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of Ugandan SMEs: the mediating role of firm
capabilities

Moses Kisame Kisubi'*, Francis Aruo?, Aziz Wakibi?, Veronica Mukyala® and Kassim Ssenyange®

Abstract: The purpose of this study was twofold; (1) to establish the direct influence
of Entrepreneurial competencies and Firm capability on SME Performance and (2) to
examine the mediating role of Firm capability between Entrepreneurial competen-
cies and SME Performance. A cross-sectional and explanatory design was utilized to
collect and analyze data from 314 SMEs in Uganda. The sample size was propor-
tionally distributed amongst three SME subsectors; manufacturing, trade, and res-
taurants. A positive and significant influence of entrepreneurial competencies and
firm capabilities on SME performance was established. Among the seven entrepre-
neurial competencies understudy, innovative competency is highly associated with
SME performance than other competencies. Interestingly, firm capabilities were
found to be a powerful predictor of SME performance than entrepreneurial compe-
tencies. In addition, a partial and significant mediating role of firm capabilities was
also found. Theoretically, the study provides maiden evidence of the indirect influ-
ence of a firm’s capabilities on the association between entrepreneurial compe-
tencies and SME performance. In practice, managers and SME owners should
address their competency deficiencies to develop more capabilities like manage-
ment and marketing capabilities which could enhance SME performance. The study
provides initial evidence for the mediating role of firm capabilities in the association
between entrepreneurial competencies and firm performance.

Subjects: Development Studies; Sustainable Development; Business, Management and
Accounting
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1. Introduction

Recent development in entrepreneurship research has paid increased attention to Small and
Medium-sized Enterprises. This is due to the realization that SMEs play a significant role in
economic growth and development (Eikelenboom & de Jong, 2019; Turyahebwa et al.,, 2013).
The impact of SMEs on both developed and developing countries is considerable. Scholars like
Asiimwe (2017), observed that even the developed economies such as Europe and America heavily
relied on SMEs to attain accelerated economic growth and rapid industrialization. According to the
Uganda Bureau of Statistics (2019), SMEs employ about 45% of the labor force and remarkably
contribute over 20% of Uganda’s total Gross Domestic Product (GDP). This is why globally SMEs play
a pivotal role in the socio-economic development and poverty reduction in terms of employment
generation, growth of GDP (Donkor et al., 2018; OECD, 2019), engines for innovation (Maldonado-
Guzmdn et al., 2019), income distribution, resources utilization (Hernandez-Linares et al., 2021;
Karami & Tang, 2019) and regional development (Donkor et al., 2018; Pucci et al., 2017).

On a good note, the global entrepreneurship monitor (GEM) reports that Uganda has the second-
highest TEA (total entrepreneurial activity) index (31.6) among all the global entrepreneurship
countries after Peru and the second-highest startups activity cited by (Abaho, Aarakit, Ntayi &
Kisubi, 2017). However, the same report indicates that the country’s SME sector registers the worst
performance among the GEM countries. To be specific, Orobia et al. (2020) reveal that 30 percent
of SMEs shut down before witnessing their third birthday. Relatedly, less than one-half of small
start-ups exist for more than 5 years (OECD, 2019). Despite being the largest sector (80%) of the
economy, due to its poor performance, the sector contributes only 20% to the national GDP
(Turyahebwa et al., 2013) and only a fraction develop into the core group of high-performing
firms (OECD, 2019).

Through a critical review of the empirical literature, several factors have been investigated
concerning SME performance. For instance, innovative capability and strategic goals (Donkor
et al,, 2018) inventory management and managerial competencies (Orobia et al., 2020), transfor-
mational leadership and dynamic capabilities (Eikelenboom & de Jong, 2019), innovative capability
dimensions (Maldonado-Guzman et al., 2019; Saunila, 2020), dynamic capabilities and marketing
orientation (Herndndez-Linares et al., 2021), entrepreneurial orientation, networking capability and
experiential learning (Karami & Tang, 2019), internal capabilities (Arshad & Arshad, 2019), board
governance and intellectual capital (Nkundabanyanga, 2016) branding capability (Odoom et al,,
2017), green supply chain adoption (Namagembe et al., 2019), firm capability and business model
design (Pucci et al., 2017).

