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ABSTRACT

This study, Management Competencies and Performance of SMEs in Gulu Municipality,
Uganda. The study was carried out in Gulu Municipality, Uganda and the purpose of the study
was to analyze the relationship between Management competencies, Innovation and the
Performance of SMEs in Gulu Municipality in Gulu District, Uganda. The study adopted
qualitative and quantitative research approach of which the QUAN-Qual Model was considered
and in this study a cross sectional research design was used; The study used questionnaire and
interview and sample size of 136 SMEs was used in the study of which the study had 279
respondents from the SMEs in Gulu Municipality, Uganda; Primary data was collected using
self-administered questionnaires and interview guide; Data analysis of Pearson’s correlation
coefficient, regression analysis was done with the help of SPSS version 16. The study reveals
positive and significant relationship between Management Competencies, innovations and
Performance of SMEs. Management Competencies and innovation explain about 27.6% of the
variance in Performance of the SMEs in Gulu Municipality in Gulu District, Uganda. This
implies that in order to achieve better performance, SMEs should improve Management
Competencies and carry out innovation. In conclusion, Management Competencies and
innovation contributes only 27.6% towards the performance of the SMEs in Gulu Municipality,
Uganda. Therefore other factors contribute 72.4% on the performance of the SMEs in Gulu
Municipality, Uganda. This study recommends that research on other predictors like market
conditions, access and source of finance, Culture, access to information, infrastructure,
organization learning of the enterprises, the regulatory burden, training and education and
Government policies that have influence on performance need to be done to improve SMEs
performance.
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CHAPTER ONE

INTRODUCTION

1.0 Introduction

In Uganda, small and medium enterprises (SMEs) are considered as seedbeds for the growth of
new firms and important machineries for poverty reduction through wealth and job creation,
income generation as well as drivers for innovation (Uwonda, Okello and Okello, 2013). The
performance of SMEs in Gulu Municipality is of great importance and its successful operation
facilitates the improvement of living standards, economic growth and development in Gulu
Municipality however series of questions are being asked about its contribution in Gulu
Municipality since the majority of the people in Gulu Municipality survive on less than 1 United
States dollar (USD) equivalent 3500 Uganda shillings (UGX) per day despite the existence of
scveral SMEs in Gulu Municipality. The performance of SMEs is influenced by the management
competencies and innovation among other factors like access to finance, climate change, culture,
entrepreneurial attitude organizational learning. This study analyzed the influence of
management competencies and innovation on the performance of the SMEs in Gulu
Municipality. Thi's chapter provides the background of the study, statement of the problem,
purpose of the study, objectives of the study, research questions, and scope of the study, the

significance of the study and the conceptual frame work of the study.
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1.1 Background of the Study

On a global scale SMEs are a very heterogeneous group of enterprises and cuts across several
sectors and activities, ranging from the single artisan producing agricultural implements for the
village market, thc; coffee shop at the comer, the internet cafe in a small town to a small
sophisticated engineering or software firm selling in overseas markets and a medium-sized
automotive parts manufacturer selling to multinational automakers in the domestic and foreign
markets. The owners may or may not be poor; the firms operate in very different markets (urban,
rural, local, national, regional and international) embody different levels of skills, capital,
sophistication and growth orientation, and may be in the formal or the informal economy as

noted by United Nations Industrial Development Organization (UNIDO, 2004).

Statistical definitions of what constitutes an SME vary quite widely from country to country and
even within single countries, depending on the business sector concerned, Organization for
Economic Co-operation and Development (OECD, 1997). Thus, there is no universal
determinant or criteria of defining an SME. Much depends on the character of the relevant host
country, and the profile of its own particular corporate sector, from which a relative measure of
an SME is then typically made, sometimes on a rather arbitrary basis. Some countries just use the
number of employees as the sole criteria for determining whether a business is an SME or not.
Other countries use this same criterion, plus an additional criterion based on either the value of
the firm’s assets or the size of revenues, typically denominated in the local cur?ency. For
instance considering the European Union (EU) and the Organization for Economic Co-operation

and Development (OECD), transition and developing countries set the upper limit of number of




5 |
employees in the SMEs between 200-250, with a few exceptions such as Japan (300 employees)

and the United States of America (500 employees) ( OECD, 2004).

Another classifyiné variable has been level of investments measurable in monetary terms, using
both head staff count and level of capital investment, the European Union (EU) classifies SMEs
as enterprises which employ fewer than 250 persons and which have an annual turnover not
exceeding 50 million euro, and/or an annual balance sheet total not exceeding 43 million euro
(EU commission, 2003). The diverse definitions criteria can sometimes be conflicting and

confusing due to the overlap in what they should differently define. For instance on the basis of
employment many enterprises especially in Asia and Africa due to cheap labour may employ
over 200 persons whereas operating below 10 million euro. In such a case a regional definition
can be more helpful thaﬁ a universal one because what qualifies in one region or country such as
Ne¢pal and India may be different from what an SME is in the United Kingdom (UK), United

States of America (USA) or Germany because of differences in market economies.

According to Harvard University Management competencies Dictionary (2014), Management
competencies are tilings that an individual must demonstrate to be effective in a job, role,
function, task, or duty. These things include job-relevant behavior (what a person says or does
that results in good or poor performance), motivation (how a person feels about a job,
organization, or geographic location), and technical knowledge (what a person de?nonstrates
regarding facts, technologies, a profession, procedures, a job, an organization). Management

competencies are identified through the study of jobs and roles. Moor, Cheng and Dainty (2002)

defined management competencies as observable abilities, skills, knowledge, motivations or

o |
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traits defined in terms of the behaviors needed for successful job performance, competencies are

what people need to be able to perform a job well, an ability to meet performance expectations in
a role and deliver the required results. Management competencies include specific skills,
knowledge, attitude, behaviors and techniques which include expertise resulting from training

and experience necessary to fulfill a task.

Behaviors of managers that- characterize great performance in an enterprise ensures that
employees have clear goals and responsibilities, working with employees to set and
communicate performance standards that are specific and measurable, supports employees in
their efforts to achieve job goals, staying informed about employees' progress and performance
through both formal methods like status reports and informal methods like management by
walking around, providing specific performance feedback both positive and corrective as soon as
possible after an event, dealing firmly and promptly with performance problems and lets people

know what is expected of them and when.

Management competencies based management supports the integration of human resources
planning with busiﬁess planning by allowing organizations to assess the current human resource
capacity based on their management competencies against the capacity needed to achieve the
vision, mission and business goals of the organization. Targeted human resource strategies, plans
and programs to address gaps like hiring and staffing, learning, career develop';nent, and
succession management are then designed developed and implemented to close the gaps. Pearce

& Robinson (1996) noted that, SME:s is said to be competent if its management demonstrates a

good knowledge of the industry in terms bf how to position the enterprise in the market.

o
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Uwonda et al. (2013) revealed that managers in Gulu municipality, Northern Uganda failure to

perform their duties has affected the performance of the SMEs leading to low profitability, low
growth of the SMEs. Bimbona (2008) in a study on SMEs revealed that, manager’s inadequate
skills, knowledge z;nd competencies to coordinate the daily operations. This i1s in Uganda where
enterprise managers have a reputation of being less innovative and keep on selling similar
products and services leading to price wars or cut throat price competition where firms reduce
the price of its products to a lower rate to out compete the competitors producing the similar
products or goods and services. The Study notes that about 30% of adults had ended business in
less than 1 year and that the inadequacy of management competencies of many enterprises is
responsible for their poor quality products and service delivery. This situation is similar in Gulu
Municipality, Gulu District Uganda where a number of SMEs have stopped their operations
mysteriously in the recent years. SMEs require adequate innovation to enable activities to be

cwordinated efficiently and effectively.

SMEs inadequacy of innovation is often considered to part a major obstacle to creativity in
SMEs however previous investigations found in literature scanty work on Management
competencies, innovations as key factors influencing the performance of SMEs within Gulu
Municipality in Gulu District, Uganda. In Uganda, through Enterprisc Uganda, Ministry of
Tourism Trade and Industry in collaboration with the Private Sector Foundation Uganda have
put in place several initiatives to facilitate SMEs performance and promote their @xpansion.
According to the Global Entrepreneurship Monitor Report (2004), over one in every three adult
Ugandan was engaged in some form of business. The report further posits that these businesses
do not live to see their first birthday and for almost every 35% of the SMEs businesses that close,

about 37% start ngw businesses again. As a result of these findings, the report ranked Uganda as

3



. |
the second highest in terms of business startups and ranked Uganda as the country with the

highest business failure rate in the world (GEM Report, 2004).

SMEs performanc;a is a fundamental feature for SMEs survival and sustainability where
performance factors such as innovation have been found to spur business expansion,
technological progress, and wealth creation in both start-up and existing firms hence being a key
aspect of management of an-organization. SME firms that are innovative tend to achieve
organizational vision, missions and goals independently (Lumplin & Dess, 1996). Whereas,
those found to be poor performers, lack innovation, organizational learning, have limited access
to information on market opportunities, unaffordable business development services and lack of
finance, adequate technical and management support services. Keizer et al. (2002) affirmed that
the effects of innovation on SMEs performance are direct and indirect where SMEs found to
ircorporate innovation into their strategies are able to maintain market share, competitive prices
level, and tend to be flexible and durable organization. Uwonda et al. ( 2013) after the research
they carried out in Northern Uganda of which Gulu Municipality is part of it noted that
management of SMEs must be innovative in order to improve its performance in terms of cash

flow management, meeting the needs of the customers, production of quality products.

According to Kasekende and Opondo (2003), despite SMEs importance and improvement in
economic development in Uganda, these economic agents seem to operate in : business
environment characterized by fragmented and incomplete organization structures where an
awareness of the required quality business information, markets, technology, policies,

regulations arid finance is limited yet SMEs are perceived to perform better in innovative ahd
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better organized environments (Okello, 2009). On the other hand, Okumu (2006) asserts that

there is limited innovation among Ugandan SMEs since most of them are characterized by the
copycat syndrome. Okumu (2006) postulates that SMEs in Uganda operate in an environment
which lacks eﬂici;ant, formal organizational systems to address performance and innovative
issues. It is upon this background that the study seeks to analyze the factors influencing the

performance of SMEs with major focus on management competencies and innovation as key

factors.

Gulu Municipality has several SMEs currently in operation however most of them do not have
high capital size as compared to SMEs based in central Uganda, most SMEs in Gulu
Municipality is not experiencing high returns that is attributed to management competencies and
innovations, most of Gulu Municipality SMEs are offering similar products with limited
viariation meaning that they are not greatly innovative to enable them serve the demanding
consumers in the region, this has propelled the study on management competencies, innovations

and performance of SMEs in Gulu Municipality, Uganda.




1.2 Statement of the Problem

Despite of the enormous actual and potential contribution of SMEs to Uganda’s economic and
overall steady growth, the majority of them are making negligible contribution as a result of
achieving low grm;vth in their businesses (Sekyewa, 2009). Poor performance inform of low
growth, low profitability of SMEs in Gulu Municipality is due to lack of relevant knowlgdge
which is a construct of Management competencies in the SMEs (Uwonda et al, 2013) and in the
long run makes SMEs to drop out in business every 5 years at a rate of 25%. Though the SMEs
are making positive contributions to economic growth and development in Uganda the rate of
- failure is also high (Kazooba, 2006). Despite efforts by government to provide support to SMEs
in order to attain performance sustainability through different government programmes, there has
been marginal improvement caused in the performance of SMEs (BoU, 2009). The inadequate
contribution of SMEs in performance may be explained by limited innovation among SMEs
le..ding to stagnated growth and this may be explained by the Management competencies and
inadequate innovation which has deprived them of competitive scope and managerial

capabilities. If this is left unchecked will continue to constrain the economy of Uganda.

Studies have been done in areas such as access to Finance, organizational learning and
performance of SMEs however there is scanty study about SMEs performance with respect to
the management competencies and innovations as an issue having impact on the performance of
SME:s of which this calls for research to be done and it is why i have come up to study ;bout it to
enable the contributions of SMEs in Gulu Municipality to improve greatly resulting to low level

of unemployment since the people would be employed in the sector due to its improvement in

operations.



1.3 Purpose of the Study

The purpose of the study is to analyze the relationship between management competencies,

innovation and the performance of small and medium enterprises in Gulu Municipality in Gulu,

Uganda.
1.4 Objectives of the Study

This study was guided by the following objectives:

i.  To explore the level of management competencies of SMEs in Gulu Municipality.
ii.  To analyze the level of innovation among the SMEs in Gulu Municipality.
iii.  To investigate the relationship between management competencies and innovation

-on the performance of SMEs in Gulu Municipality.

1.5 Research Questions

i. What is the level of management competencies within the SMEs in Gulu
Municipality?

1. What is the level of innovation among SMEs in Gulu Municipality?

1.  What is the relationship between management competencies, innovation on the

SME:s performance in Gulu Municipality?

1.6  Scope of the Study

The scope of this study is discussed under the three facets of content, geographical i;cation of
the study area and time.

This study focused on management competencies, innovations and the performance of SMEs in

Gulu Municipality in Gulu District, Uganda where skills, knowledge, experience that falls under

- the variable of l!lanagement competencies, process based, SMEs products, customer care

9
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formalities that falls under the variable of innovations, profitability, sales growth and market

share of the SMEs that falls under the variable of performance of SMEs in this research is to be

analyzed.

This study was carried out in Gulu Municipality in northern Uganda due to fact that number of
SME:s have since cropped up although they are facing a myriad of challenges. The coordinates of
Gulu Municipality are: 2°46'54.0"N 32°17'57.0"E. The distance from Gulu Municipality to
Kampala, Uganda's capital and largest city, is approximately 340 kilometers (210 miles) by road.

- On 27 August 2014, the national population census put Gulu Municipality population at
152,276.Gulu Municipality was considered for the study because the literature provide
information on the performance of the SMEs but does not focus on post conflict situation like

Gulu Municipality thus the reason why the research study was done in Gulu Municipality.

