with employees their present and future performance issues,” “our company gives employees the
opportunity to suggest improvements in the way things are done,” and “our company pay reflects
differences in employee contributions.”

4.4.2. Dependent Variable

In this study, our dependent variable is firm innovative performance. To solicit information in
order to measure firm innovative performance, we used variables designed by Zhang and Li [82] and
Chen, et al. [89]. The items include “our company’s patent applications have risen,” “our company’s
novel products/services have increased,” “our company’s speed of developing novel products has
improved,” “our company ratio of novel product sales to total sales has increased,” and “our company’s
overall innovation of new products/services has improved.”

4.4.3. Moderating Variables

We have two moderating variables, namely knowledge transfer received and the tacit knowledge
approach. In this study, we added tacit knowledge transfer received and explicit knowledge transfer
received to measure the variable knowledge transfer received. The research scale developed by
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Dhanaraj, Lyles, Steensma and Tihanyi [83] was consulted and two items each (tacit and explicit)
adapted. We also added two items each in order to meet the needs of the actual situation. The items to
measure explicit knowledge transfer received include “our parent company transmits information on
new technology to us from headquarters,” “our parent company transmits new product knowledge
to us from headquarters,” “our parent company transmits know-how linked to the market to us
from headquarters,” and “our parent company transmits management systems and practices to us
from headquarters.” Conversely, the items to measure tacit knowledge received are “our parent
company shares information on knowledge about foreign cultures and taste with us,” “our parent
company shares information on market operation knowledge with us,” “our parent company shares
relationship-linked know-how and skills with us,” and “our parent company share competitive
behavior information with us.”

Subsidiaries’ tacit knowledge approach refers to a process whereby subsidiaries receive
knowledge (e.g., experience and skills sharing) from headquarters mainly through a tacit approach.
Few studies give an existing scale. With reference to Polanyi [53]’s definition [54], and Dhanaraj,
Lyles, Steensma and Tihanyi [83]’s description of tacit and explicit knowledge [84], we measured
the two approaches adopted by subsidiaries to receive knowledge from headquarters. The first
approach concentrates on experience and skills sharing: we used the item “our parent company
mainly transmits knowledge to us through employee interaction and experience sharing.” The second
approach concentrates on expression of words or numbers based on a codified or structured style:
we used the item “our parent company mainly transmits knowledge through formal process documents
or training materials.” The scores for the two items were counted and the variable corresponding to
the item with a higher score was regarded as the dominant approach of the subsidiary. We also used
the dummy variable (0,1) to make the measurement.

4.4.4. Control Variables

For us to have a more accurate picture of the effect of HRM practices on firm innovative
performance, we engaged a number of important variables (firm size, firm age, industry characteristics,
and research and development (R&D) intensity) to guide our statistical results.

First, the size of a firm can potentially have an effect on innovation performance [26]. For instance,
a large firm can bring on board economies of scales and synergies that have a direct effect on
performance. However, at times, a large firm can also negatively affect development due to the
dwindling marginal benefit of the scale. Therefore, we consider firm size as one of the control variables
in the interaction between HRM practices and firm innovative performance. Ahuja [90] argues that
firm size can be measured by the number of employees when it is a controlling variable of innovative
performance. We control for firm size, measured by the natural logarithm of the number of employees.
This study divides the firm size into five levels: 1 represents fewer than 200 people, 2 represents
200–499 people, 3 represents 500–999 people, 4 represents 1000–4999 people, and 5 represents more
than 5000 people.

Second, the age of a firm can have an impact on innovation performance. Indeed, firm age
demonstrates the life cycle effects. Prior studies have provided contradictory results as to the impact of
firm age on innovative performance [91,92]. However, some researchers believe that long-established
firms have more innovative output because they have time to accumulate knowledge [93]. Also,
they have access to capital, which can help them to vary their business activities and have good
performance. This study considers that firm age may have an impact on innovative performance.
Therefore, we treat firm age as a control variable. According to the common practice of academia,
we control for firm age by using the difference between the year of questionnaire recovery and the
year of firm establishment as the age of the firm.

