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Abstract: The global business scenario seems to be gloomy due to the economic uncertainty caused
by the COVID-19 pandemic. The COVID-19 pandemic has impacted many economic sectors and
a country’s national GNP, including the tourism industry. The question is whether the influencing
factors for firms involved in the tourism industry, especially in developing countries, ensure their
future survival. The main aim of this paper is to examine the role of internal resources and external
environmental factors on the firm performance of small–medium enterprises (SMEs) in the tourism
industry, with a specific focus on SME hotels. Based on a survey carried out among hotel owners
or key managerial staff in Saudi Arabia and using partial least squares (PLS), the study aimed to
attain the objective of this study. Results from the statistical analysis indicate that both internal and
external environmental factors have a positive impact on the performance of SME hotels. The results
also revealed a more significant impact from the external environmental factors in influencing firm
performance than internal resources. Implications, limitations, and recommendations for future
scientific investigation are put forward.

Keywords: SMEs performance; human capital; innovation; environmental system; relationship
building; technology; tourism industry

1. Introduction

The performance of small- and medium-sized enterprises (SMEs) has been a concern
by firms as it indicates the ability to attain their business objectives and goals (Kaplan and
Norton 2001). Small and large firms collectively contribute to national economic growth.
Small firms rely heavily on labor and possess financial constraints to invest, for example, in
high technology (Musso and Francioni 2014). Thus, becoming a key player in the global
market is limited (Thornhill and Amit 2003). Furthermore, the rapid technological changes
and new global business trends provide more options to customers, requiring firms to
increase innovation and competitiveness. The global economic changes also transformed
customer and firm relationships, including SMEs in the tourism industry which contributes
to developing economic growth and stability worldwide (Henrekson and Hohansson
2010). Business sectors under tourism include SME hotels, travel agencies, hospitality
services, airlines, and others. SMEs are crucial in the economy and development nationally
and regionally (Asgary et al. 2020). O’Cass and Sok (2014) stated that positioning SMEs
in the stiff global business competition is critical for advancing and reviving national
economies. Moreover, with the current business environment and the uncertainty due to
crucial economic conditions from the coronavirus disease (COVID-19) pandemic, there is
an urgent call for SMEs to strategically establish current systems and processes to guarantee
firm performance for stakeholders’ interests. The growing economic concerns impacted
people, daily life, and SMEs globally (Nicola et al. 2020). Besides daily lives, the global
industry was affected by COVID-19 (Gössling et al. 2020). The devastating impact has also
been experienced by the hospitality and tourism industry (Ozili and Arun 2020), resulting
in the travel industry and hotel performance. According to Dunford et al. (2020), the
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number of travelers in major cities globally decreased between 60 and 90 percent during
the COVID-19 pandemic. For instance, the hotel sector experienced a drastic decline in
business and productivity following the economic crisis caused by the pandemic (Nicola
et al. 2020).

SME hotels and sectors in the tourism industry were also directly impacted by the
global economic crisis following the declining number of tourists (Chua et al. 2021).

This scenario applies to Saudi Arabia’s tourism industry, which is a vital national
economic source, contributing approximately half of the gross domestic product (GDP)
(Alferaih et al. 2018). Saudi Arabia aims to diversify economic activities following Vision
2030 to impart from solely depending on oil and gas by emphasizing different business
sectors, such as the tourism industry. Nonetheless, the hotel sectors in Saudi Arabia were
adversely affected by the recent COVID-19 pandemic (McKenzie 2020). Specifically, the
SME hotel performance suffered immensely from the crisis. Most hotels closed business
operations, affecting the entire hotel floors, rooms, restaurants, and cafes (McKenzie 2020).
The SME hotels follow a one- to five-star concept that promises the best services to attract
guests’ visits, trust to retain customer loyalty, and guarantee good performance for business
sustainability. Our knowledge and understanding of how SME hotels in Saudi Arabia
can compete and thrive in a vulnerable and volatile economic situation are limited, which
needs an urgent call to investigate factors that could drive the SME hotel’s performance.

Past studies presented several factors for firms and SMEs to revitalize performance.
From a strategic management perspective, firm business performance depends on multi-
ple factors, including managers’ decision-making ability and ensuring the firm operates
successfully in the business environment (Singh et al. 2016). Mansion and Bausch (2020)
connected the major success factors of firms with internal resources (IR). Firm internal
resources at the root of the resource-based view (RBV) are the main factors in accomplishing
a sustained competitive advantage (Barney 1995). Wheen et al. (2018) mentioned that
internal intangible resources in firms are crucial factors in gaining superior performance.
Fabrizio et al. (2021) highlighted that innovation is a profound factor in maintaining a
competitive edge. Studies emphasized critical drivers of a firm’s success, including human
capital and innovation (Chen et al. 2021; Samad 2020; Yusoff et al. 2019). Shortages in
internal resources were linked to SMEs’ failure to obtain a competitive advantage and
compete in global markets (Paul et al. 2017). Despite the significant role of human capital
and innovation for firm success, the impact of these factors in driving SME hotels in Saudi
Arabia is unclear and requires further investigation.