The study focused on data covering the period 2010-2014 as much as the general design was
cross-sectional in nature. The historical component of the study was to help build up the

understanding of SME performance trend.

1.7 Significance of the Study

The findings are likely to benefit many individuals and institutions as noted below.

The study findings are likely to help the SMEs to enhance the improvement of their services and
products to meet the global required standard since they would be able to deal with issues of
management competencies, innovations as key factors affecting performance of SMEs within
Gulu Municipality, Uganda.

'
10




’
The study may benefit policy makers including the government in formulating useful policies

concerning management competencies, innovations and performance of SMEs within Gulu

Municipality in Gulu District, Uganda.

The study may also help in providing literature on management competencies, innovations
performance of SMEs within Gulu Municipality in Gulu District, Uganda which other
researchers and academicians may use while conducting further studies in this, or related areas of

study.
Further still, the completion of this study will help the researcher attain a Master degree of

Business Administration (MBA) of Gulu University since this a requirement in partial fulfillment

of the requirements for the award of this degree.

1l




1.8. The Conceptual Framework

According to Maghanga (2008), a conceptual framework can be looked at as a theoretical
structure of assumptions, principles, and rules that holds together the ideas comprising a broad
concept. It therefo;e, shows the relationship between the independent and the dependent
variables. In this study, management competencies including the skills, knowledge, experience
that workers will have and innovation was considered as the independent variables (Figure l..l).
The performance of the SMEs is considered as the dependent variable. The performance of
SMEs is characterized by profitability, sales growth and returns on the assets owned by the
- various SMEs. The skills under management competencies to be analyzed includes technical
skills, computer skills, communication skills, innovation is to be measured according to the
following parameters: technology based, behavioral based, product based and customer care.

Figure 1.1: Conceptual Framework

Management Performance of SMEs
Competencies e Profitability
e Skills

e Knowledge —> e Sales growth
e Return on assets

e Experience
\ Innovations

e Products
e Process based

® (Customer care .

Source: Adapted from Odeng Julius (2009), Vinod Kumar and Uma Kumar (2010) and Apollot

Stella (2012).
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In this study skills was operationalized through relevancy, invention, creativity, motivation,

leadership, listening. Knowledge was operationalized by quality of products, record keeping, and
uniqueness in ideas, market research, and attitude. Experience was operationalized by honoring
appointments, self-motivation, and productive use of resources. Customer care operationalization
is done by customer satisfaction, relationship strategy with the customers, repeat purchase, and
quality of after sale services. Process innovation was operationalized by use of internet to deliver
services, design of internet, and merger of flow of work. Process innovation was operationalized
by readiness of commodity, reliability of the services, and access of the products to the
- customers. Entrepreneurial innovation operationalization was done by idea source, new product
niche, autonomy in production units, pioneering technological development. Sales growth was
operationalized by increase in sales, market growth, and purchasing volume. Profitability was
operationalized by profit margin, return on investment, cost of storing inventory, distribution
cost. Market share was operationalized by accommodation of demand variation, machine break

down, poor delivery performance.
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CHAPTER TWO
LITERATURE REVIEW

2.0 Introduction

This chapter reviews the relevant literature, the area of inquiry of this research is cross
disciplinary the literature from each area of management competencies, innovation gnd
performance of SMEs. This section constitutes the Small and medium enterprises, SMEs
contribution to economies, management competencies among SMEs, management competencies
and performance of SMEs, innovation concept among SMEs, measurement of innovation,

- innovation and SMEs performance.

2.1 Small and Medium Enterprises

The role played by SMEs in enhancing growth in market-driven economies has emerged as a
cox:sistent theme in recent literature on economic performance (Akoorie, 1998). The majority of
studies done on SMEs have not agreed on a universally acceptable definitions and criteria for
classifying SMEs. In Uganda the definition of SMEs is defined based on the number of
employees, annual turnover, ownership, value of assets. This study adopted the definition used
by the Ministry of Finance Planning and Economic Development (MoFPED, 2011) and Uganda
Investment Authority (UIA, 2011). According to this definition, a small enterprise is one that
employs a maximum of 50 people with an annual turnover of 360 million Uganda shillings and
total assets of 360 million Uganda shillings. A medium enterprise is an enterprise er?lploying
more than 50 people, turnover of more than 360 million Ugandan Shillings and total assets of

more than 360 million Ugandan Shillings.
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SMEs have played a significant role in economic development, especially in developing

countries (Halabi et al. 2010). They play a critical role in terms of job creation, poverty
reduction, and income generation (Agyei-Mensah, 2011; Nichter and Goldmark, 2009). They
constitute 90% of tl‘le enterprises worldwide and account for 50-60% of employment (UBOS,
2011). In Uganda, they contribute approximately 20% of the national GDP and over 20% of the
labour force income (Emest & Young, 2011). In the UBOS, 2011 report on the Census of
Business Establishments illustrated that 30% of 458,106 enterprises were small and medium

enterprises and the sector employed over 1 million people.

Studies have revealed that in Uganda there is no consistent and harmonized SMEs policy
framework to guide growth and development of the SME sector (UIA, 2011). Inadequate policy
frameworks hinder SMEs from benefiting from existing business incentives, support services and
reluted infrastructural systems. They may lack managerial skills, innovations because of
inadequate representation among active lobby groups like the manufacturing associations and

their participation in associations.

2.2 SMEs Contributions to economies

The importance of SMEs has attracted a lot of attention internationally in past few years due to
their significant contributions to the economies of both the developed and developing countries
(Asiedu, 2006). In Europe, SMEs are the backbone and engine of the European econon?y. In the
European Union, almost 85% of net new jobs from 2002-2010 were created by SMEs (European
Union, 2012; European Commission, 2011; Abouzeedan, 2011; and Muhammad et al, 2010). In
the United States, the effect of globalization on°SMEs has received a lot of attention in

'
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international circles in the past few years. In 2004, SMEs in the U.S.A employed about 25

million people and their gross product was about 20 percent of the gross domestic product of
private industries in the U.S. (Kozlow, 2006; BEA, 2006). In Asia, SMEs are very important for

employment creation and are sources of economic growth and foreign currencies.

In Indonesia, SMEs are valued for their potential to create employment, to generate foreign
currencies through export, and-their potential to grow into larger enterprises (Tumbunan, 2012).
In India, SMEs constitute over 90% of total enterprise in most of the economy, generating the
highest rate of employment growth and account for a major share of industrial production and
exports (Kumar and Sardar, 2011). In Africa, SMEs are efficient and prolific job creators, the
seeds of big businesses, and the fuel of national economic engines. From an economic
perspective, however, SMEs are not just suppliers, but also consumers (Abor and Quartey,
2010). SMEs make up approximately 50% of the gross domestic product, it has higher
production output than large companies, greater capacity to innovate, a more direct impact on

cultural and social issues, and a greater role to play in the future growth of an economy (Belinda,

2011).

In the East African Community (EAC), SMEs play a great role in developing national economy
by alleviating poverty and participating in the global economy. For example, in Kenya SMEs,
make up well over 90% of the country’s private sector. For the government, SMEs are a source
of employment opportunities particularly for the low skilled workers, as well as women and
young people, wealth creation, contribute to stability and generate tax revenues. They also

contribute to local supply and service provision to larger corporations (EAC, 2009). In Uganda,
i
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SMEs are viewed as the engine for growth as they contribute to reduction of poverty through job

creation, paying taxes for national progress and a basis for developing new ideas, contribute to
economic growth and sustainable development (Ssendaula, 2002). Uganda SMEs are vital
drivers of growth, innovation and a source of government revenues that target poverty reduction
(COMSEC, 2011). More so, they account for over 70 percent of the country’s dominant
economic force, employing more man 2.5 million people, constitute 70 to 90 percent of the
private sectors and contributes.over 70% to total GDP (Kakista and Baguma, 2011; Ssempijja,
2011). Reports by UIA, (2011) revealed about 24,505 SMEs, employing over 90% of the private

sector workers and contribute substantially to the provision of basic goods and services. In 2011, |
the small-medium size enterprises contribute 14% to 18% of the total revenue to the government
respectively (Mugabe, 2012). However, the rate at which Uganda’s SMEs are running out of
business, especially due to poor performance stands at 50% annually leaving a lot to be desired
(Kampumure, 2009; and Kiningi, 2007). While Uganda ranks high in the rate of SMEs
establishment and its being among the most entrepreneurial population in Africa, it is among

countries where business failure is most common (Naduda, 2011, Badagawa, 2011).

Studies by Kazoobé, (2006) and Keough, (2002) revealed that a common scenario is that most of
the Uganda businesses never celebrate their first anniversary, over 50% of the newly established
SME:s fight an uphill battle from the start but fail in five years and that less than 4% of small
businesses grow to medium or large firms. Kazooba (2006) as quoted by Okuonzi (2016)
reported that SMEs in Uganda are bedeviled by poor management competencies, thus turning

Uganda into a graveyard of SMEs.
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SMEs form part of other enterprises to contribute greatly to the economies of all other countries,

regardless of their level of development. The sector made a significant contribution to the gross
domestic product (GDP) of Uganda (20%), Kenya (19.5%) and Nigeria (24.5%), (Abanis, 2013).
SMEs form a sigr;iﬁcant part of the Ugandan economy nevertheless they face a number of
problems, including inadequate innovation among the SMEs which is often considered to be the

problem that SMEs faces among others in Uganda (MoFPED, 2008).

SME:s in Uganda employ more than 2.5 million people, constitute up to 90 percent of the private
sector and contribute over 70 percent to total GDP (Ankunda, 2010). According to Uganda
bureau of statistics UBOS (2004), the value of goods and services generated by SMEs was
United States dollar (USD) 1,363,733 million of the total USD 2,360,157 million thus a
contribution of 58%. They employed 2,704,127 people, representing 56% of employment size. In
acdition, they are responsible for human resource and entrepreneurial development, poverty
alleviation and improved quality of life, resource mobilization, business adaptability and
sustainability. This state of affairs agrees with Association of Chartered Certified Accountants

(ACCA), 2006 findings that around 60% of ACCA students and members work for SMEs.

2.3 Management Competencies among SMEs

Kochadai (2012) postulate a set of managerial competencies such as information seeking,
systematic planning, problem solving, goal setting, communication, technical knovﬂedge and
social skills. Hellriegel (2008) stated that managerial competencies are sets of knowledge, skills,
behaviors and attitudes that contribute to personal effectiveness. This is supported by Henderson
(2000) whé defines a competency as a combination of knowledge and skills required to

'
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successfully perform an assignment. Its attainment is evidenced by the ability of an individual to

gather data, process it into useful information, access it and arrive at an appropriate and useful

decision in order to initiate the actions necessary to accomplish the assignment in an acceptable

mannecr.

Odeng (2009) puts it that, management competency as an underlying characteristic of a person
which enables him/her to deliver superior performance in a given job, role, or situation Lenssen
(2006) noted that, defining the managerial competencies required for any particular job role
allows managers and those responsible for their development, to grasp what is required to reach
improved levels of excellence and performance by providing a common framework which
articulates the skills, knowledge and attitudes relevant to successful business practice. The area
of competitiveness, managerial competencies emerge as a basis for competitive edge as these are
widerlying characteristics of a person that have causal relationship with superior performance.
Renee, Dionne, John, Crocker & Dlott (2002), states that, managerial competencies provide a
basis for needs assessments to help programs identify areas for program improvement. They add
that, Performance indicators operationally define each competency and that these performance
indicators identifyi skills, behaviors, or practices that demonstrate the existence of the

competency.

Rychen and Salganik (2003) argued that individuals need a wide range of h'lanagerial
competencies in order to face the complex challenges of today’s world, but it would be of limited
practical value to produce very long lists of everything that they may need to be able to do in
various contexts at some point in their lives. They went ahead and argued that; key management
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competencies are not determined by arbitrary decisions about what personal qualities and

cognitive skills are desirable, but by careful consideration of the psychosocial prerequisites for a
successful life and a well-functioning society. However they observed that though management
competencies are needed to help accomplish collective goals, the selection of key management

competencies needs to some extent to be informed by an understanding of shared values.

According to Association of.Chartered Certified Accountants ACCA (2006), the level of
managerial skill is gauged based on the level of not only education but also natural
administrative talent and practical experience possessed by an enterprise’s managers in the given
business area. Whereas administrative talent is measured using the managers innate managerial
capacity (Aaron & Warren, 2004), the level of education is established basing on the educational
qualification possessed by the manager and employees (Kayongo, 2005). The practical
e» perience, which indicates the level of the SMEs industrial knowledge, is determined in terms
of period of time spent in the business which is usually measured in terms of number of month or
years spent by the SMEs in a given business (Kayongo, 2005). The SMEs is considered to be
competent if its managers are educated in the relevant field of the enterprise’s business and if the

managers have accumulated enough practical experience in the field of operation (Myers, 1997).

According to Okello (2008) SMEs need information on finance, local markets, business
management skills, appropriate technologies, business competitors and security however SMEs
in Gulu municipality are lagging behind in using Information and Communication Technologies
(ICTs), lack of familiarity with changing technology especially the Internet. Although the SMEs
are making a fundamental contribution to Gulu municipality, Northern Uganda, they face serious

¥
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challenges including lack of trained information professionals, appropriate technology to access

electronic information about service delivery to the population of Gulu municiaplity. The
presence of limited skills in finance, market acquisition, business management skills, and poor

internet skills is attributed to management incompetence of the SMEs in Gulu Municipality.

2.4 Management Competencies and Performance of SMEs

Balunywa (2003) stated that, traditionally, SMEs in Uganda do not have requisite managerial
competencies to run certain activities / tasks in their SMEs. Such managerial competencies are a
set of skills, related knowledge, traits and attitudes that allow an individual to perform a task or
an activity wjthin a specific function or job (Raynard, 2001). Senge (2002), noted that, although
the competencies that are required of the members are known, there is evidence that some of the
entrepreneurs that run these SMEs’ are usually poorly educated, have inadequate experience, are
urimaginative and lack business skills and knowledge to perform their work which in turn
affects business performance. Management competencies being the knowledge, skills,
experience, ability, personal characteristics and other worker-based factors, help differentiate

superior performance from average performance under specific circumstances.