It has been observed that the majority of the studies provide evidence for contexts other than
Uganda. A few that have used Ugandan evidence have concentrated on the financial performance
of SMEs (Namagembe et al., 2019; Nkundabanyanga, 2016; Orobia et al., 2020) while (Osunsan
et al,, 2015; Sebikari, 2019) focused on direct effects. But given the nondisclosure tendencies of
financial information and poor record-keeping by these firms, examining their financial perfor-
mance could be difficult. As such, this study examined both the financial and non-financial
performance of SMEs. We also did not find any study that explored the mediating role of firm
capabilities between entrepreneurial competencies and SME performance. The only study found by
Al Mamun et al. (2016) focused on the direct influence of these variables. Therefore, evidence for
a significant correlation between entrepreneurial competencies and SME performance exists
(Barazandeh et al., 2015; Khalid & Bhatti, 2015; Ng et al.,, 2014; Sarwoko, 2016). There is also
support for a significant and positive correlation between firm capabilities and firm performance
(Donkor et al., 2018; Eikelenboom & de Jong, 2019; Maldonado-Guzmdn et al., 2019). Relatedly, the
dynamic capabilities theory which is an extension of the resource-based view (RBV) asserts that
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firm owners and/or managers’ entrepreneurial competencies have a strategic role to play in
creating firm capabilities and improving performance (Ringov, 2017; Teece, 2014a).

According to Teece (2014b), dynamic capabilities enhance the firm’s ability to integrate, build,
and reconfigure internal and external competencies to address rapidly changing environments.
Thus, entrepreneurial competencies play a critical function in creating firm capabilities which
ultimately results in better SME performance (Eisenhardt & Martin, 2000). Entrepreneurial compe-
tencies act as a driving force in the search for opportunities and resources for better firm
performance (Colombo & Grilli, 2005; Vijay & Ajay, 2011). We, therefore, propose that while
Entrepreneurial competencies and Firm capabilities individually explain the performance of
Ugandan SMEs, the mechanism in which entrepreneurial competencies influence firm performance
is enhanced through firm capabilities. The study makes two important contributions below;

Given the nature of SMEs in terms of resource constraints and owner-managed, their better
performance largely depends on the owner’s/ managers’ entrepreneurial competencies. We, there-
fore, explored which of these competencies matter a lot in influencing firm performance. This
would guide SME managers to focus on which competence gaps to give address priority. Secondly,
the study provides initial empirical evidence on the indirect influence of firm capabilities on the
association between entrepreneurial competencies and SME performance. It is a timely response
to calls for investigations on the mechanisms through which entrepreneurial competencies influ-
ence firm performance (Orobia et al, 2020; Tehseen et al, 2019). The rest of the paper is
structured in terms of theoretical and literature review in section 2, the methodology in section
3, results and discussion in section 4, 5 conclusions, 6 implications, and 7 limitations and future
research direction in section.