Third, the type of industry can affect the innovation performance of an organization. Generally
speaking, because of the differences in resources, production methods, and demand, the innovation
ability of firms in different categories of business may be dissimilar [26,94]. Heidenreich [95] discovers
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that when the technological content of the industry is low, the internal innovation ability of the firms
become weak, and therefore a firm’s innovation activities start to depend more on the acquisition
of external resources. We control for industry type (i.e., manufacturing, service, and agriculture),
measured by the following codes 1, 2, and 3. Specifically, 1 represents manufacturing, 2 represents
service, and 3 represents agriculture.

Lastly, prior studies have regarded research and development (R&D) intensity as a substantial
factor in enhancing firm innovative performance towards competitive advantage and sustainability
in the international market [26,96,97]. Firms’ investment in knowledge generation and innovation
through R&D programs contributes significantly to innovation performance [26,98]. Consequently,
we consider the intensity of R&D investments as one of the control variables in the interaction between
HRM practices and firm innovative performance. This variable is measured by the level of research
and development expenditure relative to key competitors.

4.5. Data Processing and Analysis

First, we subjected all the data gathered into various tests (e.g., reliability, construct reliability,
average variance extracted, validity, confirmatory factor analysis, etc.) with the help of statistics or
data analysis (SPSS 23.0), to assess the measurement model. This scenario allows us to detail the
relationships among the observable variables and theoretical concepts.

Second, to test the hypotheses, a data analysis technique (i.e., hierarchical linear modeling
(HLM)) was utilized to determine whether HRM practices can influence firm innovative performance,
which is moderated by knowledge transfer, and whether the positive effects of knowledge transfer
on HRM practices and firm innovative performance will be strengthened with a tacit knowledge
approach. This method (i.e., HLM) is appropriate, because the data for the study stem from incongruent
organizational level [26,99].

5. Results

5.1. Measurement Testing

We adopted Cronbach’s α coefficient and exploratory factor to examine the distinctiveness of
three main variables (i.e., HRM practices, knowledge transfer received: explicit and tacit, and firm
innovative performance). We also calculated the average variance extracted (AVE) and the composite
reliability (CR) for all the constructs. Table 1 presents the results of reliability test, Kaiser-Meyer-Olkin
(KMO), AVE, and CR of the variables from the dataset obtained from MNEs’ subsidiaries. It shows
that all the values from various tests are above the recommended levels. This demonstrates that the
internal consistency, construct validity, and convergent validity are at a satisfactory level. In addition,
we conducted discriminant validity tests with the aim of explaining the degree to which the constructs
are different from each other.

Table 1. Construct reliability and validity.

Construct Items Cronbach’s α KMO AVE CR

1. HRM Practices 4 0.749 0.755 0.572 0.842
2. Explicit KTR 4 0.696 0.737 0.524 0.815

3. Tacit KTR 4 0.694 0.712 0.525 0.814
4. FIP 5 0.861 0.856 0.643 0.900

HRM Practices human resource management practice, Explicit KTR explicit knowledge transfer, Tacit KTR tacit
knowledge transfer, FIP firm innovative performance.
Source: Authors’ calculation.

5.2. Descriptive Statistics and Correlations

Table 2 shows the descriptive statistics including the means, standard deviations, square roots of
AVE, and intercorrelations of variables calculated from data obtained from MNEs subsidiaries. It also
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displays the result of square roots of AVE (diagonal element in parentheses) and their correlation with
each construct of the study. As can be seen, the values of square roots of AVE are greater than 0.5
and also higher than respective correlation coefficient elements. This suggests that all dimensions in
the measurement model meet the requirements for the study, and therefore the discriminant validity
among the latent variables is strong.

Table 2. Descriptive statistics and correlation matrix for all study variables.