Martin & Staines (2008) examined the importance of management competence in SMEs success.
They found out that lack of managerial experience, skills and personal qualities as well as other
factors such as adverse economic conditions, poorly thought out business plans and resource
starvation are found as the main reasons why new firms fail. The distinguishing feature of high

growth and low growth of SMEs is education, training and experience of managers.
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Lyles et al (2004) observed that, managerial competencies as measured by the education of the

founder, managerial experience, entrepreneurial experience, start-up experience and functional
area experience positively impact on new venture performance. Other empirical studies such as
Small bone and “}elter (2001) and Hisrich and Dmovsek (2002) found out that, managerial
competencies as measured by education, managerial experience, start-up experience and

knowledge of the industry positively impact on the performance of new SMEs.

Musoke (2007) argues that management competencies are more important than just knowledge
and skills for the successful performance of complex tasks with a high level of responsibility. He
adds that as far as knowledge and skills are concerned, many people are equal as can be seen
from degrees, diplomas and certificates and work experience and work results. Therefore it is the
employee’s effort, enthusiasm, motivation and the underlying self-image that distinguishes the

s» ccessful employee from the unsuccessful one.

Brophy (2002) revealed that, management competencies provide benchmarks for comparing
actual performance with desired performance. This is supported by Appelbaum (2002) and
O’Reilly (2004) who contend that competent employees’ contribute greatly to the achievement
of SMEs goals. They add that, without competence, employees’ can violate the psychological
contract thus hindering one’s ability to be competent and perform well. SMEs need competent
managers who do not simply respond to change but proactively recognize when achange 1S
necessary, understand the change management process, and foster an environment of
promptness, learning, and strategic anticipation Vinod & Uma (2010). They are able to assess the
change power of endurance, prepare for resistance, gain support for change, involve people in
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decisions that affect them, provide clarity about behavioral expectations, create opportunities to

practice new skills, use the feedback process to monitor implementation, reward and reinforce

both progress and success, and align systems to support the new and desired behaviors (Vinod &

Uma, 2010).

Haskel and Hawkes (2003) found out that, the top SME performers hire workers with skilfs, on
average, an extra qualification level compared to the lower performers. They also found that
higher skill levels support innovation and more sophisticated production processes and were
associated with the production of higher quality products and increased performance. Green

(2003) has also found a strong relationship between different levels of workforce skills and the

sophistication of products.

(Oher research has suggested that a more highly skilled workforce can bring other benefits such
as enhancing company survival. Reid (2000) suggested that a more skilled workforce was related
to a greater commercial orientation and strategic awareness and propensity to innovate to retain
competitive advantage. Rychen and Salganik (2003) argued that coping with today’s challenges
calls for better devélopment of individuals’ abilities to tackle complex mental tasks, going well
beyond the basic reproduction of accumulated knowledge. Key management competencies
involve a mobilization of cognitive and practical skills, creative abilities and other psychosocial
resources such as attitudes, motivation and values. They added that despite the fact that
management competency comprise more than just taught knowledge, competency can itself be

learned within a favorable learning environment.
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According to the National Youth Development Network ('NYDN) journal (2064) core
management competencies are the “demonstrated capacities” that form a foundation for high
quality performance in the workplace, contribute to the mission of the organization. Odeng
(2009) quoted McCielland article on “Testing for competence rather than for intelligence.” where
he summarized a number of studies that showed that aptitude tests, which had traditionally been
used by psychologists to predict performance, did not in-fact predict job performance. He vlvent
ahead and set out to find an alternative to the traditional aptitude and intelligence testing, which

yieldled a deeper measure that he labeled “competenéies.” Which really differentiated

- performance and created success in a job? Odeng (2009) noted that it makes more sense to

recruit or selgct employees with deeply rooted competencies rather than to train them in the short
term. In addition, the more complex the job or role, the more likely it is that the very best
performance is driven by the skilled and knowledgeable employees with enough experience. A
competency-based approach has as its frame of reference the performance of the very best people
in the job. Organizations can improve their overall performance by hiring candidates with these

management competencies.

Odeng (2009) noted that SMEs can design highly targeted programs to develop the essential
competencies that will help their average performers rise to the next level. Identifying deeply
rooted competencies that can most accurately determine high-potential employees requires
expertise and organizational commitment. It is necessary to look beyond basic Skills and
knowledge required to perform an adequate job and into the deeply rooted competencies that is
an individual’s social role, self-image, traits, and motives that can most accurately determine
high-poteritial performers. In addition, an individual’s competencies must fit, or be ableto fit
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through development, those required to achieve outstanding performance in a job. When

organizations make the effort to apply competencies to select and develop individuals for key
roles, they avoid the collateral damage recruiting costs, low morale, dissatisfied customers,
missed opportunities associated with a bad hire and most importantly, they greatly increase the

odds that selected individuals will perform at a very high level and help drive the success of the

company.

Odeng (2009) observed that while earnings generally increase with age, labor market experience,
and education, performance within a job often decreases with age, experience and education.
Better educated workers need to achieve a lower level of productivity before being promoted
than do less well educated workers. Hence, even if productivity were positively correlated with
education we could find that the better educated within a job are, on average, less productive
tban the less well educated workers. Fermilab (2009) noted that employees with relevant
management competencies deliver results by maximizing organizational effectiveness and
sustainability. He however observed that people have the support and tools they need and that the
workforce as a whole has the capacity and diversity to meet current and longer-term
organizational objectives. He emphasized the alignment of people, work, and systems with the
business strategy to harmonize how they work and what they do and that conscientiously assign
performance goals, offer year-round performance feedback, and conduct timely performance

L] L L] ~
discussions and reviews.
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Fermilab (2009) also argued that, for organizations with competent employees engage people,

organizations, and partners in developing goals, executing plans, and delivering results. Mobilize
teams, building momentum to get things done by communicating clearly and consistently,
investing time an;l energy to engage the whole organization. Use negotiation skills and
adaptability to encourage recognition of joint concerns, collaboration, and to influence the
success of outcomes. Follow and lead across boundaries to engage broad-based stakeholders,

partners, and customers in a shared agenda and strategy.

According to Social Care Institute for Success (SCIS) (2006), knowledge awareness
demonstrates knowledge and information relevant to the employees’ role and the value that this
brings to the work they do and to their personal development. This knowledge awareness is
important as it determines the employee’s level of performance in a given task. The important
p-rt of managerial competences is the ability to influence people and motivate them to contribute
beyond expectations (Bolino & Turnley, 2003). Hence managerial competencies are public
rather than private processes in the sense that they are accessible to at least one or more
employees who use them to evaluate their performancc. From a sociological perspective,
managerial competéncies can fully be enhanced through various employee developments in
businesses for the SMEs success in the long run. According to Karns (1998), promotion of
employees in firms is a means of examining the managers’ competencies that are essential for

. . . N
effective job performance and business success.
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2.5 Level of Innovation among SMEs

Innovation is the way of transforming the resources of an enterprise through the creativity of
people into new resources and wealth. Innovation relates to renewal or improvement, with
novelty being a cc;nsequence of this improvement. For an improvement to take place, it is
necessary for people to change the way they make decisions, or make choices outside of their
norm. Schumpeter states that, "innovation changes the values onto which the system is based".
When people change their value system, the old (economic) system will change to make room

for the better one, when that happens, innovation then takes place.

Innovation is “the generation, acceptance, and implementation of new ideas, processes, products,
or services.” ~Sinha (2013), Innovation can be seen as a change in the thought process for doing
something, or the useful application of inventions or discoveries. Following Schumpeter’s
contribution to the scholarly literature on innovation typically distinguish between invention (an
idea made manifest) and innovation (ideas applied successfully in practice). In many fields, such
as the arts, economics and, government policy, something better must be substantially different
to be innovative. In economics the change must increase value, customer value, or producer
value. The goal of innovation is positive change and making something better. Innovation and

the introduction of it lead to increased productivity which is a fundamental source of increasing

wealth in an economy like Uganda.

27

Lt c—— i, <G i, . -

R Y



s
Empirical research and surveys show that innovation leads to new products and services, better

quality, and lower prices (Gamal, Salah, and Elrayyes, 2011; Gupta, 2009) observation of
innovation is that it is the use of knowledge (either existing or new) to create new products or
services or proces;es that can be used for reaping benefits, either economic or otherwise.
According in OECD (2005), innovation is implementation of products or production and
delivery processes with new or significantly improved characteristics thereby creating new
organizational methods in business practices, work place organization, or external relations. An

innovation can be new to the world, but also just new to the firm under analysis.

The core reason for practicing innovation SMEs is to produce SMEs value, that value according
to Gamal et al, can take many different forms, such as incremental improvements to existing
products, the creation of entirely new products and services, or reducing costs, etc. (Gupta
21"09;Gamaler al, 2011). The reason SMEs want to do this is because they want to survive, and to
grow, and in a rapidly changing market the only way to do either is to innovate effectively.
Langdon (2009) observed that throughout history of businesses, it’s clear the effective innovators

have a better chance of surviving, and non-innovators tend not to survive at all.

2.6 Measurement of Innovation

Just as everything that SMEs do which involves the investment of capital and time, innovation
has to be measured. Gamal er al. (2011) observed that innovation measures tend to e index-
oriented composites of the perceived components of innovation (for example EU Innovation
Score Card, Massachusetts Innovation Index, and many other state and country indices) that rank

regions or nations with respect to thelr degree of innovation (Gupta, 2009; Gamal et al, 2011).
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2.7 Innovation and SMEs Performance

Innovation is important in the study of SMEs, it is often synonymous with the output of the
process however focus on the innovation process itself, from the origination of an idea to its
transformation into‘ something useful, to its implementation and on the system within which the
process of innovation unfolds. Innovation is considered a major driver of the economy since it
leads to new product categories or increasing productivity, the factors that lead to innovation are
also considered to be critical to policy makers. In particular, followers of innovation economics
stress using public policy to spur innovation and growth. Those who are directly responsible for
application of inventions are often called pioneers in their field, whether they are individuals or
organizations. When pioneers are followed by many others, the dominant value system may be

-

replaced by the better one. When this happens, innovation has occurred.

There are vast and varied conceptualizations of innovation and innovativeness suggested by
scholars of different disciplines. Some have distinguished innovation from innovativeness while
others have argued for the interchangeable perspective of these two terms (Bates & Khasawneh,
2005). Nevertheless, innovation 1s charactcrized by the organizational actions of adopting and
executing “newness” in arbitrary manner, whereas innovativeness reflects the degree of an
organization’s propensity for doing innovation (Potocan & Mulej, 2009). Basadur & Gelade
(2006) argued that product innovation concept serves as a better methodological approach to
describing the novel characteristics of firms, which is more specific, more focused,vand more
indicative of company’s tendency towards innovation. Sheshimski, Strom and Baumol (2007)
support the notion that product innovation conceptualizes incrementally new products;

moderately innovative products; and genuinely new products.
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Their assertion is further reinforced by Fink & Kraus (200;) who contends thaf product
innovation is associated with newness to the firm, product uniqueness and product superiority.
To realize the newness of product, a firm would pursue innovative imitation of competitors’
products, new proc‘luct invention, and improvement or modification of the existing products
(Katz, 2003). In addition, product innovation also requires acknowledgement of newness from
customers. Kelley (2009) posits that the customer perspective of newness necessitates a chénge
in consumer behavior to accommodate new product usage conditions. On the other hand, the
uniqueness and superiority aspects of product innovation suggest that firms operationalize
incompatible differentiation in product attributes so as to develop competitive advantage difficult

to copy by competitors (Woodside, 2005).

Management competencies and performance of SMEs relation is not a direct one, but is rather
mzdiated by a constellation of other factors like innovation, organizational and environmental
factors whose contingencies have multiple implications for business growth, profitability and
survival (Patient and Naledi, 2015). The literature provides information on the performance of
the SMEs but does not focus on post conflict situation like Gulu Municipality thus the gap in

literature.
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CHAPTER THREE

RESEARCH METHODOLOGY
3.0 Introduction
This chapter presents the research methodology and instruments that was used in conducting the
study. It covers the research design, study population, sample size, data sources, data collection
instruments, measurement of variables, data validity and reliability, data analysis, the limitations

that are likely to be faced during the study, and the ethical consideration to be considered in the

research.

3.1 Research Design

Since the respondents were from different levels and categories, a cross-sectional survey design
which is analytical and descriptive in nature were involved in the selection of the study samples
from an array of SMEs in the service and manufacturing sectors at the same point in time. It was
used to study the relationship between management competencies, innovation and SMEs
performance. It was chosen because it is flexible in enabling the collection of both quantitative
and qualitative data. This design enabled the study to be carried out at a particular time and the
notion of combining quantitative and qualitative data in this research offers the promise of

getting closer to the whole population in a way that a single method study cannot achieve.

. . . . 3 . ~ .
Quantitative data analysis was used to describe the statistics of the scores that described the
current situation and investigated the associations between the study variables using information
gained from the questionnaires. The study design allowed the review of a wide spectrum of

variables relating to management competencies, innovations and the performance of SMEs in

'
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Gulu Municipality where skills, knowledge for management competencies, product based, and

technology based and customer care (behavior), profitability, sales growth and return on assets of

the SMEs for the performance variable.

3.2 Study Population

The institutional population of the study included only SMEs recognized by the local authoﬁties
in Gulu Municipality ranging from Processing industries, Catering & Hotels services, Metal
fabrication facilities, and Hardware & construction firms. The respondent study population
consisted of the SME managers, business owners, and employees of the SMEs, SME's
association chairpersons, District Commercial Officer (DCO), and the Uganda National Chamber

-

of Commerce Director, northern Region.