2. Study context

Uganda is a landlocked country located in East Africa. It is edged by Kenya in the East, South
Sudan in the North, the Democratic Republic of Congo in the west, Rwanda in the South-West, and
Tanzania in the South (Uganda Bureau of Statistics, 2019). Uganda’s population is estimated at
41 million with a growth rate of 3.32 percent. This growth rate is influenced by the country’s
fertility rate of 4.78 births per woman (Uganda Bureau of Statistics, 2019). At this growth, over
one million people are added to the population each year. Uganda Bureau of Statistics categorizes
these enterprises based on the number of employees, capital investment, and annual sales turn-
over. In quantitative terms, small enterprises are those businesses employing between 5 and 49
and have total assets between UGX: 10 million but not exceeding 100 million. The medium
enterprise, therefore, employs between 50 and 100 with total assets of more than 100 million
but not exceeding 360 million (Uganda investnebt Authority, 2019). For the purpose of this study,
SMEs are those firms employing between 5 and 100 employees and have total assets between
10 million and 360 million shillings. SMEs are predominately in manufacturing, trade, service, and
agriculture. The sector is composed of 1,100,000 enterprises, making it the largest in the country
(Uganda Business Impact Survey, 2020). Thus, the country’s economy is predominately small and
medium enterprises (SMEs) that constitute 90% of the private sector (Al Mamun et al., 2016). SMEs
contribute above 20% of gross domestic product (GDP) and 80% of the manufactured output in
Uganda (Al Mamun et al., 2016). These firms are regarded as key contributors to economic growth
and transformation and create employment for Ugandans (Orobia et al., 2020). Though their
contribution to the Ugandan economy is significant, SMEs have faced a persistent challenge of
low performance, which has affected their survival. Literature attributes the poor performance of
SMEs to a lack of opportunism, organizing ability, networking, relationship, commitment, execu-
tion, and innovative thinking (Man et al., 2002; Vijay & Ajay, 2011). However, it is unclear whether
entrepreneurial competencies in terms of opportunism, organizing ability, networking, commit-
ment, execution, and innovative thinking can be mediated by firm capabilities in order to realize
better SME performance. It is against this backdrop that this study was called for.
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3. Theoretical and empirical review

3.1. Dynamic capability theory

Dynamic capabilities encapsulate wisdom from earlier works on distinctive capabilities (Kay, 1993),
organizational routine (Nelson & Winter, 1982), architectural knowledge (enderson & Clark, 1990),
core competence (Prahalad & Hamel, 1997), core capability, and rigidity (Leonard-Barton, 1992),
combinative capability (Kogut & Zander, 1992) and architectural competence (Henderson &
Cockburn, 1994). The dynamic capabilities theory builds on the RBV which asserts that resources
and capabilities are the geneses of competitive advantage (arney, 2001). Further, RBV posits that
resources are heterogeneously distributed across competing firms and are imperfectly mobile
which, in turn, makes this heterogeneity persist over time (Barney, 1991; Barney et al., 2011). On
the contrary, the theory of dynamic capabilities exhibits commonalities in resources across firms
(Eisenhardt & Martin, 2000; Teece, 2014a). However, such commonalities have not been system-
atically identified. Eisenhardt and Martin (2000) define capabilities as the firm’s processes that use
resources to integrate, reconfigure, gain and release resources to match or create market changes.
Such capabilities can originate from entrepreneurial competencies at the individual level (Hwang
et al,, 2020) that are key in mobilizing more resources both within and outside the firm (creating
firm capability) at the firm level (Teece, 2014b). Firm Capability gives the firm leverage to utilize
resources efficiently and perform tasks or activities that generate a competitive advantage for the
firm (Teece, 2014b). From a strategic point of view, a firm’s capability in terms of actions,
processes, systems, and relationships define the firm's performance position and competitive
edge in the market (Barney et al., 2011). As entrepreneurial competencies play a critical role in
spotting the firm’s strategic opportunities and/or threats from the broad environment, the ability
to implement such opportunities and manage environmental shocks lies in the firm’s capability
(Barney & Arikan, 2001). As such, a firm’s capability focuses on strategy perception and imple-
mentation that generate better firm performance as a conduit for achieving competitive advan-
tage (Wang et al., 2009). Thus, dynamic capabilities enhance the firm's ability to build, integrate
and reconfigure its internal and external resources to adapt to the volatile environment (Khalil &
Belitski, 2020). In addition, firms are able to innovate and cultivate change in their operations from
which they derive better performance. To this end, it can be postulated that the efficiency of any
SME in solving problems lies in the owner’s/manager’s entrepreneurial competencies and the firm'’s
ability to support the implementation of any interventions (Weinstein et al., 1999).