On another note, scholars have given attention to the significant impact of external
factors on firm performance (Silva et al. 2021; Teece and Pisano 1994). The issue is particu-
larly relevant to SMEs that depend more on internal resources due to resource limitations
(Moreno and Casillas 2007). External factors, such as environmental factors, shape the
pattern of business operation in domestic and global markets to ensure business competi-
tiveness (Reitsamer and Brunner-Sperdin 2017). The influence of external environmental
factors is also crucial to firm performance (Silva et al. 2021). Zahra (1993) explained the
success of entrepreneurship implementation in a firm is in the specifics of the business
environmental factors. Green et al. (2012) confirmed that environmental systems, such as
eco-friendly and green practices produce better hotel performance. Accordingly, the firms’
capability to build relationships with customers creates an advantageous position over
competitors and retains customer loyalty, resulting in higher hotel performance (Silva et al.
2021). Further, studies also highlighted technology as an essential factor in generating firm
profit, productivity, and hotel superior performance (Acosta-Prado et al. 2021). Nonethe-
less, the extent to which environmental systems, relationship building, and technology
affect SME hotels’ performance in Saudi Arabia is unknown and needs to be scientifically
studied. Moreover, previous empirical studies indicated inconsistent results revealed that
the external factors contributed less percentage in variance in firm profitability compared
to internal resources (McGahan 1999). However, a study by Ferreira et al. (2021) indi-
cated that external factors did not influence the relationship between internal factors of
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entrepreneurial orientation and SMEs’ performance. Meanwhile, external factors have
contributed significantly to Spanish hotel performance (Marco-Lajara et al. 2016). Similarly,
Easmon et al. (2019) found that external factors (marketing strategy) have more impact on
SMEs’ performance compared to internal resources of innovation capabilities. However,
RBV asserts that internal resources lead to competitive advantage and increase a firm’s
performance (Amit and Han 2017). On another note, the theory of dynamic capability (TDC)
postulates that external environmental factors provide synergy resulting in a significant
contribution to performance. Scholars concluded that the influence of internal and external
factors on the performance of SMEs is inconclusive.

The above discussion portrays the urgent need for solutions for SME hotels’ recovery
resulting from the COVID-19 pandemic impact. Achieving the performance of SME hotels
is very challenging (Župerkienė et al. 2021). SME hotels are struggling to find solutions and
identify factors that can improve their performance. The fundamental question that remains
unsolved in a business circle is the difference between SME and firm performance despite
coming from the same industry or market (Ključnikov et al. 2020). The scenario is without
exception to SME hotels’ performance in Saudi Arabia. This study is imperative for several
reasons: Firstly, despite numerous studies addressing the main factors of firm performance,
few have investigated the effect of internal resources and external environmental factors
on SME hotels’ performance in developing countries, such as Saudi Arabia. Most studies
were in developed countries, which may produce different results in developing countries
(Pradhan (2002). In addition, hotels in the tourism industry possess a vital role in the service
sector (Holjevac 2003), and this industry is now becoming a key source of Saudi Arabia’s
economy (Abuhjeeleh 2019). Secondly, extensive studies focused on external environmental
factors and performance in large firms and manufacturing industries. Nonetheless, studies
rarely emphasize SME hotels and other services industries (Carmona-Moreno et al. 2004),
not highlighted in past SME studies (Aykol and Leonidou 2019). Finally, few studies
critically devote to understanding the impact and outcomes of both internal resources and
external environmental factors on SME hotel performance in Saudi Arabia. The study
referred to Festing and Eidems (2011) call on firms to reconfigure internal and external
factors to exploit business opportunities. Thus, the study addressed the gap in past
literature, aiming to develop and test a conceptual model on the role of internal resources
and external environmental factors on SME hotel performance in Saudi Arabia. The study
is to answer the following questions:

RQ1: Do internal resources contribute significantly to SME hotel performance?
RQ2: Do external environmental factors contribute significantly to SME hotel perfor-

mance?
RQ3: Do external environmental factors contribute more significantly to SME hotel per-

formance than internal resources?

The study is structured as follows: the next section discusses the literature review
and methodology comprising participant information, the analysis, and techniques used.
Finally, the last section elaborates on the discussion, implications, and suggestions for
future research.