Table 3.1: Study Units

Divisions in Gulu Municipality

SME Category

Laroo  Layibi Pece Bar-dege
Processing industries 6 14 0 0
Catering & Hotels services 14 11 68 10
Metal fabrication facilities 3 19 2 1
Medical facilities - 8 3 13 4
Hardware & construction firms 11 7 10 0
Total 42 56 93 15

Source: Gulu Municipa] Council, (2015)
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3.3 Sample Size

The Sample size of the study population was 136 however there were 279 respondents for this
study since in each SME there were two respondents the manager or business owner and one
employee involveci actively in production process, Chairperson from each SMEs strata,
Chairperson Uganda chamber of Commerce Gulu and District commercial officer. In the
calculation of the required sample size, the level of precision, level of confidence or risk'and
degree of variability was attained. The level of precision, sometimes called sampling error, is the
range in which the true value of the population was estimated to be. This range is often expressed
in percentage points, (for example. +5 percent).

The confidence or risk level was based on ideas encompassed under the Central Limit Theorem
which provide that when a population is repeatedly sampled, the average value of the attribute
obtained by those samples is equal to the true population value. Furthermore, the values obtained
by these samples are distributed normally about the true value, with some samples having a
higher value and some obtaining a lower score than the true population value. In a normal
distribution, approximately 95% of the sample values are within two standard deviations of the
true population value (mean). The third criterion, the degree of variability in the attributes being

measured, refers to the distribution of attributes in the population.
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The sample size was determined using Yamane, (1967) formula for sample size determination

and a 95% confidence level. The sample for each stratum is to be drawn as shown in Table 3.1
The assumptions is that the sample was representative of the population, the sampling error is
small (5%), the sa‘mple is viable in the context of funds available for the research study,
systematic bias is to be controlled in a better way and results from the sample study is

generalizable.

The study sample constituted 136 SMEs selected out of 206 SMEs as the target population.
Stratified random sampling was used to get the total number of 136 and it was preferred to
ensure that division of the strata. After stratification ,random sampling, for each stratum was
carried out one by one to the last stratum for allowing sample selection using sub-groups in the
sample proportion to the total population. The sample size before stratification was determined

using the formulae below.

N
n=( 1+N(e)2)

Where, N = is the target population,
n= is the sample Size,

e = 1s statistical error (constant)
( 206 206

n=136

n
1+206(0.05)2) 1.515

N
The sample size of 136 study units and a population of about 206 study units were considered.

Convenience or purposive sampling technique was used to select the respondents of Managers,

Proprietors and employees from each SME.
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Table 3.2: Sample Frame for the Study

Category of respondents Number of respondents  Sampling technique

Managers/business owners - 136 Purposive sampling

Simple random

Employees 136 sampling

SME's association chairpersons 5 Purposive sampling
District commercial officer (DCO) 1 Purposive sampling
Chairperson Uganda national

chamber of Commerce, Gulu | 1 Purposive sampling
Total 279

Source: Field Survey, 2015

3.4 Sampling Techniques

The sampling of the SMEs was carried out using simple random sampling. Respondents such as
managers of SMEs, considered to have key information was sampled using purposive sampling,
employees was sampled using simple random sampling, SME's association chairpersons, District
commercial officer (DCO), Uganda national chamber of Commerce(UNCC) considered to have

key information was sampled using purposive sampling.

One manager or one business owner was sampled in each SME because they are considered to
having the required information about the SME organization. One employee was sampled from
each SME and those that were sampled were those who have worked for the gixen SME
organization for at least 6 months since they was considered to have the necessary information
about the SME organization. Five SMEs association chairpersons were considered in the study
since they are considered to have information relevant for the study, the chairpersons was
sampled from each of the five SMEs sector considered for this study. The DCO and the UNCC
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chairperson in Gulu municipality was considered in study in the interview session since they

presented the official position of the District and of UNCC.

3.5 Sampling Proéedures

This study employed stratified random sampling to select respondents for equitable
representation in the sample for the different sub groups. This stratum includes Hardware‘ and
construction SMEs, metal fabrication facilities, processing industries, catering and hotel facilities
and medical facilities. After stratification a simple random sampling was used with each stratum
to select the sample to avoid bias and ensures equal representation of the sub groups in the
sample. The researcher targeted selected SMEs in Gulu Municipality to examine the relationship

between management competencies, innovations and performance of SMEs in Gulu

Municipality.

3.6 Data Sources

Both primary and secondary data were used in this study. Primary data on management
competencies, innovation and the performance of SMEs were obtained through direct contact
with the respondents. Relevant documents such as SMEs reports are considered as secondary
data on the management competencies, innovation and the performance of SMEs concepts was

used to supplement data collected from the primary sources.
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3.6.1 Primary data

Primary data were generated from the field by direct contact with the SMEs management that
constitutes the Managers, employees, proprietors. They were also obtained through the use of
self-administered questionnaires to respondents following systematic and established academic

procedures, as suggested by Nunnally & Bernstein (1994).

3.6.2 Secondary data

Secondary data were obtained through the already existing firms’ literature (data) and any other
literature from company records, journals and financial reports. These data were used since they
are published by reputable institutions, from journals, the intermet and other publications. Some

of the data were attained from the records that the SMEs have in their data base.

3.7 Data Collection methods
The researcher adopted both the qualitative and quantitative methods to collect data so that no
relevant data is missed out. Primary data were collected using questionnaires, interview guide

while secondary data were gathered from existing literature.

3.8 Data Collection Instruments

The data collection instruments used in this study includes questionnaires and interview guide.

~
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3.8.1 Questionnaires

Questionnaires were designed and constituted closed-ended questions. Close-ended questions
were provided since they are simple to administer and analyze. The questionnaire was pre-tested
and validated through providing the questionnaire to selected individuals in SMEs that was not
part of the study. A five-point Likert scale ranging from strongly disagree (1), disagree (2), not
sure (3), agree (4) and strongly agree (5) was adapted and used to measure 92 questions on
management competencies, innovation and performance of SMEs. Questionnaire was considered

since it was able to provide a lot of information required for the study.

3.8.2 Interview Guide

The interview guide was used to enhance clarification of possible ambiguities rclated to
questions asked (Churchill, 1995). The rescarcher cammed out interviews and the data obtained
was comparcd with data from the instruments to ascertain correctness. The interviews were
administered to the SME's association chairpersons, Distnct commercial officer (DCO),
Chairperson Uganda national chamber of Commerce, Gulu because they are considered to be
having the information that is vital for study. The total number of the interviewee was 7 and the
interview was done through going to the office of the interviewee and administering the
interview. The interviewees were considered because they had the required information for the

study.

3.8.3 Measurement of Variables
A five-point Likert scale ranging from strongly disagree (1), disagree (2), not sure (3), agree (4)

and strongly agree (5) was adapted and was used to measure management competencies,
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nnovation and performance of SMEs. The 5 Likert scale was used to measure the constructs

ander Management competencies. innovation and performance of SMEs.

Innovation among .SMES was mecasured basing on Salavou (2004) that considers technology
hased. behavioral based (Customer care) and product based. Performance of SMEs in Gulu
municipality was measured basing on (Erkson. 2002) using sales growth. profitability and
market share. Management competencies were measured in terms of skills like technical skaills,
computer skills. The 5-point Likert scale was adopted to measure the attributcs (constructs) of

management competencies, innovation and performance of the SMEs.

3.9 Validity and Reliability of the Research Instruments

The reliability of the questionnaires was improved through pretesting of pilot samples which was
done through giving the questionnaires for pre-testing respondents to recad. fill and tick the
appropriate areas. This cnabled the re-phrasing of some questions. Furthermore, rehability of the
scales was done wiu, the application of the Cronbach Alpha Cocfficient for the computations so
as to check for the internal consistency of the scales. Cronbach alpha was used to determine the
reliability of data. Polit and Cheryl (2006) noted that Cronbach’s alpha rehability coefficient
normally ranges between 0 and 1. The closer Cronbach’s alpha coefficient is to 1.0 the greater
thc intemal consistency of the items in the scale. George and Mallery (2003) prgvide the
following rules of thumb: “> 0.9 — Excellent, > 0.8 — Good, > 0.7 — Acceptable, > 0.6 —
Questionable, > 0.5 — Poor, and < 0.5 — Unacceptable™. In this study the Cronbach’s alpha

coefficient was 0.723 which is good and the response rate for this study was at 76.7%.
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..9.1 Data processing and analysis
data from the field were compiled, sorted, edited and coded to have the required quality,

iccuracy and completeness. The Statistical Package for Social Sciences (SPSS) version 16 was
1sed for analysis of data collected. Descriptive statistics were used to present the results of the
;ample charactenstics. A correlation analysis was camed out to ascertain the relationship
hetween the vanables which was estimated using the Pearson’s correlation test and regression
analysis. The regression model was considered to establish the extent to which the independent

variables influenced the dependent vanable. Analysis of variance and frequency counts were also

done.

3.9.2 Study limitations and Delimitations

The study was associated with a number of limitations and delimitations. Mitigation of the

limitations was done to an extent that they did not adversely affect the conduction of the research

study or its outcome.

Accessibility to information was a limitation since financial information concemning sales was
considered confidential by the SMEs. This was mitigated by informing the management of SMEs
that this information is purely for academic purpose and in doing so, they were able to allow the

researcher access the necessary data.

Some respondents were unwilling to reveal the required responses to the researcher since they

feared that the rescarcher was spying on them on behalf of the competitors. This was delimited
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yy informing the respondents that information is purely for research findings and the information

evealed by them was to be kept confidential.

In some instances. the attitude of some respondents towards researcher was poor attitude as they
hought that he was a spy of the management of the SMEs. This was delimited by presenting an
introductory letter from Gulu University introducing the researcher to the management of SMEs,

and getting permission to involve the staff in the study.

3.9.3. Ethical considerations

The ethical issues that were considered in this study included the attainment of an introductory
letter that from the Faculty of Business and Development Studies. Gulu University to introduce
the researcher to the leadership and respondents in the study area. This also cnabled to researcher
to get permission from the local leadership and SME management to involve the targeted

respondents in this study.

Informed consent, confidentiality and use of acceptable language were observed in this study, the
issue of informed consent was considered by ensuring that the purpose of the research is properly
explained to the respondents. Confidentiality was guaranteed by not writing down names of
respondents or recording them in voice forms. On the other hand the language to be used at the

time of interview was polite. ~

41



CHAPTER FOUR

PRESENTATION, ANALYSIS AND INTERPRETATION OF FINDINGS

0 Introduction

us chapter comprises of a presentation, analysis and interpretation of findings. The
esentation in this chapter shows the results as tested according to the objectives of the study.
he chapter begins with the sample characteristics of the respondents such as gender, age group,
tucational level, nature of business, the area of operation of the business, period of the business
1 operation, the number of employees, the level of education, amount of capital invested and
ow long the employee had stayed in the business were all presented using frequency
ibulations, later in the chapter, more descriptive were used to present the results of the

espondents response, together with a combination of Pearson Correlation and Regression

\alysis.

i.1 Reliability and response rate

Cronbach Alpha Coefficient for the computations so as to check for the intemnal consistency of
the scales, Cronbach alpha was used to determine the reliability of data and its findings is

indicated in the table 4.1 below, in this study the response rate was at 76.7 percent

~
Table 4.1: Reliability Statistics.
Reliability Statistics
Cronbach's
Alpha N of Items .
123 91
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"he Cronbach Alpha analysis was done and the Cronbach Alpha reliability value gencrated was

).723 which is good and it falls in the area of acceptance and in this study the response rate was

76.7 percent which 1s good.

4.2 Characteristics of respondents

To present sample characteristics, frequency tabulations and frequency distnbutions were used to
indicate variations of respondents based on gender. age group. educational lcvel. business
description, nature of business, period in business and number of employees. The sample

charactenistics were presented basing on the responses from the respondents.

4.2.1 Respondent Category by Gender

Frequency tabulation was used by the researcher to present the gender distribution categories of

th~ respondents. Figure 4.1 below presents the findings:

P
® remale Gender Distribution
32.2%

Male .
67.8%

Figure 4.1: Distribution of Respondents by Gender

Source: Primary data, 2015
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The results from Figure 4.1 show that 67.8 percent of the respondents were male while 32.2
percent were female. From the findings the female respondents were mostly found in the hotel

and catering strata

4.2.2 Respondent categories by age group
Frequency tabulation was used by the researcher to present the age group distribution categories

of the respondents. Figure 4.2 below presented the results of the findings:

m é?ﬁb !! ggnﬂents in Years - w*;\

-

® 32.2%

. J

Figure 4.2: Distribution of Respondents by Age Group

Source: Field Research, 2015

According to the results from figure 4.2, the majority of the respondents of 39.5 percent
belonged to the 30-39 years age group whereas proximately 0.5 percent that was the least
belongéd to the 60 yéars'and above age group. This implies the majority of the respondents had

e

acquired enough experience in doing business which enhanced their business stability and

expertise. The expertise helps the owners to take favorable decision on their management and

innovation affairs in the business.
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4.2.3 Respondent Category by Level of Education

Frequency tabulation was used by the researcher to present the level of education distnbution
categories of the respondents. Figure 4.3 indicates that a majority of the SMEs managers had
certificates, followed by those who had Diplomas, Degrees, and Uganda Certificate of Education
(UCE). Some of the SMEs managers and owners do not have any formal education, others had
reached PLE level while others had Master’s Degree level and least SMEs had managers who
had attained a post graduate. This implied that most of the businesses did not require the

managers to have a higher level of education. The results are presented in table below.

g e I oy

Academic Levels

1

Figure 4.3: Highest Academic Level of Respondents

Source: Field Survey, 2015

"
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4.2.4 Amount of capital invested -
Table 4.2 below indicates that a majority of the SMEs invested between 40 million and above as

compared to those SMEs who had invested 5-9 million. Few SMEs reported to have invested
between 20-39 million and 30-39 million. The least SMEs invested between 30-39 million. Table

4.2 which show the amount of capital that was invested by these SMEs. The results of the
| findings are in Table 4.2 below.