3.2. Entrepreneurial competencies and firm performance

Entrepreneurial competencies refer to the fundamental distinctiveness in terms of personality,
motives, knowledge, social roles, skills, and self-images that result in new venture creation,
venture sustainability, and performance (Bird, 1995), while Khalid and Bhatti (2015) define entre-
preneurial competence as the managerial capability to create and communicate a strategic vision
for structuring firms’ systems for better performance. According to Man (2001), seven entrepre-
neurial competencies are identified that are opportunity, networking, relationship, commitment,
execution, innovative thinking, and organizational ability as essential for SME performance.
Substantial empirical evidence exists to support the positive and significant influence of entrepre-
neurial competencies on firm performance, for instance, g et al. (2016) studied owner-managed
SMEs in Malaysia. Similarly, Khalid and Bhatti (2015) established the same effect between entre-
preneurial competencies and overall firm performance among exporting firms. For more empirical
evidence, (see Ahmad et al., 2018; Hwang et al., 2020; Ibidunni et al., 2021; Al Mamun et al., 2016;
Orobia et al,, 2020). To this end, it is argued that SMEs with managers who have high levels of
entrepreneurial competencies tend to scan and manage the environment in which they operate to
find new opportunities and consolidate their competitive positions. As such, better SME perfor-
mance is believed to occur when managers/owners have the relevant competencies that are
required by their firms (Bird, 2019). Furthermore, Bird (2019) claims that the competencies required
to launch a business (baseline competencies) are different from those required for better firm
performance, survival, and growth. This is an explanation of why Uganda is excelling at firm
startups as well as failure. As such, there is a need to acknowledge that additional competencies
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are necessary to enhance superior performance among SMEs. This resonates with Hwang et al.
(2020) assertion that entrepreneurial competencies in the form of technical and management
knowledge and skills are critical in shaping the performance of any firm. Similarly, according to
Ahmad et al. (2018) execution and network competencies had significant positive association with
firm performance among women owned firms in Malaysia. We, therefore, hypothesized that

H; Entrepreneurial competencies and SME performance are positively related

3.3. Firm capabilities and firm performance

Most of the empirical studies have found a positive and significant relation between firm
capabilities and performance for example (Arshad & Arshad, 2019; DeSarbo et al., 2007; Al
Mamun et al., 2016; Pucci et al.,, 2017). A review of recent publications further indicates that
different types of firm capabilities positively influence different performance dimensions. For
instance, dynamic capabilities and export performance (Ribau et al., 2017), brand capability and
general SME performance (Odoom et al., 2017), innovative capability and financial performance
(Donkor et al., 2018; Ribau et al., 2017), firm capability and export performance (Krammer et al.,
2018), networking capability and SME international performance (Karami & Tang, 2019), dynamic
capability and SME sustainable performance (Eikelenboom & de Jong, 2019). To expand, Kamboj
and Rahman (2015) performed a meta-analytical review of 101 papers published between 1987
and 2014 and the results show that marketing capabilities positively affect firm performance. An
earlier study by Tuan and Yoshi (2010) of 102 industries in Vietnam found that firm capabilities
are sources of competitive advantage that enhance firm performance in terms of sales and
market share growth. Thus, if managers or owners evoke changes in their organizational cap-
abilities such as marketing, market linking, and management capabilities (DeSarbo et al., 2007) it
is these changed organizational attributes that are deemed to evoke improved worker well-
being, worker behavior, efficiency that in the end, leads to higher customer acquisition and
profitability (Eikelenboom, 2005; He et al., 2009). These tangible and intangible assets and
resources are perceived as a “vehicle” for strategy implementation (Barney et al., 2011), rent-
generating assets (Mithas et al., 2011) and they enable firms to earn above normal returns
(Odoom et al., 2017). We, therefore, proposed that