Variable 1 2 3 4 5 6 7 8 9 10

1. FIP (0.802)
2. HRM Practices 0.314 ** (0.756)

3. Tacit KTR −0.007 0.005 (0.725)
4. Explicit KTR 0.170 * 0.214 ** 0.205 ** (0.724)

5. TKD approach −0.213 ** −0.036 0.163 * −0.095 -
6. EKD approach 0.037 −0.054 −0.122 0.032 −0.525 ** -

7. Firm Size 0.242 ** 0.073 0.024 0.082 −0.046 0.011 -
8. Firm Age 0.005 0.089 0.113 0.072 −0.030 −0.016 0.293 ** -

9. Service −0.170 * −0.081 −0.005 −0.062 −0.007 −0.063 0.305 ** −0.117 -
10. R&D Intensity 0.310 ** 0.088 −0.076 0.036 −0.097 −0.021 −0.042 −0.012 0.074 -

Mean 4.644 4.833 4.771 4.814 0.380 0.310 2.991 2.729 0.568 2.035
S.D. 1.056 1.069 0.853 0.938 0.486 0.464 1.417 1.041 0.496 0.655

Note: * P value < 0.05 and ** P value < 0.01; (two-tailed, N = 229). Data in parentheses are square roots of average
variance extracted (AVE). FIP firm innovative performance, HRM Practices human resource management practice,
Tacit KTR tacit knowledge transfer, Explicit KTR explicit knowledge transfer, TKD approach tacit knowledge approach,
EKD approach explicit knowledge approach, R&D Intensity research and development intensity.
Source: Authors’ calculation.

5.3. Hypotheses Testing

Table 3 demonstrates the regression analysis results of the main and interaction effects of the
study. It takes into consideration all the control variables.

Table 3. Results of hierarchical linear modeling analysis.

Variables Dependent Variable: Firm Innovative Performance

Model 1 Model 2 Model 3 Model 4 Model 5

Firm Size 0.239(0.047) *** 0.231(0.045) *** 0.215(0.044) *** 0.206(0.043) *** 0.208(0.044) **
Firm Age −0.077(0.061) −0.097(0.058) −0.098(0.058) −0.109(0.117) −0.111(0.121)

Service −0.129(0.128) * −0.110(0.123) −0.109(0.121) 0.237(0.087) *** 0.273(0.089) ***
R&D Intensity 0.329(0.093) *** 0.301(0.089) *** 0.280(0.089) *** −0.117(0.056) * −0.108(0.058)
HRM Practices 0.269(0.059) *** 0.254(0.058) *** 0.235(0.056) *** 0.243(0.059) ***

KTR 0.037(0.059) 0.07(0.075) 0.023(0.076)
TKD approach −0.219(0.116) ***
EKD approach 0.061(0.124)

KTR×TKD approach 0.032(0.117) 0.045(0.122)
HRM Practices × KTR 0.162(0.058) ** 0.026(0.074) 0.269(0.08) **

HRM Practices ×
KTR×TKD approach 0.242(0.117) **

HRM Practices ×
KTR×EKD approach −0.145(0.115)

R2 0.166 0.235 0.257 0.316 0.262
F 12.368 *** 14.994 *** 12.288 *** 11.557 *** 9.089 ***

Note: *** P < 0.001, ** P < 0.01, * P < 0.05, (Standard error), N = 229; KTR (knowledge transfer) = Tacit KTR + Explicit KTR.
Source: Authors’ calculation.

First, Hypothesis 1 predicts that HRM practices have a direct effect on firm innovative
performance. As shown in Table 3, Model 2, HRM practices are significantly correlated with firm
innovative performance (β = 0.269, p < 0.001, R2 = 0.235). This suggests that HRM practices are a
fundamental organizational capability building avenue for firms. Thus, Hypothesis 1 is supported.

Second, Hypothesis 2 proposes a positive moderating effect of knowledge transfer received on
the relationship between HRM practices and firm innovative performance. Model 3 in Table 3 shows a
significant positive interaction between HRM practices and knowledge transfer received (β = 0.162,
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p < 0.01, R 2 = 0.257), which supports the positive moderating effect proposed in Hypothesis 2. Hence,
Hypothesis 2 is validated.