2. Literature Review
2.1. Theoretical Background

The study is based on the RBV theory by Barney (2001) and the theory of dynamic
capability (Teece and Pisano 1994). The RBV connotes that the internal firm resources
possess a strategic role in achieving a competitive advantage. The strong point of RBV
includes the valuable resources that are scarce, difficult to imitate, and less substitutable,
which could add to the firm’s synergy in gaining superior performance (Samad 2020).
Nonetheless, Kaufman (2015) and Oliver (1997) argued whether RBV could predict the
differences in firm performance and have a sufficient account of external environmental
factors consideration. Rooted in the theory of dynamic capability (TDC), the study attempts
to integrate the external factors or resources in terms of environmental factors. In this
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study, TDC complements the RBV, an enhancement to the current body of knowledge. TDC
postulates that the resources of SMEs are very dynamic, resulting in the need for aligning
and reconfiguring to the external environmental changes. TDC emphasizes the need for
SMEs to reconfigure and align the internal tangible and intangible resources, processes,
and strategies with the current trends influenced by the external environment factors
(Teece and Pisano 1994). Barney (1991); Mir and Feitelson (2007) contended that internal
resources (human capital and innovation) and external factors (external environmental
factors in terms of the environmental system, relationships building, and technology) help
attain better SMEs performance. Thus, the external environmental factors perspective
complements the RBV, denoting that firms should consider the external environmental
factors to gain a competitive advantage. The research model is in Figure 1.
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2.2. Firm Performance

Most firms aim to gain sustainable competitive advantage and high performance.
Firm performance is manifested based on the business objective, goal, and strategy the firm
tends to achieve (Singh et al. 2016). The term firm performance denotes the achievement
of the market and financial goals (Li et al. 2006). Quesado et al. (2018) propose that firms
possess a system for measuring performance to manage the performance objectives. Most
firms apply performance indicators comprising financial and non-financial ones, such as
market or customer, human resources, internal business process, external environmental
indicators, operation efficiency, and quality (Duric and Topler 2021; Samad and Ahmed
2021). Past studies suggested that firms usually rely on financial performance. Nonetheless,
the financial performance garnered criticisms due to drawbacks in financial measures in
terms of the no-looking forward nature, limited operational performance measurement, and
the possibility of short-term focus (Kaplan and Norton 2001). The drawbacks might affect
SMEs that currently face turbulent external environment pressures. Thus, firms should own
a performance measure that can measure subjective and objective measures (Panayides
2007). Objective measures describe quantitative performance. Subjective measures or
approach is about performance feedback from the firm competitors (Panayides 2007).
Powell (1992) explained that financial and objective and non-financial and subjective
measures are connected. Furthermore, subjective measures or non-financial indicators can
predict future firm performance reliably and consistently (Boakye et al. 2021; Patiar and
Mia 2015). Based on the above, the study applied financial and non-financial measures.
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2.3. Development of Hypothesis
2.3.1. Internal Resources and Firm Performance

Internal resources are the controlled competitive assets in a firm. Competitive assets
signify the resources and capabilities of a firm, determine firm competitiveness, ability to
lead in the marketplace, and a strategy to develop a sustainable competitive advantage
(Wheen et al. 2018). Barney (2001) categorized internal resources into two: (1) intangible
resources, including human assets and intellectual capital, brands, company image, reputa-
tional assets, and capabilities; and (2) tangible resources, including physical, financial, and
organizational resources. Internal resources are the main profit-generating factors of the
firm (Short et al. 2007). Samad (2020) and Chege et al. (2019) mentioned that human capital
(knowledge, skills, and capabilities of individuals) and innovation are significant internal
resources for high firm performance. The human capital theory states that individuals
are more productive upon gaining more knowledge, skills, and abilities (Davidsson and
Honig 2003). Barney (1995) elaborated on the firm strategy that optimizes distinctive
competencies with rarity, imitability, valuable and the ability to organize the resources
effectively, exploit resources, and consistently innovate to achieve the firm’s competitive
advantage. Previous studies reported that firms related to the tourism industry in the spe-
cific hotel industry should view internal resources such as innovation and human capital
as an essential strategy to compete in a knowledge-based business environment and gain a
competitive advantage (Camisón et al. 2016). Hjalager (2010) added that innovation firms
craft and execute strategic decisions. Innovation depicts new idea generation in the form of
new products, services, and processes (Tabeau et al. 2017). Chang et al. (2011) described
innovation in tourism in terms of exploitation and exploration. Studies revealed that
exploratory and exploitative innovation are vital in obtaining service quality in tourism
sectors, such as restaurants and hotel services (Sok and O’Cass 2015). The situation is
achievable through innovation, considered a first magnitude of competitive advantage
(Hjalager 2010). Studies further highlighted that innovation is an essential management
function in the tourism sector that requires new services and products through exploitation
and exploration (Cooper 2000). Therefore, the study presents the following hypothesis:

HA1: Internal resources in terms of human capital and innovation contribute significantly to SME
hotel performance.

2.3.2. External Environmental Factors and Firm Performance

The literature revealed that most scholars emphasized external factors (external envi-
ronmental factors) to measure firm performance (Trkman 2010). Menon and Menon (1997)
describe environmental factors regarding the firm’s external environmental orientation,
emphasizing the expectation of external stakeholders’ interest and responding to their
needs. Mirvis (1994) defines external environmental factors from the environmental move-
ment perspective, such as environmentalism and consumerism, environmental systems,
customer relationship and technology implying the negative impacts of firms failing to
comply with environmentally friendly measures that cause customers’ undesired behavior.
External environmental factors, such as environmental systems, building the customers’
relationships, and technology, positively affect firm performance (Zamanbekov et al. 2020).