H, Firm capabilities and SME performance are positively related

3.4. Entrepreneurial competencies, firm capabilities, and SME performance

Entrepreneurial competencies influence firm performance in either a direct or indirect manner.
Therefore, business owners/managers need to possess the opportunity, organizing, relationship
building, commitment, and networking competencies to create organizational ability to perform
a coordinated task to improve the competitive scope of the firm (Sadnchez, 2012). SMEs have
limited resources (capabilities) as compared to their counterparts (Chittithaworn et al,, 2011;
Eikelenboom & de Jong, 2019; Maldonado-Guzmdn et al., 2019) this implies that these firms
generate their capabilities from the competencies of its owners or managers (Al Mamun et al.,
2016). Although firm capabilities such as marketing, market linking, and management capabilities
(DeSarbo et al., 2007) determine firm performance, they are influenced by entrepreneurial com-
petencies (Man et al., 2002; Monteiro et al., 2019). Organizing competencies call for the ability to
lead, control, monitor, organize, and develop external and internal resources from different areas
to create a firm’s capabilities (Man, 2001; Vijay & Ajay, 2011). On the other hand, the entrepre-
neur’s ability to set goals has to be embarked by the firm’s capabilities to take action in the
realization of the set goals. Hwang et al. (2020) suggest that the impact of managerial abilities on
firm performance needs to be examined through firm capabilities due to the higher influence than
the direct relationship. Therefore, the following hypotheses were proposed;
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H3 Entrepreneurial Competencies and Firm Capabilities are positively related

H4 Firm Capabilities mediate the relationship between Entrepreneurial Competencies and SME
Performance

4. Methodology

4.1. Design, population, sample, and data collection

The study adopted a cross-sectional and explanatory research design to collect and analyze data.
The study population is composed of 1,724 SMEs operating in trade (1369), hotel and restaurant
sector (128), and manufacturing sector (227) in Jinja city census of business establishment report
UBOS (2017/2018). Using Yamane's (1973) formula, a sample of 314 SMEs was determined and
was proportionately distributed among the sectors; 249 trading SMEs, 23 restaurants, and 41
manufacturing SMEs. Out of the 314 questionnaires distributed, 257 usable questionnaires were
returned and free from errors, giving a response rate of 81.2%.

4.2. Measurement of variables

Entrepreneurial competencies were operationalized in terms of opportunism, organizing ability,
networking, relationship, commitment, execution, and innovative thinking (Man et al., 2002; Vijay &
Ajay, 2011). Firm capabilities were measured following DeSarbo et al. (2007) dimensions which are
marketing, market linkage, and management capabilities, while SME performance was measured
using both financial and non-financial indicators. Sales growth, profitability, and market share as
financial measures (Eikelenboom, 2005; Mithas et al., 2011) were customer acquisition and reten-
tion were nonfinancial indicators (Pont & Shaw, 2003). All variables had a Cronbach’s Alpha
coefficient and CVI above 0.6 thresholds as recommended by (Nunnally, 1978)

5. Results and discussion

5.1. Descriptive statistics

Results from Table 1 reveal that the percentage of businesses that were registered (47.9%) was
slightly lower than those that are not registered (52.1%). These results indicate that a relatively
bigger percentage of SME owners/managers have not yet taken the registration of their businesses
seriously. Concerning ownership, the majority (78.2%), were Sole Proprietorships, followed by
partnerships (17.9%) and then limited companies (3.9%). From these findings, we observe that
most business owners in Jinja would rather start a business alone than teaming up with others. It
has also been revealed that 53.7% of the firms have been in operation for 5-10 years, 29.6% for
over 10 years and 16.7% for Less than 5 years. On the same note, the majority of the SMEs 90.7%
employ 5-49 employees, whereas 9.3% of the SMEs employ 50-99 employees. Furthermore, the
majority 74.7% of the SMEs deal in trade followed by manufacturing 16.3%, and the minority 8.9%
of businesses were hotels and restaurants. It is also observed that for most SMEs 71.6% turnover is
between 12 million and 360 million while 23.3% make over 360 million and the least businesses
(5.1%) their annual sales are below 12 million. Lastly, findings reveal that the biggest percentage
of businesses studied (59.1%) own assets value of between12-360 million, 37.0% own assets
worth over 360 million while only 3.9% of the SMEs have accumulated assets below 12 million.