Table 4.2: Amount of money that has been invested in the business

Amount of money that has been invested in the business |

Cumulative
Frequency Percent Percent
Valid 5-9 Million 56 26.2 26.2
~10-19 Million 43 20.1 46.3 ‘
20-29 Million 18 8.4 54.7
30-39 Million 11 5.1 59.8
40 Million and above 86 40.2 100.0

- Total 214 100.0

Source: Field Research, 2015

§ v
/

4.2.5 Number of employees employed in the Business |

P, \

Figure 4.4 below indicates that, many of the SMEs employed 5-10 workers followed by those
SMEs who employed between 10-19 workers. Few SMEs employed 50 and above workers

which catered for 2.8 percent. This implies that a majority of the SMEs surveyed were small in

size. The results are shov:n in Figure 4. 4 below:
'
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50 & above

- s e <

1-4 workers

-~ 10-19 workers
(35.0%)

5-9 workers

Figure 4.4: Number of Employees Employed in the businesses

Source: Primary Data 2015

4.2.6 Division of operation
From the questionnaires dispatched the findings indicates that majority of the business are

operational in Pece division and Bar-dege has the fewest number of operational business. The results
N

are shown in figure 4.5
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Location of the Business '

- 41.6%

@ 318%

8 178%

Figure 4.5: Location of the business in Gulu Municipality

Source: Field Research, 2015

4.2.7 Period of existence in the business

SME respondents were required to indicate the number of ycars they had been in this business.
Most of the SME respondents had been in the business for two and above years which was an
indication of expen. nce in doing business and being able to understand how the business runs.

These results are shown in Figure 4 6 below:
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Figure 4.6: Duration of Operation of the Business

Source: Field Survey, 2015

4.2.8 Nature of Business
Frequency tabulation was used by the researcher to present the nature of business distribution in the

divisions in Gulu Municipality. Table 4.3 below presents the results:
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Table 4.3: Nature of the Business

Nature of the Business

a Cumulative
Frequency Percent Percent

Valid  Metal fabncation 36 16.8 16.8
Medical facilities 41 19.2 36.0
Catering and Hotel facilities 92 43.0 79.0
Processing industnes 27 12.6 91.6
Others k. 9 92.5
Hardware and construction

16 7.5 100.0

firms
Total 214 100.0

The results from table 4.2 above showed that 43 percent of the SMEs were dealing in catering and
hotel business, 12.6 percent of the SMEs were dealing in Processing industrics, 16.8 percent of the
SMEs were dealing in Metal fabrication, 19.2 percent were dealing in medical facilities, 7.5 percent

of the SMEs were dealing in hardware and constriction firms while 0.9 percent of the SMEs were

operating other form of business.

4.3 Level of Management Competencies among the SMEs

Source: Ficld Research, 2015

The first objective was to establish the level of management competencies of SMEs in Gulu

municipality. The findings are as presented below under skills. knowledge, and experience

subsections
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4.3.1 Skills of SMEs in Gulu Municipality

To assess the skills of SMEs, the response from the respondents were attained and the Likert
scale was used to rate their responses to the statements passed to them, the findings were as
presented in table 44

Table 4.4 Summary Results on Skills as a Management Competence

I [ possess relevant skills to enable me perform
at a high capacity 2.3 5.6 7.9 33 56.5 322  88.7

2 [ have skills train my employees to acquire the

necessary skills needed to perform their duties. 0 6.4 6.4 4.7 54.2 35 89.2
3 Ihave the skill to invent new ways of doing my

business. 0 1.9 1.9 6.1 542 379 92.1
4 |am creative in doing my business and like

sharing ideas with my fellow entrepreneurs 0.9 1.8 2.7 4.2 56.5 364 92.9
5 I am self-motivated and committed to my

business 0 2.3 2.3 0 50 47.7 97.7
® I use various techniques/skills of out

competing my rivals 1) 0.9 4.2 8.4 654 219 87.3
7 I possess management skills and these have

enabled my business to survive. 0.9 4.7 5.6 5.6 584 304 88.8

8 [ have the skill to display leadership qualities
which guide employees in achieving the set

goals 0 1.9 7.9 8.9 509 322 83.1

9 1 have the skill to know what I am good at and
what my weaknesses are 1.9 4.2 6.1 13.1 514 294 80.8

10 Tam in a position of training my employees in
skill development 1.9 10.3 12.2 9.8 327 453 78.0

11 T have the listen skills to customer complaints
in the business. 2.8 3.7 6.5 3.1 444 453 89.7
12° | possess computer skills. 4.7 243 29 0.9 49.5 206  70.1
B Average 1.6 6.2 7.7 5.7 520 345 86.5

Source: Primary Data, 2015 ~
The response to the question on skills as a management competencies construct noted that
average affirmative response, which is combining the ‘agree’ and ‘strongly agree’ responses was

86.5 percent, with 7.7 percent being opposed-to the statements and 5.7 percent not being sure,

this averages were' the general finding on all the statements on skills above. Response to the

51



question about self-motivation and commitment to business indicated 97.7 percent affirmative

response and concerning possession of computer skills indicated 70.1 percent affirmative
response.

The interviewees néted that the SMEs possesses the skills required to operate the vanious SMEs
strata 1n this study of which it is in line with the research findings that indicated 86.5 percent
affirmative response unlike the 7.7 percent non affirmative response however in the interviewees
said “Most of the current employees are were trained in schools to weld and manufacture light
equipment not equipment like ships. hcavy construction products™ meaning that the employees in

the SMEs in Gulu Municipality cannot manufacture ships thus they have limited skills.

4.3.2 Level of Knowledge among the SMEs

To assess the knowledge level among the SMEs, the response from the respondents were
attained and the Likert scale was used to rate their responses to the statements passed to them,

the findings were as presented in table 4.5.
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Table 4.5: Summary Results on Knowledge as a Management Competence

I | I hav noege to produc quafi[ty goods at a

cheap price. 00 93 93 103 421 383 804
2 | have the knowledge to keep records of all the

transactions made. 0.0 65 65 51 458 425 883
3 | provide mutual support and mentoring

environment to my employees 00 09 09 112 61.7 252 869

1 I have the knowledge to keep myself update with

the requirements needed to perform my duties.
00 09 09 98 612 280 89.2

5 I have the knowledge of the ways to out compete

my rivals 09 09 1.8 84 603 294 89.7
6 [ have the knowledge of maintaining positive

attitude towards my work 09 09 1.8 S1 467 463 93
7 [ have the knowledge on ways to give others an

opportunity to perform similar duties 09 00 09 56 687 243 93
8 [ have the knowledge to develnp unique 1deas 19 1.8 3.7 14 542 28.0 82.2

I have the knowledge to display leadership
qualities which guide employees 1n achieving the

set goals 0.0 00 0.0 42 631 327 958
10 [ know what | am good at and what my weaknesses

are 09 09 1.8 61 509 402 911
11 Iam able to conduct a market research related to

the business 19 33 §2 98 542 327 86.9
2 Tam orniented to my business growth. 19 51 79 37 551 341 89.2

13 [Iraise enough funds to provide working equipment

for my employees. 09 103 11.2 107 489 294 783
14 [ have the knowledge to organize and utilize my

time as efficic~tly as possible to do business work 57 28 55 56 579 308 88.7

15 T have the knowledge to establish and maintain

good working relationships with my customers 0.0 00 00 19 4911 491 98.2

16 I have the knowledge to listen to customer
complaints in the business. 0.0 00 0.0 00 55.6 444 100
Average 0.8 2.7 3.5 7.0 54.7 34.7 894

Source: Field Research, 2015
The average affirmative response. which is combining the ‘agree’ and ‘strongly agree’ responses
was 89.4 percent, with 3.5 percent being opposed to the statements on experience and 7.0 percent

not being sure. Response about knowledge to establish and maintain good working relationships
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and the s aiso have the knosledee about the cumrent market condition,

$.3.3 1evel Fxperience among the SMEs

L tamers andicated 9% 2 percent affirmative response and funds to provide working

Cneted that 2 emplovees of the SMEsS have knowledge while carmyving out their
¢ oy on the process of preduction since thes are oniented to thair business growth, they have

e of hdening to the customers, thes have knowdedge about the products they produce

[0 asartas the experience Tevel amony the SNME S the respense trom the respondents were attainced

and the Taikert scale s uscd to rate their responsas to the statements passed to them. the

findhing~ vere as pn'wm«,‘«l in tablc 16

Fable 4.6: Summary Results on Fyperience as a Management Competence

SD D NS A SA
S/N Statement () @ _(1+2) 3) @ () __(¢H)

| [ havo the experienee of homonmg me higanae s

commitments nd appoimtments noo 00 0o 1 S5 374 93.9
’ [come early for work and leave late atrer

yecomphishing all the tasks 00 S S 28 421 500 92.1
} I have the expenience of using available funds o

make more profits and become more productine nn 37 37 2R8 636 299 93.5
! I have the experience of taking independent and

myv own decision without consulting any one 0.0 206 206 131 495 168 66.3
S I have the experience of <clf-motivation and ‘

commitment to my business nno 28K 28 42 533 1397 93.0
6 [ have the experience of keeping my word at all

times. 0o 23 23 98 631 248 87.9

Average 00 58 58 65 547 331 878

Source: Field Survey, 2015
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Average affirmative response of 87.& percent of the respondents indicated affirmative response
to the statements on experience as a management competence were correct. 6.5 percent were not
sure and S8 percent disagreed or were non affirmative. Response about the cxpenence of
honoring business commitments and appointments. experience of using available funds to make
more protits and become more productive indicated more than 93 percent affirmative response
however the response to the experience of taking indcpendent and own decision without

consulting any on¢ indicated 663 percent affirmative response.

Intervicwees said that “emplovees of the SMES have cxperience of carrving out the various
activities” in the SMEs of which it 151n line with the rescarch tindings that indicates 87.8 percent

affirmative response unlike the S X percent non affirmatin e response.

4.4 I.cevel of Innovation among the SMEs
The second objective was to estabhish the level of innovation of SMEs in Gulu municipality. The
findings arc as preseraed below under customer care. product innovation. process innovation and

cntreprencurial innovation.

4.4.1 Customer Care
To assess the customer care level among the SMEs. the response from the respondents were
~

attained and the Likert scale was used to the statements passed to them, the findings were as

presented in table 4.7.
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Table 4.7: Summary Results on Customer care.

- ————— P
[T 2

x
£ gk

| My/our customers are satisfied with my/our
products/services 0.0 0.9 0.9 89 54.2 36 90.2
2 My’our customers are happy with the superior
value of my/our products/services relative to
my/our competitors 0.9 0.0 09 121 579 29 869
3 My/our customers are happy with my/our long
term customer relationships strategy 00 09 09 93 617 28 89.7
4 /'We often receive complementary phone
calls/letters about my/our products/services 00 117 11.7 89 444 35 794
5 My’our customers promote my/our product/services
by word of mouth 0.0 1.9 1.9 3.7 696 248 944
6 [/we have more repeat purchases for my’our
products/services 3.7 5.6 23 89 S53.7 28 81.7
7 My/our customer response time is good in my/our
company 0.9 4.7 56 257 458 229 68.7
8 My/our customer complaints are addressed in time
at my/our company 33 7.5 108 42 505 346 85.1
9 On-time deliveries are made in my/our company _
0.0 1.9 1.9 112 542 327 869
10  My/our company puts emphasis on provision of
quality after sales services 14 107 121 42 542 294 83.6
Average 1.0 4.6 5.6 9.7 54.6 30.0 84.7

Source: Field Research, 2015
Average of 84.7 percent of the respondents indicated in affirmative that the statements on
customer care as the iusovation constructs were correct, 9.7 percent were not sure and 5.6
percent disagreed or were non affirmative. Response about customers being satisfied with
products/services and customers promoting product/services by word of mouth, more than 90
percent affirmative response however the response concerning customer response time in the

company indicated 68.7 percent affirmative response.
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lFable 4.7: Summary Results on C ustomer care.

SD D NS A SA
S/N  Statement o @ d+2) ) d) ) @4+
| W s e e 2 sl w0 e r
=F b, r g b 0.9 N4 = 16 90.2
v f 1 LT '.: . i }: ~ l;\- %
1 g g 2 3 G B - r I Il
e ; 09 120 <Ta 20 869
s ’ y O oo T T B g o
— ¥ booopr = ) IRy 09 R ~] T N 89.7
l ) - w PR ;\ b - :— -~
| [ 12 eugd (0 e o r . e = 11.° w9 334 s 79.4
=l W7 pNtoror }r To! IREE | i kU K
L.oF TG ik b [ 1.9 Dl HhI A 24N 94.4
. | 3 Bl s 72 gt o ¥y . y
evfrafipe T4 L") - % K IR x4 . T ON 81.7
\1 Y ST I UERASTIR (I SR QIS o tir . ’ r
ITeREe i 17 S.6 o8 Is N ALY 6R8.7
w \1 oar | o T ' " ’ i is V osae i
Pt N SRl . 10.8 . S S ok 8801
) "r] Py ’ ,1 MR ¢ ‘: - T
SR i 1.9 . <d A 86.9
ll’ \1 Cor y "y it :-w
vl e v R T DA 12 %42 Mo Rl
\rvirace 1.0 4.6 S.6 9~ f4.6 0.0 84.7
Nonrce: Faeld Research, 2018
L S RS S ST R N BTRY B T O N (LN A ithirenatis e that statements on
o hea e o vt | RIS D RN el f g 1 \ Correet, T poreent weere noet suarg and S 6
perecnt Jdisavrecd o owere non athirmat o <sponsce abhogt customers beime <atisfied woth

products services and customers promoting prodiet <ervices by word of month. more than 90
percent attirmative response however the FESPONSe concerning aastomer response time in the

company indicated 687 pereent atfirmatine response
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The interviewees said “SMEs m Gulu Municipality provides good customer care to the various

customers” although the rate vanes from one sector to another of which this 1s in line with the

rescarch findings that indicates %4.7 percent affirmative response unlike the 5.6 percent non

affirmative response however the interviewees also said “illiterate SMEs owners have poor

CUStomer care’

4.4.2 Process Innovation

To assess the process innovation level among the SMEs. the response from the respondents were

attained and the Likert scale was used to use the Likert scale to rate their responscs to the

statements passed to them. the tindings were as presented in table 4.8,

Table 4.8: Summary Results on process innovation as Innovation constructs

SD D NS A SA
S/N Statement B (1 Q) 1+2) 3 @ (5) (4+5)
] We do use the internet to dehiver our
—— 178 S0 683 47 17R 93 271
h We change the low of work by merging )
certamn actvities X4 A0.R 39.2 11.2 379 11.7 49.6
3 We desigir the internet to deliver onr
T — 276 344 72 6] 173 47 22
i We change the tlow of work by
eliminating certain activities 9 145 224 224 416 135 S5
S We redesign the flow of work by the use )
of information commumication technoiogy A 2295 1.7 316 271 587
- Average 13.8 324 463 11.2 29.2 133 425

Source: P}imary Data, 2015
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Average of 425 percent of the respondents indicated in affirmative that the statements on
process INnovation as mnovation construct were correct. 11.2 percent were not sure and 46.3
percent disagreed or were non affirmative. Response about redesigning the tlow of work with the
use of information communication technology rccorded S8.7 percent affirmative response

however the response about designing the intemnet to deliver our services indicated 22 percent

affirmative response.