Third, Hypothesis 3 projects that the positive moderating effect of knowledge transfer received on
the relationship between HRM practices and firm innovative performance will be strengthened with a
tacit knowledge approach. Mode 4 presents a strong positive three-way interaction (i.e., multiplication
of HRM practices, knowledge transfer received, and tacit knowledge approach). The results revealed
that the tacit knowledge approach moderates the effect of knowledge transfer received on the
relationship between HRM practices and firm innovative performance (β = 0.242, p < 0.01, R2 =
0.316). Thus, Hypothesis 3 is verified. We also examined the effect of the explicit knowledge approach.
Comparing with the former, the latter result is not significant (Model 5, p > 0.05).

To further illustrate the moderating mechanism of knowledge transfer and the tacit knowledge
approach from data obtained from MNEs subsidiaries, we used process software to map the
corresponding effects (Figure 2). The upper part of Figure 2 shows that the link between HRM
practices and firm innovative performance is significantly positive. At the same time, when knowledge
transfer received is high (e.g., 1 standard deviation above the mean), the simple slope corresponding
to HRM practices and firm innovative performance becomes larger. Therefore, knowledge transfer
received enhances the positive relationship between HRM practices and firm innovative performance.
Conversely, the lower part of Figure 2 shows that under the same knowledge transfer received
condition, when tacit knowledge is high (e.g., 1 standard deviation above the mean), the simple slope
becomes larger. Thus, the above positive moderating effect is further enhanced. Thus, the assumptions
in this paper have been tested.
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6. Discussion

Management of human capital is regarded as a key to achieving organizational strategic goals.
Scholars have described human capital as a strategic enabler, which influences a firm’s creativity and
innovation agenda [100,101]. Innovation is considered one of the fundamental sources of competitive



Sustainability 2019, 11, 1388 12 of 18

advantage in the business circle. Proponents of RBV believe that for firms to have higher levels of
competitive advantage, they need to develop innovation based on rare, valuable, and inimitable
features. Our primary objective in this study was to better understand the circumstances under which
HRM practices influence firm innovative performance in the MNEs’ subsidiaries context, and the
moderating role of knowledge transfer received. Specifically, we examined which factor (explicit or
tacit) has the greater influence on the effect of knowledge transfer received on the relationship between
HRM practices and firm innovative performance.

Our study makes a substantial contribution to the literature in several ways. First, the direct
impact of HRM practices on innovation has created a dissimilarity in the HRM and innovation
literature. Renowned researchers [11–14] assert that there is a direct link between HRM practices and
innovation performance. However, other authors [15–17] have divergent views: they believe that there
is an indirect link between the two variables. As can be seen from Table 3, our empirical results from
the hierarchical linear modeling suggest that HRM practices are significantly correlated with firm
innovative performance. This result confirms the effect of collective or collaborative HRM practices in
organizational innovation activities [46–49]. Thus, our findings contribute to the debate on the impact
of HRM practices on firm innovative performance and extend the prior studies in both innovation and
HRM literature.

Second, we add to the arguments of authors [15–17] that say HRM practices are indirectly linked
to the innovation performance of organizations. However, some scholars and practitioners have noted
the important of HRM towards innovation. The extant studies in the literature provide scant examples
of how to manage HRM practices to enhance innovation activities in organizations. Intriguingly,
most researchers on innovation [102–104] focus on identifying the antecedents to innovation:
the circumstances under which innovation arises, the procedures by which innovation proceeds,
and its significance for organizational performance. The mechanism behind the impact of HRM
practices on innovation has not been well recognized. In this paper, we delved into how knowledge
transfer received from inter-intra network moderates the effect of HRM practices on firm innovative
performance. The results based on the moderated moderation logical framework demonstrate a
significantly positive interaction between HRM practices and knowledge transfer, which supports the
positive moderating effect proposed in the study. Boadu, Xie, Du and Dwomo-Fokuo [26] emphasize
that knowledge transfer is a key missile for generating innovation towards competitive advantage.
They postulate that knowledge transfer from the inter-intra network network augments the existing
stock of resources to enhance innovative performance. Our findings improve the innovation literature,
providing a new predictor of innovation capability.