Past studies suggested that the firm environmental system in improving and protect-
ing environmental factors increased firms’ commitment toward strategic competitiveness
(Jorge et al. 2015). Han et al. (2011) stated that these commitments yielded positive impacts
in reducing cost and differentiation, providing unique services, green management prac-
tices over rivals, and retaining customers, resulting in superior performance. Additionally,
more hotels tend to establish strategies integrating environmental eco-system and green
management systems (El Dief and Font 2012). Hsiao et al. (2014) added that the integra-
tion caused the growing number of eco-friendly hotels. The environmental management
systems, initiatives, and policies influence hotel performance (El Dief and Font 2012). Stud-
ies proposed adopting an environmentalism system, an eco-friendly system, and green
practices will lead the business to better firm performance (Green et al. 2012).
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From the market dynamism and environmental perspective, technology and customer
relationship are key contributors toward sustained competitive advantage (Mir and Feitel-
son 2007). Hence, satisfying customer need is crucial for business survival. Rodriguez-Diaz
and Espino-Rodriguez (2006) stated that firms form relationships with customers and stake-
holders to understand and effectively implement green management practices and multiple
environmental strategies. Relationship building with customers help the management
communicate the policies and environmental activities of firms (Rahimi et al. 2017). For
instance, customers’ environmental awareness significantly impacts hotel selection and
customer retention (Nimri et al. 2019). Tourists demonstrated a high tendency to visit and
stay in the hotel of the relationship built through clear environmental policies and effective
environmental management systems (Ngo et al. 2020). Consequently, firms should form a
relationship with customers to establish trust toward the eco-based system, an advantage
created for them. Gaining high business performance requires firms to include external
environmental factors involving building customer relationship management (Botha and
Van Rensburg 2010) resulting in customer loyalty. Creating and maintaining customer
loyalty requires a reciprocally beneficial relationship with customers, with benefits that are
financial and non-financial (Siu et al. 2013), as well as the ability of firms to gain value from
customers and ultimately improve hotel performance (Kandampully and Suhartanto 2000).

Technology is another essential ingredient for the business survival of firms since
technology is crucial for pushing SMEs into better performance (Neirotti and Raguseo 2017).
The influence of technology that focuses on many businesses should not be taken lightly by
SMEs (Ruiz-Real et al. 2021). The impact of technology on SMEs and start-up businesses
also involves changing the markets, business model, business environment, and marketing
communication shifts (Cortez and Johnston 2017). For instance, new media technology
facilitates SME hotels to communicate with customers, particularly regarding firms’ envi-
ronmental systems and management processes (Hennig-Thurau et al. 2010). Mangold and
Faulds (2009) stated that media-shared information positively affected customers’ knowl-
edge, attitude, and behavior, leading to better engagement between customer and business
interactions. The situation creates the potential for firms’ survival, good image, and per-
formance (Kietzmann et al. 2011). In addition, the literature suggested that knowledge
management is vital in the tourism industry, whereby current firms and hotels attribute
employees as knowledge workers with distinctive core competencies. With knowledge
management, firms can capitalize on valuable knowledge to improve performance. Oku-
mus (2013) asserted that knowledge management fostered through information technology
will enhance hotel performance. Hence, the study proposed the following:

HA2: External environmental factors in terms of the environmental system, relationship building,
and technology contribute significantly to SME hotels’ performance.

2.3.3. Internal Resources, External Environmental Factors and Firm Performance

Amit and Han (2017) argued that internal resources possess a strategic value for
the firm, leading to better performance. The RBV highlights that the internal intangible
resources are more likely to affect competitive advantage than the external environmental
factors or resources, leading to inimitable resources and becoming strategic variables
(Amit and Schoemaker 1993). Contrarily, the research found that external factors (such
as external environmental factors) indicate more influence on firm performance, whereby
a specific firm intends to compete. Nevertheless, the literature revealed that the external
factors contributed to about 20 percent variance in profitability, while internal resources
contributed about 36 percent of the variance in profitability (McGahan 1999). The conflicting
findings provide a gap that demands further scientific investigation within the context of
SME hotels in Saudi Arabia. Thus, the study attempts to answer the question of whether
external environmental factors contribute more significantly to hotel performance than
internal resources.
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3. Methodology
3.1. Sampling Procedure

Hotel SMEs are the target of the study sample. The study employed a self-administered
survey questionnaire distributed to the owners and key managerial staff of SMEs in Saudi
Arabia. The selection of a self-administered survey questionnaire considered the owner–top
management’s (the respondents) convenient time to respond. Flexible time is needed for the
respondents to present responses due to the respondents’ preoccupation with management
responsibilities. The approach secures more survey response rates despite preventing errors
and pressure from the respondents (Hair et al. 2014). A total of 350 survey questionnaires
were distributed to SME owners or managers based on a random sample. The sample
number is based on the 50 to 341 minimum samples established by Krejcie and Morgan
(1970); Roscoe (1975). The sampling frame was obtained from the Saudi Commission for
Tourism and National Heritage (Link: https://www.scega.gov.sa/en/pages/aboutscta.
aspx, accessed on 20 May 2022). The respondents were given three weeks to answer the
questionnaires distributed via email, online, and drop-offs and pickups. The three options
for answering the survey were to use the normal questionnaire attached in the email,
pickup, and web survey by clicking on the provided link. A total of 200 (57.14%) SMEs
responded to the questionnaire, with 197 (56.29%) acceptable questionnaires for analysis.