5.2. Correlation results

Results in table 2 indicate that Entrepreneurial Competencies and SME Performance were found to
be positively and significantly related (r = .460, p < .01). These results demonstrate that where SME
owners have competencies of spotting and exploiting opportunities, they would promptly deal with
challengesthus, and their businesses are more likely to attain higher levels of sales. It is also noted
that Innovative Thinking (r = .409, p < .01) and Relationship Building (r = .405, p < .01) have the
strongest relationship with SME Performance compared to other Entrepreneurial Competencies.
Therefore, managers and entrepreneurs who are innovative and can build relationships can
acquire and retain more customers. It is also reported that firm capabilities and SME
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Table 1. SME profiles

Variable Measurement Count Valid percent
Business registration Yes 123 47.9
No 134 52.1
Total 257 100.0
Business ownership Sole Proprietorship 201 78.2
. Partnership 46 17.9
Limited Liability 10 3.9
Total 257 100.0
Business age Less than 5 years 43 16.7
5-10 years 138 53.7
' Over 10 years 76 29.6
Total 257 100.0
Number of employees 5-49 employees 233 90.7
. 50-99 employees 24 9.3
Total 257 100.0
Nature of business Trade 192 74.7
. Manufacturing 42 16.3
Hotel and restaurant 23 8.9
Total 257 100.0
Turnover Below 12 millions 13 5.1
12-360 millions 184 71.6
' Over 360 million 60 233
Total 257 100.0
Total assets Below 12 million 10 3.9
' 12-360 millions 152 59.1
Over 360 million 95 37.0
Total 257 100.0

Source: Primary Data

Performance are positively related (r =.520, p < .01). These results indicate that when the firm has
effective pricing and advertising programs, the performance of these firms in terms of sales,
profitability, and market share will greatly improve. Lastly, correlation results reveal a significant
positive relationship between entrepreneurial competencies and firm capabilities (r =.570, p <.01).
Similarly, the relationships between the dimensions of entrepreneurial competencies; opportunity
(r=.251, p <.01) commitment (r =.262, p < .01), organizing (r =.273, p < .01) executing (r =.263,
p <.01) innovative thinking (r =.507, p <.01) networking (r =.383, p <.01) and relationship building
(r=.442, p <.01) is positive and significant. This signifies that when managers/enterprise owners
possess entrepreneurial competencies, this would enhance firm capabilities in form of manage-
ment, marketing, and market linking.

5.3. Regression results

Linear regression results presented in Table 3 show that Entrepreneurial Competencies and Firm
Capabilities can explain 30.9% of the variance in SME Performance (R Square =.309). This implies that
a change in entrepreneurial competencies and firm capabilities would cause a 30.9% change in SME
performance. The most significant predictor of SME performance was firm capabilities (B = .382,
t = 5.985, P. <.01) followed by entrepreneurial competences (B = .241, t = 3.777, Sig. <.01). The
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regression model was statistically significant (F statistic = 56.674, p <.001). The VIF values for all the
study variables were less than 4.00, indicating that the data had no multicollinearity problems.

5.3.1. Mediation results

The path model proposed by Turyahebwa et al. (2013) was used to explain the mediating role of
firm capabilities in the relationship between entrepreneurial competencies and SME performance
as shown in Table 4. To fully understand the mediating role of firm capabilities in the relationship
between Entrepreneurial Competencies and SME Performance, the approach suggested by Dr Jose
Paul was used to execute this and the results were presented using the two models by taking into
account the following conditions; a.) The Entrepreneurial Competency is a significant predictor of
Firm Capabilities, b.) Firm Capabilities and SME Performance are positively related. Regression
coefficients were used and entered into the Med Graph Software. The Sobel Z-value included
shows that the mediation is significant (p < .01). Considering the Sobel Z-value of 5.271 and the
existence of both direct and indirect effect values which were .241 and .217 respectively, it was
concluded that the Firm Capabilities play a complementary mediating role in the relationship
between Entrepreneurial Competencies and SME Performance.