The interviewees said “the hotel and catening strata of the SMEs in Gulu Municipality uscs
internct to dehiver services™ while carrving out their activitiecs however Mectal fabrication strata
in Gulu Municipality docs not use interncet. does not design internet products for service delivery

in the process of production of which 1it’s in line with the research findings

4.4.3 Product Innovation

Fo assess the product innovation level among the SMES the response from the respondents were
attamed and the T ikere scale was used to rate their responsces to the statements passed to them.

the findings were as presented in table 4.9
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[able 4.9 Summary Results on product innovation as Innovation

B SD D NS A SA
S/N Statement S M @) ((+2) 3 @ (5) _ (3+5)
T A T i . .
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percent Chacrecd or vere non attirmiatn - Pospore abont the products and services offered
home accessble to cnstomers recordad x0T poreent atfirmatine responsce however the to the
provaston of prodnct or ervice wath oniy the elements sought by the user group and removing
hich cost elements indicated 65 7 percent affirmatis ¢ response  The interviewees noted that the
SMES products m Guilu Mamapahity are readily avarlable for the customers of which it affirms

the 27 percent affirmatine response in the study



4.4.3 Level of Entreprencurial Innovation among the SMEs

To assess the entreprencurial innovation level among the SMEs, the response from the

respondents were attained and the [Likert scale was used to rate their responses to the statements

passed to them. the findings were as presented 1n table 4.10.

Table 4.10: Summary Results on entrepreneur innovatien as Innovation construct

” . Statement SD . NS A SA (4¥5)°
U R B __ 3 1+2) 3 @ &) .
l It ‘#as m~ ouridea to start the business 1510) 192 34.2 3% 130 196 62.6
: [ we ke doing something new to get new
customers 23 0 103 5.6 £37 204 84.1
3 . we are never entirely happy with the way
in which things are done 9 192 211 173 402 21.8 61.7
4 [f one approach to a problem does not
work. [ we think of another approach 00 11 33 6.5 682220  90.2
5 I we find new niches for productsin
current markets 00 238 238  14°% 40,2 21.5 61.7
6 I we enter nexn businesses by offering new
lines and products 09 176 145 11 491 224 72.5
7 It was my our 1dea that the company s
spending on new product development
activities 1s increased A~ S 10 3 16.8 10 2 S6] 16 8 72.9
8 [t was mv onridea that the number of new
products ar2 added by the compant s 107 13 10.3 00 266 76.6
9 It was my curidea that there s company
emphasis on technological innovatien _ _ _ ~
3 ~4 124 117 491 271 76.2
0 It was my ouride - that there 1s compan:
emphasis on proneering technalogical
developments in the companv 1 9 196  21.8 159 N2 224 62.6
I ['we caused the high percent ot roverie
generated trom producis that did net =vast
three vears earlier 2] 14191 178 39.7 234 63.1
12 [t was myv our 1dea to reorganize nnits and
divisions to increase innovation RO 15 183 131 453 233 68.6
I3 It was mv our idea to coordinate acthivines
among units to enhance company
Innovation 2R 159 187 11.2 50.5 19.6 70.1
14 It was my our idea to increase the
autonomy of ditfferent units to enhance
their innovation 24 126 150 121 47.7 25.2 129
e [t was myv our idea to establish procedures
_ ____ _toexamine new innovationideas 5] 140 191 17.8 39.7 234 63.1
Average 3.6 138 174 12 47.5 23.1 70.6

Source: Field Survey, 2015
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Average of 70.6 percent of the respondents indicated in affirnative that the statements on
entreprencurial innovation as mnovation construct were correct, 12 percent of the respondents
were not sure and |17.4 percent disagreed or were non affirmative. Response about one approach
to a problem not working and thinking of another approach recorded 90.2 percent affirmative
response however the responsc to the 1ssue that we are never entircly happy with the way in

which things arc done and finding new niches for products in currcnt markets indicated 61.7

percent affirmative response.

The intcrviewees said “the employers in Gulu Municipality SMEs gives orders and instructions
to the employees how production is to be done thus leaving little room for innovativeness of the
employees™, this due to the fact that most of the SMEs is Gulu Municipality are operated by
people who did not conceptualizc the idcas thus receiving instructions from the initiators. This is
in line with the findings that showed affirmativc of 62.6 percent on the question “was it your idca

to start the business™

4.5 Level of Performance among the SMEs
The third objective was to establish the relationship between management competencies and
innovation on the performance of SMEs in Gulu municipality. The findings are as presented

below under sales growth, profitability and market share.
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4.5.1 Level of Sales Growth among the SMEs s

To assess the sales growth level among the SMEs, the response from the respondents were
attained and the Likert scale was used to rate their responses to the statements passed to them,
the findings were as presented in table 4.11

Table 4.11: Summary Results on Sales growth as SMEs performance.

Py T PTOwT, L oe e N
: SR e B e A3 e g

. ? O ’_": 1 ?‘ i

J.

: v
Ta o P ) bis Y o~ e
R ':_..‘ NV o it _J'.\:v,_. m P
; P S SR a & e ® =

[ Gl ¢ : . pnitoch byt s

My/our sales volume have increased

2 In addition to my/our old customers, there
is increased demand for products from
customers who never bought from me/us

betare 28 47 75 150 495 28 715
3 My/our customers have increased on their

purchasing volumes 14 178 19.2 33 50 27.6 77.6
1 In relation to the resources committed.

my/our overall market performance has

improved 33 159 19.2 56 453 299 15.2

5  Over the last 3 years I'we have had
remarkable market growth for the company 136 136 272 481 238 0.9 24.7

Average 46 138 184 144 438 235 67.2
Source: Field Research, 2015

Avcrage of 67.2 percent of the respondents indicated in affirmative that the statements on sales
growth as performan: = of SMEs construct were correct, 14.4 percent of the respondents were not
sure and 18.4 percent disagreed or were non affirmative. Response about increase in sales volume
recorded 81.7 percent affirmative response however the response concerning remarkable market
growth for the company in the last 3 years indicated 24.7 percent affirmative response.
~

The interviewee noted that there is “general increase in sales of the SMEs due to increase
demand of the SMEs products in  Gulu Municipality” this is in line with the study that shows
67.2 percent increase in sales of the SMEs in Gulu Municipality unlike the non affirmative

response of 18.4 percent.
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1.5.2 Level of Profitability among the SMEs ’
['o assess the profitability level of the SMEs, the response from the respondents were attained

and the Likert scale was used to rate their responses to the statements passed to them, the

findings were as presented in table 4.12 below:

Table 4.12: Summary Results on profitability as SMEs performance construct

] The financial position of my/our firm

has improved over the last 3 years 19 187 206 98 407 29 69.7
2 Over the last 3 years the profit margins

of my/our firm have increased 23 187 210 112 463 215 67.8
3 The revenue of my/our firm has

increased over the last 3 years 19 75 94 145 505 25.7 76.2
4 The return on investments in my/our

company is good 154 75 229 533 213 23 23.6
5 In my/our company the total cost of

distribution, including transportation
and handling costs is low compared to

competitors 136 388 524 178 201 98 29.9
6 In my/our company the total cost of

manufacturing, including labor,

maintenance and re-work costs is low 178 332 510 168 262 6 32.2
7 In myr company the costs

associated with held inventory arelow  11.2 39.7 509 18.7 257 4.7 30.4

Average 9.2 234 326 203 330 141 47.1
Source: Primary Data, 2015
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Average of 47.1 percent of the respondents indicated in affirmpative that the statements on
profitability as SMEs performance constructs were correct, on average 20.3 percent were not
sure and 32.6 percent of the respondents disagreed or were non affirmative. Response to increase
in revenue in the last 3 years indicated 76.2 percent affirmative response however the response to
return on investments in the business being good indicated 23.6 percent affirative response.
Interviewee that there is “increase in profitability of the SMEs in the last 5 years due to increase
in demand of the services offered by the SMEs due to the existence of relative peace in Gulu
Municipality” this is in line with the study that shows 76.2 percent of the respondents noted there

is increase in revenue of the SMEs.

4.5.3 Market Share of the SMEs

To assess the market share of the SMEs. the response from the respondents were attained and the
Likert scale was used to rate their responses to the statements passed to them, the findings were

as presented in table 4.13:

Table 4.13: Summary Results on Market share as performance construct on SMEs

IR 7 T S D
R

A gt 2% ur ot
o i\.‘g&) ‘ st m _.}3«4 “‘i‘f‘ A ,,g I Ug + 0 g

I My/our company has the ablhty to

respond to and accommodate demand

variations in the market 103 178 28.1 84 50 126  62.6
2 My/our company has the ability to

respond to and accommodate poor

manufacturing performance i.e. machine

breakdowns 93 173 26.6 196 46.7 7 53.7
3 My/our company has the ability to ~
respond to and accommodate periods of
poor supplier performance 6.5 234 299 145 40.7 15 NS.7
Average 87 195 282 142 458 115 5713

Source: Field Research, 2015



Average of 57.3 percent of the respondents indicated in affirmative that the statements on market
share as SMEs performance construct were correct. Response concerning the ability to respond
to and accommodate demand variations in the market indicated 62.6 percent affirmative
response however the response about the business having the ability to respond to and
accommodate poor manufacturing performance inform of machine breakdown indicated 53,7
percent affirmative response. During the course of the use of the interview guide as an
instrument, the interviewee noted that there is “general increasc in market share of the SMEs due
to increase number of visitors (customers) in Gulu Municipality who all need products from the
SMEs in Gulu Municipality™ this is in line with the study that shows 57.3 percent increasc in

revenue of the SMEs in Gulu Municipality.

4.6 The Relationship between the Study Variables

4.6.1 Correlation Analysis

In this section. the results arising from the Pearson’s Correlation Test are discussed. Correlation
is a techmque for investigating the rclationship between two quantitative, continuous vanables in
which the Pearson's correlation cocfficient (r) i1s a measure of the strength of the association
between the two variables. The Pearson's r can range from -1 to | where -1 indicates a perfect
negative lincar relationship between vanables. an r of 0 indicates no linear relationship between
vanables, and an r of | indicates a perfect positive relationship between vanables. To invcstigatf
the relationship among the constructs a Zero-order correlation table was generated. The Pearson
correlation coefficient (r) was employed to cstablish the level, relationship between management

competencies, innovation and performance of SMEs performance.



Average of 57.3 percent of the respondents indicated in affirmative that the statements on market
share as SMEs performance construct were correct. Response conceming the ability to respond
to and accommodate demand vanations in the market indicated 62.6 percent affirmative
response however the response about the business having the ability tc respond to and
accommaodate poor manufacturing performance inform of machine breakdown indicated 53,7
percent affirmative response. Dunng the course of the use of the interview guide as an
instrument. the interviewee noted that there 1s “general increase in market share of the SMEs due
to increase number of visitors (customers) in Gulu Municipality who all need products from the
SMEs in Gulu Municipality™ this is 1n line with the study that shows 57.3 percent increase in

revenue of the SMEs in Guiu Municipality

4.6 The Relationship hetween the Study Variables

4.6.1 Correlation Analysis

In this section, the results arising from the Pearson’s Correlation Test are discussed. Correlation
I1s a technique for investigating the relationship between two quantitative. continuous variables in
which the Pearson's correlation coefficient (r) is a measure of the strength of the association
between the two variables. The Pearson's r can range from -1 to 1 where -1 indicates a perfect
negative linear relationship between vanables. an r of 0 indicates no linear relationship between
vanables. and an r of | indicates a perfect positive relationship between variables. To in\:‘estigate
the relationship among the constructs a Zero-order correlation table was generated. The Pearson

corrclation coefficient (r) was employed to establish the level, relationship between management

competencies, innovation and performance of SMEs performance.
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From Table 4.14 (the correlation results on skills as a management competency), it was

established that most of the variables either had a weak or no correlation between them. It is only
the variable concemning training employees in skill development that was strongly correlated to

the possession of relevant skills for high capacity performance, r (212) =.514, p<0.01.



From Table 4.14 (the correlation results on skills as a management competency), it was

established that most of the vanables either had a weak or no correlation between them. It is only
the vanable concerning training employees in skill development that was strongly correlated to

the possession of relevant skills for high capacity performance, r (212) = 514, p < 0.01.