3.2. Profile of Respondent

Most respondents were male (70%), with some females (30%). The firm owners repre-
sented the highest number (80%), while top managers were 20%. The age category between
36 to 45 years old was 50%, below 35 years was 15%, and above 45 years was 35%. The re-
spondents’ qualifications indicated that 80% possessed a bachelor’s degree, 10% a master’s
degree, and 10% were professional degree holders. In terms of respondents’ experience,
20% of them experienced less than 7 years, between 7 to 10 years was approximately 48%,
and more than 10 years was 32%. Meanwhile, 65% of the hotels were a medium size, while
35% were a small size. Table 1 displays the profile of respondents.

Table 1. Profile of respondent.

Characteristics Frequency Percentage

Gender
Male 138 70

Female 59 30

Age

35 years and below 30 15

36–45 years 99 50

45 years and above 68 35

Qualification

Bachelor’s degree 157 80

Master’s degree 20 10

Professional degree 20 10

Working experience

7 years and below 39 20

7–10 years 95 48

10 years above 63 32

Size of hotel
Small size 69 35

Medium size 128 65

3.3. Measurements

The dependent variable is a firm performance involving two dimensions of financial
performance (5 items) and market performance (5 items) based on Ramli and Ismail
(2013). Internal resources and external environmental factors are the independent variables.
Internal resources were measured by two dimensions: human capital (7 items) adapted

https://www.scega.gov.sa/en/pages/aboutscta.aspx
https://www.scega.gov.sa/en/pages/aboutscta.aspx
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from Youndt and Snell (2004); De Castro and Lopez-Saez (2008) and innovation (5 items)
measured according to the instrument in Nasution et al. (2010). Meanwhile, external
environmental factors include three dimensions based on past studies: environmental
system (5 items) was adapted from Park et al. (2014), relationship building (4 items)
from Morgan et al. (2004), and technology (6 items) from Srinivasan et al. (2002). The
measurement items are in Appendix A. Finally, a seven-point Likert scale was used to
measure all the variables.

3.4. Data Analysis and Results
3.4.1. Data Analysis

The collected data were analyzed using the Smart partial least squares (SmartPLS)
Version 3.3.3 proposed by Ringle et al. (2015). The approach was applied to examine
the research model instead of applying covariance-based structural equation modeling
(CB-SEM), as the approach is suitable for a total sample of 197. Hair et al. (2014) stated
that partial least squares structural equation modeling (PLS-SEM) is more appropriate for a
small-sized sample.

3.4.2. Common Method Bias and Findings of Measurement Models

Since this study was based on self-reported data that may cause biases, thus, as
suggested by Harman, the data need to be checked to ensure the existence of common
method variance that would result in invalid findings. Thus, the study employed Harman’s
single factor test to ensure no common method bias (CMB) was in the questionnaire survey.
The results demonstrated approximately 27.87% of the variance in the first factor was
within the threshold, not exceeding 50% of the total variance explained (Podsakoff et al.
2003). Doty and Glick (1998) proposed that CMB of less than 40% is appropriate, suggesting
the research findings are valid.

The study also analyzed the convergent validity, which included factor loading, av-
erage variance extracted (AVE), composite reliability (CR), and discriminant validity to
ensure the quality of the measurement model, as proposed by Hair et al. (2014). The
external environmental factors (EEF), internal resources (IR), and firm performance (FP)
construct comprised the first and second order. The study tested the validity and reliability
of the first order followed by the second order. Tables 2 and 3 depict the results of the
factor loading, average variance extracted (AVE), and composite reliability (CR) for first
order and second order. All of the factors loading and AVE for the first- and second-order
surpassed the minimum threshold value of 0.5 for AVE and factor loading, and 0.70 for CR
(Hair et al. 2014). As the three criteria of the factor loading, CR and AVE were fulfilled, and
the convergent validity for the first- and second-order was accepted.

The discriminant validity was performed to demonstrate between measurement tools
of each construct dissimilarity and to establish the discriminant validity based on Fornell
and Larcker (1981). Tables 4 and 5 illustrate the discriminant validity for the first-order
and second-order constructs. The square root value of all of the AVEs signified that the
elements in the matrix diagonals were more than elements in rows and columns. Hence,
the discriminant validity was established.
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Table 2. Measurement model results.