Figure 1 shows that when firm capabilities were introduced in the relationship between entre-
preneurial competencies and SME performance, the standardized beta (B) for the relationship
reduced from 0.460 to 0.241, this confirms the indirect influence of firm capabilities between
entrepreneurial competencies and SME performance. However, since the direct effect remained
significant, it depicts a partial mediation. A ratio index (i.e. indirect effect/total effect) of 47.3%
given by (0.217/0.460*100) was computed (see, Figure 1). This indicates that 47.3% of the effect of
entrepreneurial competencies on SME Performance goes through firm capabilities, while 52.7% is
a direct effect. To sum up, the total effect of entrepreneurial competencies on SME performance
through firm capabilities (B = .520, P. <.001) which is higher than the total direct effect (§ = .460,
P. <.001).

5.4. Discussion

Drawing on the dynamic capability theory, the study investigated the relationship between entre-
preneurial competencies and firm capabilities on SME performance, and also examined the med-
iating role of firm capabilities in this association. The study established that entrepreneurial
competencies such as opportunism, organizing ability, networking, relationship, commitment,
execution, and innovative thinking have a positive correlation with SME performance thus support-
ing H;. This implies that when SME owners/managers can spot opportunities, innovate, network,
and build relationships with different stakeholders; this would enhance the performance of their
firms. A plausible explanation for such results could be due to the fact that SME managers in
Uganda rely on their networks to establish long-term relations with their clients and other
stakeholders which improve the performance of their firms. Our findings are consistent with the
earlier establishment of a positive and significant relationship between entrepreneurial compe-
tencies and firm performance (Ahmad et al., 2018; Barazandeh et al., 2015; Hwang et al., 2020; Al
Mamun et al., 2016).

Our results also revealed that firm capabilities significantly influence firm performance
(supporting H2). This is an indication that as a firm gains more capabilities in form of manage-
ment and marketing capabilities, their performance would greatly improve. For instance,
marketing capabilities would enable firms to acquire and retain customers whilst management
capabilities would aid in professionalization and formalizing firm operations. Thus, these cap-
abilities would result in better sales, market share, and profits. Our results corroborate with
J. B. Barney (2001) assertion that firms that possess and control pool capabilities are in a better
performance position compared to their counterparts. Related, Krammer et al. (2018) argue
that exporting firms that utilize their internal capabilities employee skills, better technologies
realize better export performance. Furthermore, Kamboj and Rahman (2015) explain that for
firms to realize superior performance in this complex environment, there is a need to develop
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Figure 1. Mediations effect
model.

X: cogent.-business & management

Table 4. Mediation effect of firm capabilities

Type of mediation Significant P = <0.000001
Sobel z-value 5.271
95% symmetrical confidence Lower 247
interval Higher .540
Unstandardized indirect effect a*b 394
se .075
R? Measures 460
Effective size measures 241
Standardized Coefficients 217
Total: 473
Direct:
Indirect:
Indirect to Total ratio
Independent Variable 0.460™* [c] . Dependent Variable
Entrepreneurial Competencies 4 SME Performance
(0.2417) [c]]
0.520™*
0.570"* [a]
(0.382%**) [b]

Mediating Variable

Firm Capabilities

Go to Variable Identification Go to Regressions

and efficiently use their capabilities especially marketing capabilities. More studies have estab-
lished a positive and significant correlation between capabilities and firm performance
(Eikelenboom & de Jong, 2019; Herndndez-Linares et al., 2021; Karami & Tang, 2019; Saunila,
2020). Leveraging on the dynamic capability theory, firm Capability enhances the firm’s ability
to utilize resources efficiently and perform tasks or activities that generate better performance
(Teece, 2014b)