Table 4.14: Correlations analysis table

[ - ' ! l [Enu:pﬁmjﬁ
- Customer | Process Product unal | Sales
' . 1 Skills Knowledge | profitability Lemerience care innovation | innovation | innovation | growth
Skills Pearson Correlation 1 | r
Sig. (2-tailed) I 3
N 214 |‘
K?ow!edge Pearson Correlation 721(*") 1 |
Sig. (2-tailed) 000 ;
N 214 214 | |
Profitability Pearson Correlation 195(**) - 330(**) 1 '
Sig. (2-tailed) 004 | 000 ? |
N 214 214 214 |
Experience Pearson Correlation 343(**) | 630(*") 426(**) 1 '
Sig. (2-tailed) 000 | 000 000 |
N 214 214 214 214
Customer Pearson Correlation 663("") 714(™) 348(**) 481(**) 1
Sig. (2-tailed) 000 ! 000 000 000
N 214 214 214 214 214
?rocosg Pearson Correlation 189(**) | .249(*") .305(**) L93(*") 343(°°) 1
RiREEE Sig. (2-tailed) 006 000 000 | 000 000
N 214 214 214 214 214 214
Product Pearson Correlation 562(**) |  .675("") A1) .459(*) 663("*) 352(**) 1
Innovation Sig. (2-tailed) 000 000 106 | 000 000 000
N 214 214 214 214 214 214 214
gntreprpneuﬂql Pearson Correlation 512(**) S579(**) .260("*) | 545(**) 600(**) 421(**) .560(**) 1
KINOVSION Sig. (2-tailed) 000 000 000 000 000 000 000
N 214 214 214 214 214 214 214 214
Sales growth Pearson Correlation A72(%) 331(*) 682(*") 547(**) 429(**) .263("") .259(**) 458(**) 1
Sig. (2-tailed) 012 .000 .000 .000 .000 .000 .000 .000
N 214 214 214 214 214 214 214 214 214
Market share Pearson Correlation 337(*) 502(**) 347(") .536("*) 541(**) 311(*) .361(**) 584("*) A447(%*)
Sig. (2-tailed) .000 .000 .000 000 .000 .000 .000 .000 .000
| N b | 214 214 | 214 | 214 214 214 214 214 214

** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).
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To establish the relationship between the study variables (Management competencies, innovation)
and SMEs performance, Pearson correlation coefficients were generated with the use of SPSS

version 16. The correlations revealed the level of strength and significance of the relationships

between the study variables and the independent varniables.

Results indicate a positive and significant relationship between Management Competencies
constructs and the Performance of SMEs constructs. For instance sales growth and expenence

shows a positive relationship at (.547, p<.01), knowledge and market share shows a positive

relationship at (.502, p<.01) as shown in table 4.13 above. This implies that SME require high

levels of management competencics in order to perform well however this result shows that its
level of management competencies 1s not to the pcak. However in the study it was also noted that
skills and sales growth had weak relationship at (.172, p<.01) which means that in the SMEs in
Gulu Municipality 1t docs not mean if you have the skills then the sales growth will be high,

other factors are there that influences sales.

On the level of Innovations among the SMEs in Gulu Municipality Correlation results indicated
a significant positive relationship between innovation and SMEs performance. This was also true
for the relationships between the dimensions of innovation; customer care (r = .663, p<.01),
process innovation (r = .305, p<.01), product innovation (r = .361, p<.01) and entrepreneur
innovation (r = .584, p<.01) and SMEs performance. This suggests that when SMEs haxe good
customer care, process innovation, product innovation and entrepreneur’s innovation, this would
have positive influence on the sales growth, probability and market share of the SMEs. Product

nnovation and profitability indicated a weak relationship at (r = .111, p<.01), entrepreneurial
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innovation and profitability indicated a acak relationship at (r = .260, p<.01). This suggests that
when SMEs have good product innovation and entrepreneur’s innovation it not a guarantec that
there will be positive influence on the performance of the SMEs.

In this study customer care and process innovation indicated a weak relationship (r = 249,
p~.01). In this study skills and process innovation indicated a very weak relationship (r = 189,
p< 01). This due to the fact most of the SMEs in this study did not engage in processing
products. do not use intemnet. do not redesign internet to deliver services and their responsc to the
questions were non affirmative in nature. In this study entreprencunal skills and profitability
indicated a weak relationship (r = 260. p~.01). This due to the fact most of the SMEs in this
study noted non affirmative response to re-work costs being low and costs associated with held

inventory being low.

4.7 Regression Analysis of Management Competencies and Innovation on Performance

Multiple  regression  analysis was camed out to examine the effect of different
(predictor independent) vanables. that 1s. management competencies and innovations. on the
dependent vanable. the SME performance. The findings were presented below under the model

summary and coefficient tables.



innovation and profitability indicated a weak relationship at (r = .2§0, p<.01). This suggests that
when SMEs have good product innovation and entreprencur’s innovation it not a guarantee that

there will be positive influence on the performance of the SMEs.

In this study customer care and process innovation indicated a weak relationship (r = .249,
p<.01). In this study skills and process innovation indicated a very weak relationship (r = .189,
p<.01). This due to the fact most of the SMEs in this study did not engage in processing
products, do not use internet, do not redesign internet to deliver services and their response to the
questions were non affirmative in nature. In this study entrepreneunal skills and profitability
indicated a weak relationship (r = .260, p<.01). This due to the fact most of the SMEs in this

study noted non affirmative response to re-work costs being low and costs associated with held

inventory being low.

4.7 Regression Analysis of Management Competencies and Innovation on Performance

Multiple regression analysis was carried out to examine the effect of different
(predictor/independent) variables, that is, management competencies and innovations, on the
dependent variable, the SME performance. The findings were presented below under the model

summary and coefficient tables.
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From the model summary, 1t was estahhished that the R value was 325 while R-square was .276.
In this case. the R-square is the proportion of vanation in the performance of SMES that 1s
cxplained hy the tao independent variables From the value it can be said that 27.6 pereent of the
vartation in performance of SMEs can he explained by two independent vanables namely
maragement competencies and innovations While the constructs of management competencies
were skills. knowledge and expenence. those of nnovations were product and process
mnovatons, customer care and  contreprencunial imnovation. On the other hand. those of

performance of SMES were profitabihty <ales ¢rowth and market sharce
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The Analysis of variance (ANOVA) table shows that the proportion’of variance explained in the
model summary table is statistically significant since the p-value is .000 which is below the .05
level. It can be concluded, therefore that the overall model is statistically significant, or that the
independent vaniables (management competencies and innovation) have a significant combined
effect on the dependent variable (SME performance). In summary, the two independent vanables

have a significant combined cffect on SME performance. F (2, 211) = 40.19. p < .001.

CocfTicients(a)
[ Unstandardized Standardized
Coefficients Coeffictents T ~ Sig. |
Mode 1 - - e
I B Std. Error Beta -~ B Std. Error |
b 4— —

I (Constant) 4273 .27 - .590 556
i¥lanagemen 219 069 253 3159 002
competencies |
Innovation | 224 056 319, 3989 .000

a Dependent Vanable: Performance

As scen in the CocfTicients table. the p-value of management competencies was .002 while that
of innovations was 000. This implics that both of them are significant predictors (or significantly
related to) of SMEs - rformance. As such. management competencies (Beta = 253, p < .05) and
mnovations (Beta = 319, p ~ .001) are significant predictors of SMEs performance. The
prediction cquation is based on the unstandardized coefficients. as follows:

Performance =4.273 + 0.219 management competencies + 0.224 innovation

~

In this equation. the constant (4.273) is the predicted value of the SME performance variable
when the independent variables (management competencies and innovations) have a zero value.

The objectives of this study was achieved as demonstrated by the various analysis done.



CHAPTER FIVE

’

DISCUSSIONS, CONCLUSION AND RECOMMENDATIONS

5.0 Introduction

This chapter presents the discussion, conclusions. and recommendations arising out of the
research findings in chapter four and suggests areas for further study. The study has generated

several findings which are in line with cxisting literature and prcvious research findings.

5.1 Discussion of Findings on Bio-data

Under this section. a discussion of the findings was carried out in accordance with the study
objectives. Here the researcher sought support for the findings from alrcady existing literature of

the earlier works conducted by other researchers on the study vanables.

Respondent category by gender. the finding shows that 67.8 percent of the respondents were
male while 32.2 percent were female and the research finding also revealed female respondents
were mostly found ‘n the hotel strata. This rescarch finding noted that majonty of the
respondents were male with a 67.8 percent of which it is not is in line with the finding of
Apollot (2012) since the study showed that majority of the respondents were female with 53.8%.
According to Tulson (2000) supported by Hunter (2013) noted studies from all over the world
indicates that while the share of women is somehow higher in SMEs involved in trade and
service, it's generally much lower in the manufacturing SMEs. The finding in this stud; agree

with 1t since there were few female respondents in the Manufacturing, metal fabrication,

Hardware and construction SMEs unlike in the Medical, Catering and hotel faciliti€s.



4

espondent category by age group. according to the research findings, the majority of the
espondents of 39.5 percent belonged to the 30-39 years age group whereas proximately 0.5 percent
hat was the least belonged to the 60 years and above age group. This implies the majonty of the
respondents had acquired enough experience in doing business which enhanced their business
stability and expertise. The expertise helps the owners to take favorable decision on their
management and innovation affairs in the business. This findings is in line with Yamaguchi (2013),

Tishman (2012) who agrees that the age increase makes a person develop that in turn enhances

Management experience, confidence and drive to perform as per the set targets.

Respondents category by level of education. Thapa (2007) found a positive association between
education and SMEs success. the research finding here indicates that majority of the SMEs
managers had certificates. followed by those who had Diplomas, Degrees, and Uganda
Cer'ificate of Education (UCE). Some of the SMEs managers and owners do not have any formal
education. others had reached PLE level while others had Master's Degree level and least SMEs
had managers who had attained a post graduate. This implied that most of the businesses did not
require the managers to have a higher level of education. This finding is in line with the findings
of Odeng (2009) where he noted that respondents 3.6 percent of the respondents had attained
postgraduate degree level. A reasonable level of education enables one to have the chance to
learn cntrepreneurial innovation ideals as noted by Kotey and Meredith (1997). A high level of
literacy depicted by the study enhances entrepreneunial programme success in the SMEs #s noted
by Pushpakumari (2009) who stressed that the need for the entrepreneurial programme as these

that enhances the development of the SMEs which in turn improves performance.



Amount of capital invested, the research finding indicates that majonty of the SMEs invested
between 40 million and above as compared to those SMEs who had invested 5-9 milhon. Few
SMEs reported to have invested between 20-39 million and 30-39 million. The least SMEs
invested between 40 million and above. The finding i this study shows that 40.2 percent of the
SMEs had invested 40 million and above of which this finding is in line with the findings of
Odeng (2009) where he noted that 14 1 percent of the SMEs had invested 40 million and above of

which both study shows a percentage less than S0 percent.

Number of employees in the business, many of the SMEs employed 5-10 workers followed by
those SMEs who employed between 10-19 workers. Few SMEs employed 50 and above workers
which catered for 2.8 percent. This implies that a majornity of the SMEs surveyed were small in
size. The finding in this study shows that 2.8 percent of the employees were S0 years and above,
this finding i1s in line with the findings of Odeng (2009) where he noted that 2.5 percent of the

SMEs had employed workers S0 years and above.

Penod of existence in the business. SMEs respondents were required to indicate the number of
years they had been in this business. Most of the SMEs respondents had been in the business for
two and above vears which was an indication of experience in doing business and being able to
understand how the business runs. The finding is this study shows that 6.1 percent of the
employees had worked in the business for utmost | year of it is in line with the findings of Odeng

(2009) where he noted that 5.1 percent of the SMEs had been in business for utmost 1 year. ”
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Amount of capital invested, the research finding indicates that majonty of the SMEs invested
’

between 40 million and above as compared to those SMEs who had invested 5-9 million. Few

SME:s reported to have invested between 20-39 million and 30-39 million. The least SMEs

invested between 40 million and above. The finding in this study shows that 40.2 percent of the

SME:s had invested 40 million and above of which this finding is in line with the findings of

Odeng (2009) where he noted that 14.1 percent of the SMEs had invested 40 million and above of

which both study shows a percentage less than 50 percent.

Number of employees in the business, many of the SMEs employed 5-10 workers followed by
those SMEs who employed between 10-19 workers. Few SMEs employed 50 and above workers
which catered for 2.8 percent. This implies that a majority of the SMEs surveyed were small in
size. The finding in this study shows that 2.8 percent of the employees were 50 years and above,
this finding is in line with the findings of Odeng (2009) where he noted that 2.5 percent of the

SMEs had employed workers 50 years and above.

Period of existence in the business, SMEs respondents were required to indicate the number of
years they had been in this business. Most of the SMEs respondents had been in the business for
two and above years which was an indication of experience in doing business and being able to
understand how the business runs. The finding is this study shows that 6.1 percent of the
employces had worked in the business for utmost 1 year of it is in line with the findings of Odeng

(2009) where he noted that 5.1 percent of the SMEs had been in business for utmost 1 year. v
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Nature of business, The results of the finding showed that 43 percent of the SMEs were dealing in

s

catering and hotel business, 12.6 percent of the SMEs were dealing in Processing industries, 16.8
percent of the SMEs were dealing in Metal fabrication, 19.2 percent were dealing in medical
facilities, 7.5 percent of the SMEs were dealing in hardware and construction firms while 0.9 percent

of the SMEs were operating other form of business.

5.2 Level of Management Competencies among the SMEs
The first objective was to establish the level of management competencies of SMEs in Gulu
Municipality. The findings are discussed below under skills, knowledge, and expenence

subsections.