Constructs (First Order) Items Factor AVE CR

Loadings

External Environmental Factor (EEF)

Environmental Systems (ES) ES1 0.795 0.857 0.874
ES2 0.820
ES3 0.830
ES4 0.818
ES5 0.739

Relationship building (RB) RB1 0.813 0.702 0.866
RB2 0.811
RB3 0.898
RB4 0.812

Technology (TC) TC1 0.832 0.846 0.894
TC2 0.830
TC3 0.854
TC4 0.857
TC5 0.804
TC6 0.864

Internal Resources (IR)

Human Capital (HC) HC1 0.815 0.912 0.901
HC2 0.830
HC3 0.879
HC4 0.865
HC5 0.943
HC6 0.832
HC7 0.823

Innovation (IN) IN1 0.892 0.861 0.946
IN2 0.861
IN3 0.847
IN4 0.878
IN5 0.848

Firm Performance (FP)

Financial performance (FN) FN1 0.819 0.806 0.918
FN2 0.823
FN3 0.845
FN4 0.804
FN5 0.872

Marketing Performance (MP) MP1 0.855 0.783 0.846
MP2 0.884
MP3 0.703
MP4 0.789
MP5 0.891

Note: CR = Composite Reliability; AVE = Average Variance Extracted.

Table 3. Measurement Model Results.

Constructs (Second Order) Items Factor AVE CR

Loadings

External environmental Factors (EEF) ES 0.981 0.719 0.912
RB 0.843
TC 0.864

Internal Resources (IR) HC 0.875 0.904 0.943
IN 0.919

Firm Performance (FP) FN 0.898 0.787 0.991
MP 0.831

Note: CR = composite reliability; AVE = average variance extracted.
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Table 4. Construct discriminant validity based on Fornell–Lacker criterion (first order).

Constructs ES RB TC HC IN FN MP

ES 0.000

RB 0.926 0.000

TC 0.379 0.838 0.000

HC 0.318 0.404 0.920 0.000

IN 0.547 0.438 0.251 0.955 0.000

FN 0.363 0.336 0.231 0.414 0.928 0.000

MP 0.251 0.366 0.261 0.288 0.230 0.989 0.000

Note: ES = environmental system; RB = relationship building; TC = technology; HC = human capital; IN = innova-
tion FN = financial performance; MP = market performance.

Table 5. Second-order discriminant validity based on Fornell–Lacker criterion.

Construct EEF IR FP

External Environmental Factor (EEF) 0.000

Internal Resources (IR) 0.848 0.000

Firm Performance (FP) 0.654 0.951 0.000

3.4.3. Results of Hypotheses Testing

The final analysis involved evaluating the structural model. The model illustrates the
relationship between the constructs in hypotheses H1 and H2. The path coefficient value
(standardized structural model) ranges from −1 to + 1. A value close to 1 suggests a strong
and positive relationship while a value close to 0 demonstrates poorer relationships (Hair
et al. (2021)). The coefficient values of external environmental factors (β = 454, p < 0.05)
and internal resources (β = 424, p < 0.05) imply that the variables were positively linked
with firm performance. Hence, H1 and H2 were supported (see Table 6). The results
found that the higher coefficient value of external environmental factors indicates a higher
contribution to firm performance than internal resources, answering the third question of
the study. This is based on the amount of variance contributed by external environmental
factors (β = 454, p < 0.05) being higher than the variance contributed by internal resources
(β = 424, p < 0.05). The R2 values and the level and significance of the path coefficient were
the main criteria to be achieved. The study followed Hair et al. (2021) and used R2, beta,
and t-value to access the structural model with 5000 resamples through the bootstrapping
procedure. Hair et al. (2021) stated that the R2 value (range 0 to 1) describes the amount
of variance of exogenous constructs on the endogenous construct. The study discovered
that the R2 value of firm performance was 0.580, indicating that 58% of the variance in firm
performance was explained by external environmental factors and internal resources (see
Figure 2). According to the cut-off value R2 = 0.26 by Cohen (1988), the R2 of 0.580 was
considered substantial.

Table 6. Hypotheses testing from direct effects.

Hypotheses Beta Std Error t Value Decision

H1 IR→ FP 0.424 0.113 1.891 * Supported

H2 EEF→ FP 0.454 0.161 1.986 * Supported
* t-value > 1.645 (p < 0.05).
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4. Discussion and Conclusions

The study mainly aimed to examine the contribution of internal resources (human
capital and innovation) and external environmental factors (environmental system, rela-
tionships building, and technology) to drive SME hotel performance in Saudi Arabia. The
study constructed three conclusions from the findings. First, internal resources constituting
human capital and innovation supported the first hypothesis, suggesting a significant
and positive contribution to SME hotel performance, consistent with Taticchi et al. (2010).
Similarly, Bontis et al. (2015) revealed intangible resources of human capital and innovation
capabilities contribution to firm performance. The findings suggest that the higher the
level of human capital and innovation will be better in ensuring SME hotel performance.
The significant and positive results demonstrated the crucial role of internal resources on
SME hotel performance in Saudi Arabia. Innovation and quality of human capital are
highly required to drive and revitalize SME hotel performance in the current unpredictable
economy and from the impact of the COVID-19 pandemic, which has affected the hotel
and tourism industry in Saudi Arabia (McKenzie 2020). Samad (2020); Chen et al. (2021);
Domenech et al. (2016) highlighted that innovation and competent human capital are cru-
cial for firms’ superior performance. The results imply that SME hotel performance in Saudi
Arabia relies on the role of human capital and innovation. The results align with the RBV
theory that internal resources significantly lead to competitive advantage (Barney 1995).
The finding implies that a higher level of human capital quality and innovation would
induce profitability, resulting in a competitive advantage. The study recommends that
priority should be given by the hotel management in Saudi Arabia to human capital quality
and innovation to ensure its performance and sustainability.