Regarding H3 a positive and significant association was established between Entrepreneurial
Competencies and Firm Capabilities hence being supported. This suggests that when SME owners/
managers are competent enough, firms are most likely to have capabilities in terms of manage-
ment, marketing, and market linking and this would enhance their performance through efficiency
in their operations. Entrepreneurial competencies like networking competence enable managers to
mobilize and beef up the firm’s internal capabilities like recent technologies through external
linkages. Therefore, despite the commonalities in firm resources as assumed by the theory,
differences in performance are brought out by their ability to integrate, reconfigure, gain and
utilize these resources to create market value (Eisenhardt & Martin, 2000). The findings resonate
with Hwang et al. (2020), they also found that entrepreneurial competencies in the form of
managerial skills and technical knowledge have a significant influence on competitive advantage.
This is in line with the argument that intangible resources like competencies contribute to the
advancement in the firm’s capabilities (Monteiro et al., 2019).

Lastly, our findings also support H, which suggests that firm capability mediates
Entrepreneurial Competencies and Firm Performance. More interestingly, the impact of
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entrepreneurial competencies on firm performance is much higher through firm capability than
the direct influence. This suggests that firm capability is a conduit through which entrepre-
neurial competencies enhance firm performance. The mediating results of firm capability are
consistent with the findings of Hwang et al. (2020) who found that the indirect influence of
entrepreneurial competencies on competitive advantage via firm innovation capabilities was
stronger than their direct effects. As Monteiro et al. (2019) also established that dynamic
capabilities mediate the correlation of intangible resources and export performance of
Portuguese companies. Also, Karami and Tang (2019) establish a full mediating impact of
networking capabilities between entrepreneurial orientation and the international performance
of SMEs.

6. Conclusion, implications and research direction

6.1. Conclusion

From the results of this study, it can be concluded that SME Performance can be improved by
enhancing entrepreneurial competencies and firm capabilities. This could be done at individual
level by entrepreneurs or managers taking advantage of any training opportunities through
which skills and knowledge are attained or through specialized sector trainings organized by
authorities like ministry of trade, industry and cooperatives. It’s evident that when entrepre-
neurs possess competencies such as innovative thinking, networking, and relationship building,
their business performance tends to improve. Therefore entrepreneurs/managers need to attain
such competencies as a way to spur improved SME performance. This will also fuel the
accumulation of firm capabilities given the fact that SMEs are resource constraints. This
suggests that entrepreneurs with high networking, relationship building, and innovative think-
ing competencies able to create firm capabilities in form of marketing, market linking, and
management capabilities. To sum up, the significant contribution of this study is the mediating
role of firm capability. It is revealed that the where these managers focus on building the
overall firm capability as a conduit to promote SME performance, firms perform better than
through the direct effect of entrepreneurial competencies.

6.2. Theoretical and practical contributions

This study provides both theoretical and practical implications. Theoretically, the study contributes
to the body of literature concerning the direct influence of entrepreneurial competencies and firm
capabilities on firm performance. Moreover, the study provides maiden evidence on the indirect
influence of firm capabilities which is rare in the literature. Though there exists the direct relation-
ship between entrepreneurial competencies and firm capabilities, the mechanisms under which
entrepreneurial competencies influences firm performance are under research. The study fills this
gap by revealing that such mechanisms greatly influence firm performance as compared to the
direct effects. For managers and entrepreneurs, since entrepreneurial competencies contribute to
both firm capabilities and performance, managers and SME owners should address their compe-
tency deficiencies to develop more capabilities like management and marketing capabilities which
could enhance better SME performance. To be specific, they should pay special attention to
building networks through which they are exposed, learn and become more innovative as well
as better decision makers and implementers.

6.3. Limitations and research direction

Despite the significant contribution of this paper, it also presents some limitations and opportu-
nities for future researchers. First, the study examined firm performance in terms of financial and
market performance. Therefore, future research can examine SME performance by focusing on the
environmental and social performance of these firms. We also did not explore the unique con-
tribution of firm capability and entrepreneurial competencies dimensions on firm performance. As
such, we could not establish which entrepreneurial competencies and firm capabilities dimensions
explain more firm performance.
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