Third, we extend the notion of knowledge in RBV. As a key concept in the knowledge management
literature, limitation of resources at times stifles firms’ pursuit of innovative strategies [27,28].
Accordingly, such situations lead firms to make a compromise between tacit and explicit knowledge [29]
as they cannot simultaneously focus on both. This definitely pressures firms into selecting tacit or
explicit knowledge. Explicitly, firms that are eager to achieve a competitive advantage concentrate
on the dominance direction (tacit or explicit) for implementation of key innovation strategies. In this
study, we assume that the positive moderating effect of knowledge transfer received on the relationship
between HRM practices and firm innovative performance will be strengthened when it is done with
a tacit knowledge approach. Our findings revealed that the tacit knowledge approach strengthens
the moderated effects of knowledge transfer received on the relationship between HRM practices and
firm innovative performance. Thus, the tacit knowledge approach is more suitable to apply to a firm’s
innovation performance. Nonaka, Toyama and Konno [30] suggest that appropriate maintenance of a
firm’s tacit knowledge can play an influential role in innovation performance, leading to a competitive
advantage. This study therefore extends the empirical support for RBV.

This paper has important implications for both practitioners and policy makers. First, our study
has emphasized the importance of HRM practices in the process of innovation. We have argued that
collective or collaborative HRM practices are crucial for a firm to increase its capacity to generate
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and absorb knowledge (internal and external) from diverse sources to facilitate innovation activities.
Executives must create a conducive atmosphere and identify a collective bundle of HRM practices such
as training and development, participation, compensation, and performance appraisal to stimulate
creativity and innovation. These practices drive commitment, skills, abilities, and attitudes among
employees to give their best to a firm’s creativity and innovation agenda.

Second, knowledge transfer received from inter-intra network can form the foundation for
creativity and innovation in organizations, which in turn can lead to superior innovative performance.
Our study has established the role of knowledge transfer received on the interplay between HRM
practices and firm innovative performance. Executives must manage knowledge (tacit and explicit) to
create a competitive advantage. The combination of the three variables (HRM practices, knowledge
transfer received, and firm innovative performance) can be adopted by executives to make a difference
in their industry. Also, executives should incorporate an open innovation system in their knowledge
searching. An open innovation system can serve as a conduit for knowledge searching to strengthen
internal resources.

Third, with respect to the positive tacit knowledge approach, it moderates the moderating role
of knowledge transfer received on the relationship between HRM practices and firm innovative
performance, we propose that with an adaptation and application of the tacit knowledge approach,
executives can create an atmosphere for interaction between the workforce and senior colleagues to
form an inter-intra network chain to share intangible knowledge, mostly derived from culture and
experience. These encounters can boost employees’ creative thinking, which in turn may lead to
superior innovation.

Fourth, policy makers should collaborate with MNEs’ subsidiaries to create good industrial
harmony. They should give incentives to industry players to pave the way for executives to pay
increased attention to rules and regulations governing HRM and innovation. This will encourage
firms to create more opportunities that encourage employees to apply their skills, knowledge, abilities,
and creative ideas into innovation, thereby enhancing the innovation index of the country.

7. Limitations and Future Research

Despite the contributions of this study, it had a couple of limitations that researchers can tackle
in their future endeavors. First, the study focuses only on foreign subsidiaries operating in China.
Future investigation might address this issue, looking at the broader picture by including local
subsidiaries. Second, the study adopted the questionnaire as an instrument for data gathering.
In future investigations, it would be interesting to examine this phenomenon by applying panel data
for further validation. Third, this empirical study is merely a cross-sectional one, which may not
satisfactorily reflect the causal relationship among the variables. Future research should consider
longitudinal research design to examine the relationships among variables.
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