Second, the results indicate that external environmental factors (environmental system,
relationships building, and technology) positively and significantly contributed to SME
hotel performance. Thus, the second hypothesis is supported. The findings aligned with
past studies which found the contribution of environmental factors and external integration
on firm and business performance (Jum’a et al. 2021; Kanyoma et al. 2018). Kim and
Park (2017) stated that more environmental-related efforts encourage the increased level
of tourists’ willingness and intention to stay in a hotel. Additionally, the findings were
consistent with Neirotti and Raguseo (2017), Rahimi et al. (2017), and Green et al. (2012),
whereby technology and building customer relationships are vital for a firm competitive
advantage and high performance. Technology plays a key role in tourism, whereby Mount
and Martinez (2014) suggested that the technologies in media that relate to the exchange
of ideas, knowledge sharing, internet interaction, and partnerships will help the better
performance of SMEs in tourism. Additionally, to understand and accommodate the
requirements of the environmentally sensitive group, relationship building with customers,
suppliers, and partners is critical in the tourism industry. The hotel’s ability in Saudi Arabia
to develop relationships with stakeholders will help them monitor and respond effectively
to the demand from consumers through global network collaborators. Morgan et al. (2004)
stressed that relationship building plays a critical role in gaining a more beneficial position
over rivals. The findings align with the theory of dynamic capability (TDC), which offers
firms to have new ideas to adapt to volatile market conditions. Moreover, TDC denotes
firms’ capacities to make constructive changes in responding to the changing environments
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through reconfiguration, adaptation, and integration of external and internal environmental
factors (Teece et al. 1997).

Third, the study found that external environmental factors (β = 0.454) demonstrated
more influence on SME hotel performance than internal resources (β = 0.424). These
findings confirmed the assertion by McGahan (1999), whereby external environmental
factors (environmental system, relationships building, and technology) contributed more
significantly to firm performance than internal resources (human capital and innovation),
answering the third research question of the study. These findings imply for hotel manage-
ment to focus on external environmental factors, such as environmental systems, relationships
building, and technology. The literature revealed that external environmental factors are the
critical ingredients for firms to compete and face the current trend of challenges, especially
during turbulent times and the COVID-19 pandemic (Yadegaridehkordi et al. 2021). This
situation is without exception in the hotel industry in Saudi Arabia. Previous studies have
found that tourists are more aware of the environmental-related negative impacts caused
by hotels and try to look for greener and more eco-friendly standards of accommodation
(Han et al. 2010). The study suggests that external environmental factors need to be given
great attention by hotel management to ensure its survival. Therefore, most scholars usually
perform the initial examination of external environmental factors before evaluating firm
performance (Trkman 2010) indicating the role of these factors in driving superior hotel
performance.

5. Theoretical Implications

The study bridged the gap from the perspective of SMEs in developing countries, in
particular, of the Saudi Arabia context since prior studies focused on developed countries,
large firms, and manufacturing industries. The study also supports and confirms the role
of RBV and TDC in explaining the framework of the study. The study highlights the main
issues from the internal resources and external environmental factors anchored by RBV
and TDC. The literature revealed that the failure of business could be due to causes that
originated from internal resources (human capital and innovation) and external environ-
mental factors (environmental systems, relationships building and technology). Thus, the
study contributed to the current body of knowledge by investigating and analyzing SME
performance and emphasizing external environmental factors and internal resources.

The study also contributed toward a theoretical perspective on the internal resource
view (IRV) derived from RBV and external environmental factors view (EEFV), an en-
hancement of TDC, indicating the novelty of the study that was unknown in the previous
empirical research on SME performance in Saudi Arabia. The EEFV proposes that competi-
tive advantage and strategy in the future derive from the firm capability to be externally
environmentally sound by giving priority to environmental systems, building relationship,
and technology (Jorge et al. 2015). Meanwhile, IRV emphasizes internal resources focus-
ing on human capital and innovation capability that emerged as a source of competitive
advantage and firm superior performance (Paul et al. 2017).

6. Managerial Implications

From the managerial perspective, the study established a guide and new framework
for SMEs in the tourism industry on the effect of internal resources (human capital and
innovation) and external environmental factors (environmental system, relationships build-
ing, and technology) on SME hotel performance. The model is appropriate to improve firm
performance, particularly in the current business turbulence. As the internal and external
environmental factors yield a significant and positive contribution to hotels’ performance,
the hotel management in Saudi Arabia should focus on the role of human capital, innova-
tion, environmental systems, relationships building, and technology to revitalize the firm
performance which ultimately boosts the tourism industry.

The empirical findings in our study indicate that there is a potential opportunity
for managers and practitioners to enhance the stakeholder’s interests in the hotel sector
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by focusing on internal and external factors in terms of innovation, human capital, envi-
ronmental system, relationship building, and technology. Management at the top level
can make investments in hotel performance by enhancing the quality of human capital,
improving and giving priority to innovation, strengthening the environmental systems,
developing a more friendly and close relationship with customers and stakeholders, and
always being up to date and very advanced to changes in technologies.

The hotel management should focus on internal resources (human capital and innova-
tion) and external environmental factors (environmental system, relationship building, and
technology) to ensure superior performance. Hotel management can take several activities
and initiatives. For example, to ensure the quality of human capital, management should
concentrate on the appropriate strategy of human resource management: effective selection,
recruitment, training, and compensation. Thus, hotel management should also encourage
innovative human capital by emphasizing the culture of professionalism and innovation.
The study recommends hotel innovation initiatives and activities that are well crafted to
meet the required new services and products.

To ensure desired environmental systems, hotel management in Saudi Arabia should
focus on the customers and general public concerns about environmentally friendly services
and their awareness and sensitivity to the roles of environmental handling management
issues. The hotel management should not ignore the demands of external and internal
stakeholders on environmental systems-related matters. Generally, less attention has been
given to environmental-related systems in the hotel industry, compared to manufacturing
industries (Carmona-Moreno et al. 2004). Management can build relationships with stake-
holders through a strategic partnership, knowledge sharing, and sharing the handling of
environmental issues and different problems faced by stakeholders. Hotel and tourism
industry leaders should also be able to attract customers through strategies that can sat-
isfy their sophisticated and volatile demands. Thus, the management needs to align the
technology and innovation to ensure better performance.

The above insights help hotel management to initiate further steps to achieve superior
performance. The results also provide some ideas for hotel managers to formulate appro-
priate strategic management and implementation in order to revitalize their performance.
The study helps practitioners and businessmen in the hotel and tourism industry under-
stand the important role of internal resources (human capital and innovation) and external
environmental factors (environmental system, relationship building and technology) in
maintaining business sustainability.

7. Limitations and Future Research

The study is limited to developing countries, specifically SME hotels in Saudi Arabia,
which could cause generalization and validation. The study involved the owners and
top management of SME hotels in Saudi Arabia. Thus, the results are applicable and
generalizable to SME hotels in Saudi Arabia. The study recommends further research
from a variety of perspectives in small–medium firms. Furthermore, the study applied
a cross-sectional approach which could produce more meaningful insights through the
mix method, interviews, and longitudinal studies. Thus, future studies should consider
issues, such as analyzing other industries, settings, and other variables, such as tourists’
preferences and behavior, to provide more insights and perspectives on the most impactful
factor on the predicted variables.
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Appendix A

Table A1. Measurement items.

Construct Items

Environmental system
ES1 The hotel has integrated environmental aspects into the strategic planning process
ES2 The hotel has linked environmental objectives with its other corporate goals
ES3 The hotel has engaged in developing products that minimize environmental impact
ES4 Environmental aspects are always considered when the hotel develops new services
ES5 The marketing strategies for the hotel services have been influenced by environmental concerns
Relationship building
RB1 We fully understand foreign customer requirements regarding environmental issues
RB2 We fully understand the requirements of other stakeholders (e.g., travel agents) regarding green issues
RB3 We fully establish and maintain close relationships with customers regarding green issues
RB4 We establish and maintain close collaboration with internal and external strategic partners
Technology
TC1 We are often one of the first in the industry to detect technological developments that may affect our efforts
TC2 We actively seek intelligence on technological changes that are likely to affect our environmental efforts
TC3 We generally respond very quickly to technological changes that have to do with environmental issues
TC4 Our firm leads the industry in responding to new technologies that have to do with environmental issues
TC5 Our firm uses advanced technology related to environmental matters
TC6 We accept changes in new technologies to gain value in the current investment
Human Capital
HC1 Key employees for the firm are kept
HC2 Employees are satisfied with the firm
HC3 Our employees are experts in their particular jobs and functions
HC4 Our employees develop new ideas and knowledge
HC5 Our employees are among the most experienced in the industry
HC6 Our employees are creative and bright
HC7 Employees with the specific required knowledge and abilities are attracted
Innovation
IN1 We have introduced many new services onto the market
IN2 We have introduced many modifications to existing services
IN3 Our firm constantly seeks out new services
IN4 We have introduced more new services than our competitors.
IN5 The new services we introduced have significant changes in the industry
Financial Performance
FN1 The hotel has increased the overall sales revenue
FN2 The hotel has increased the overall return on investment
FN3 The hotel has increased the overall return on assets
FN4 The hotel has increased the overall market share
FN5 The hotel has increased the overall cash flow.
Market Performance
MP1 The hotel has increased the rate of sales from existing customers
MP2 The hotel has increased the rate of acquiring new customers
MP3 The hotel has increased customer loyalty
MP4 The hotel has increased its reputation among customers
MP5 The hotel has increased the service quality to customers
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