5.2.1 Skills of SMEs

The average affirmative response, which is combining the ‘agree’ and ‘strongly agree’ responses
was 86.5 percent, with 7.7 percent being opposed to the statements on skills and 5.7 percent not
being sure. The findings revealed a significant positive relationship between skills and SMEs
performance which implied that when SMEs possess the required skills, this would enhance their
performance. The findings are in line with the assertions of Odeng (2009) who noted that skills
enhance SMEs to increase market share, profitability which can help SMEs respond quickly to
SMEs changes in the market. This also receives positive assertion of Hayton (2015) who noted

that skills are significart for the performance of the SMEs.
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5.2.2 Level of Knowledge among the SMEs

’

This study shows affirmative response on average of 98.2 percent on the issue that knowledge
has influence on performance of SMEs. The findings revealed a significant positive relationship
between Knowledge and SMEs performance which implied that when SMEs possess the ability
acquire knowledge, skills and expenience, this would enhance their performance. The findings
arc in line with the assertions of Calantone et al., (2002) who noted that new knowledge which
can help SMEs respond quickly to customers’ nceds and SMEs changes. This also receives
support from Roland (2006) On the other hand, Patient and Naledi (2015) found of out that
Management competencies has a positive effect on SMEs performance. Furthermore, the
findings are in line with Zack et al, 2009 who revealed that Knowledge have a positive and
indirect influence on SMEs performance. Other research has indicated that Knowledge positively

and directly influences the SMEs’ performance Chen and Liang (2011).

5.2.3 Level 2xperience among the SMEs

This study shows affirmative response of 87.8 percent, on the issuc that knowledge has influence
on performance of SMEs. The findings revealed a significant positive relationship between
Knowledge and SMEs performance which implied that when SMEs possess the ability acquire
knowledge, skills and experience, this would enhance their performance. It is in line with Cant
and Lightelm (2003) in a survey of small business failure maintain that entreprencurs often have
good ideas and are competent but they do not have a clue on how to run a business and have no
underlying appreciation of business fundamentals. Professional experience has been cited as a;

important factor affecting many aspects of entreprencurial firms. Experience takes many guises

and breadth of cxperience is shown to be an important factor driving the performance of firms,

" 76



5.2.2 Level of Knowledge among the SMEs

'

This study shows affirmative response on average of 98.2 percent on the issue that knowledge
has influence on performance of SMEs. The findings revealed a significant positive rclationship
between Knowledge and SMEs performance which implied that when SMEs possess the ability
acquire knowledge, skills and experience, this would enhance their performance. The findings
arc 1in hine with the assertions of Calantone ef al., (2002) who noted that new knowledge which
can help SMEs respond quickly to customers™ needs and SMEs changes. This also receives
support from Roland (2006) On the other hand, Patient and Naledi (2015) found of out that
Management competencies has a positive cffect on SMEs performance. Furthermore, the
findings are 1in line with Zack ct al, 2009 who revealed that Knowledge have a positive and
indirect influence on SMEs performance. Other research has indicated that Knowledge positively

and directly influences the SMES™ performance Chen and Liang (2011)

5.2.3 Level experience among the SMEs

['his study shows affirmative response of 87.% percent. on the 1ssuc that knowledge has influence
on performance of SMEs. The findings revealed a significant positive relationship between
knowledge and SMEs performance which implied that when SMES possess the ability acquire
knowledge. skills and experience, this would enhance their performance. It is in line with Cant
and Lightelm (2003) in a survey of small business faillure maintain that entreprencurs often have
good 1dcas and arc commetent but they do not have a clue on how to run a business and have no

- . . . . . a
underlying appreciation of business fundamentals. Professional cxperience has been cited as an

important factor affecting many aspects of entreprencurial firms. Experience takes many guises

and brecadth of cxperience is shown to be an important factor driving the performance of firms,
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with the number of previous jobs positively related to new firm performance (Lumpkin &
’

Marvel 2007).

5.3 Level of Innovation among the SMEs
The second objective was to establish the level of innovation of SMEs in Gulu Municipality. The
findings are as presented below under customer care, product innovation, process innovation and

entreprencurial innovation.

The findings revealed a significant and positive relationship between innovation and SMEs
performance which suggested that when SMEs have well maintained customer care, process,
product innovation and required competences, this would enhance their performance. According
to Kelley (2009), the customer perspective of newness necessitates a change in consumer
behavior to accommodate new product usage conditions. On the other hand, the
uniqueness superiority aspects of product innovation suggest that SMEs in Gulu Municipality
operationalize incompatible differentiation 1in product attributes so as to develop competitive
advantage difficult to copy by competitors (Woodside, 2005). Fink & Kraus (2009) contend that
product 1nnovation 1s associated with newness to the firm: product uniqueness; and product
supcriority. To realize the newness of product. a firm would pursue innovative imitation of

competitors’ products, new product invention, and improvement or modification of the existing

products (Katz, 2003).
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The findings revealed a significant and positive relationship between innovation and firm
s
performance which suggested that when SMEs have well maintained structures, processes and

required competences, this would enhance their performance. The higher the level of innovation

among SME:s the likelihood that the SMEs will remain competitive.

5.3.1 Customer Care

Average of 84.7 percent of the respondents indicated in affirmative that the statements on
customer care as the innovation constructs were correct. 9.7 percent were not sure and 5.6
percent disagreed or were non affirmative. The findings revealed a significant and positive
rclationship between innovation and SMEs performance which suggested that when SMEs have
well maintained customer care, this would enhance their performance. According to Kelley
(2009), the customer perspective of newness necessitates a change in consumer behavior to
accommodate new product usage conditions. This research finding is also in line with Apollot

(2012) who asserted that customer carc construct of innovation has influence on the performance

of thc SMEs in Uganda.

5.3.2 Process Innovation

Average of 42.5 percent of the respondents indicated in affirmative that the statements on
process nnovation as innovation construct were correct. 11.2 percent were not sure and 46.3
percent disagreed or were non affirmative. This finding shows that there is high cost of

~
production. high inventory cost and unless this is solved it hamper the performance of the SMEs.
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5.3.3 Product Innovation ’

This study noted 82.7 percent affirmative response to the product innovation, the findings is in
line with study done by Woodside (2005). he noted that the uniqueness /superiority aspects of
product innovation suggest that SMEs in Gulu municipality operationalize incompatible
differentiation in product attributes so as to develop competitive advantage difficult to copy by
competitors (Woodside, 2005). Fink & Kraus (2009) contend that product innovation 1is
associated with newness to the firm; product uniqueness: and product superiority. To rcalize the
newness of product, a firm would pursue innovative imitation of competitors’ products, new

product invention, and improvement or modification of the existing products (Katz, 2003).

5.3.4 Level of Entrepreneurial Innovation among the SMEs

Average of 70.6 percent of the respondents indicated in affirmative that the statements on
cntrepreneurial innovation as innovation construct were correct, 12 percent of the respondents
were not sure and 17.4 percent disagreed or were non affirmative. Response about onc approach
to a problem not working and thinking of another approach recorded 90.2 percent affirmative
response however the response to the issue that we are never entirely happy with the way in
which things are done and finding new niches for products in current markets indicated 61.7

pereent affirmative response.

5.4 Level of Performance among the SMEs
-~

The third objective was to establish the relationship between management competencies and

mnovation on the performance of SMEs in Gulu municipality. The findings are as presented

below under sales growth, profitability and market share.
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5.4.1 Level of Sales Growth among the SMEs

Average of 67.2 percent of the respondents indicated in affirmative that the statements on sales
growth as performance of SMEs construct were correct, 14.4 percent of the respondents were not
sure and 18.4 percent disagreed or were non affirmative. Response about increase 1n sales volume
recorded 81.7 percent affirmative response however the response concerning remarkable market
growth for the company in the last 3 years indicated 24.7 percent affirmative response. This study i1s
in line with the study carried out by Apollot (2012) that noted that 60 percent of the respondents

were affirmative to the statements.

5.4.2 L.evel of Profitability among the SMEs

Average of 47.1 percent of the respondents indicated in affirmative that the statements on
profitability as SMEs performance constructs were correct. on average 20.3 percent were not
surc and 32 5 percent of the respondents disagreed or were non affirmative. Response to increase
in revenuc in the last 3 years indicated 76.2 percent affirmative response however the response to
rcturn on investments in the business being good indicated 23.6 percent affirmative responsc.
This study 1s 1in hine with the study carned out by Apollot (2012) that noted that there was
increase in sales in the last 3 years. This study finding shows that there is increasing profits
among the SMEs which 1s in line with Abanis (2013) who stated that there is increasc of

profitability with an average mean of 2.67.
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5.4.2 Market Share of the SMEs

’

Average of 57.3 percent of the respondents indicated in affirmative that the statements on market
share as SMEs performance construct were correct. Response concerning the ability to respond to
and accommodate demand variations in the market indicated 62.6 percent affirmative response
however the response about the business having the ability to respond to and accommodate poor
manufacturing performance inform of machine break downs indicated 53,7 percent affirmative

response

5.5 The relationship between Management competencies and Innovation of the SMEs

(‘orrclation results revealed a significant and positive relationship between Management
competencies and innovation which is indication that the more SMEs were willing and prepared
to improve performance through knowledge, skills and experience, this would improve their
management of the business enterprise. The findings are in agreement with the work of Babalola
(2009) who suggests that SMEs cannot avoid the modern global economy and its demand for
mnovative business as a precondition for competitiveness. Schwartz (2006) asserts the
importance of cducation and having knowledge for acquiring various skills that would encourage
individuals to be curious about problems, options or ways of doing their work, accordingly
acting innovatively. Making a SME successful must be considered as an invention-innovation-
diffusion process that tackles: the businesses mix of the given size, the SME as an
entreprencurial achievement, and entity of values (Georgellis, Joyce & Woods, 2000). Shane

~N
(200R) as supported by Oukes (2010) affirms the role of proactiveness in innovative behaviors.
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Additionally, individual’s problem-solving style which refers to individuals’ cognitive style that
'

15 relevant to conceptual competency (Potocan & Mulej, 2009) is positively related to individual

innovative behaviors. Given their small size and related pool of professionals, SMEs need to

work very hard on members’ innovation and related personal traits. Thus all preconditions

concerning both the content and the process of innovation must be considered, which requires

the holism and therefore systemic rather than one-sided thinking/behavior of the usual

specialists. Hence, values/culture/ethics/norms of owners, managers and entreprencurs, SME’s

members must also be innovated along with their knowledge. expenence and skills.

The objectives of the study were to explore the level of management competencies of SMEs in
(yulu Municipality, to analyze the level of innovation among the SMEs in Gulu Municipality, to
investigate the relationship between management competencies and innovation on the
performance SMEs in Gulu Municipality. The study was done with the help of a cross-sectional
survey design, both qualitative and quantitative methods was used in this study. The key finding
indicates that there 1s high level of management competencies and innovation among the SMEs
in Gulu Municipality, the findings show that there i1s relationship between management

competencies, innovation and performance of SMEs in Gulu Municipality.
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5.6 Conclusions
!

SMEs performance is significantly predicted by Management competencies and innovation
although they contribute 27.6 percent meaning that there are other predictors that contribute to

the other 72.4 percent in respect to the performance of the SMEs.

For SMEs to be innovative ,workforce need to be skilled. experienced and knowledgeable of
which in turn 1t will influence performance of the SMEs. The higher the level of innovation
among SMEs, the higher the likelihood that the SMEs will remain competitive 1n this volatile
[Jganda's economy. Therefore, SME management nceds to look at developing better strategies of
improving innovation to enhance the SMEs performance. The findings also revealed a significant
positive relationship between innovation and SMEs performance which implied that when SMEs
possess the i1deas of process innovation, customer care. product innovation and entreprencur’s
innovation this would enhance their performance of the SMEs. This is confirmation that SMEs’
willingness to embrace the constructs of innovation during their work processes would have

positive effect on the performance of SMEs.

5.7 Recommendations

Basing on the above study the research made the following reccommendations.
a) SMEs need to cnsure that they create an innovation culture within an organization which
can allow for product, process and entrepreneurial innovation.
“3

b) Policy makers need to develop policies related to employee training and career

development in order to enhance the performance of the SMEs to facilitate increase in

cconomic growth and development.
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C)

N
x

a)

C)

d)

Central government need to come up with policies that reward innovative SMEs inform
’
of tax holidays, tax rebate and tax exemption.

Govemment need to Support the SMEs in creating a conducive environment for learning,

innovation by setting industnal parks.

Areas for further study

Research studies focusing on other predictors such as access to information, culture,
climate change, infrastructure, organization learning, capital base of the enterpnises,
research, access and source of finance. the regulatory burden, training and education as
factors influencing SMEs performance other than Management competencies and
innovation since innovation and management competencies account for only 27.6 percent
of the performance of SMEs.

Since a cross-sectional study design was adopted in this study. it was not possible to
consider the time line changes in preferences and perceptions as the design only allows a
one point kind of measurement, further study need to be done by other researchers on the
same area of study considering the longitudinal approach.

Similar studies in other parts of the country to influence national policies.

Further research need to be done on the specific predictors for the various SME strata.
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APPENDICES
Appendix I: Questionnaire

Dear Sir/Madam,

| am Okello Moms Kidega, a student of Gulu University pursuing Master of Business
Administration (MBA) degree course. | am conducting a research on the topic entitled
“Management Competencies and Performance of SMEs in Gulu Municipality, Uganda™.
You have been identified as a resourceful person in providing the necessary information that 1s
required. | would appreciate your positive participation in providing me with the available
information as far as this topic is concerned, whatever information you will provide will be kept
fully confidential. I urge you to avail me with the details without any hesitations. Please tick in
the appropriate boxes or fill in the spaces provided and feel free to seek for any clanfication.
Y our cooperation i1s highly appreciated. In case of any need to communicate to me, please usc
the following contacts.

Okello Morris Kidega: Telephone +256-716013939 / +256-775013939 / +256-752390609

E-mail. Okellomorriskidega/a gmail.com

SECTION A: Bio -Data

....................................................

Name (Optional)

Gender
Male Female [ ]
. Age bracket/group.
20-29 30-3907]  40-49 50-59 60and above
2. Mantal status
Single Married Divorced Widowed Separated
3. Educational background/level?
No formal education PLE UCE UACE =
Ccrtificate Diploma Degree Masters degree and above

4. Have you attended any business or entrepreneurship training

Yes No

If yes elaborate

.............................................................................



5. What is 1he DAME 6T YOUT DUSIHEES ] e munsmumsassumes s snnpsmmrms sussussams oo s oo s o s

) i ’
6. What is the Nature of Business you are dealing in?

Metal fabrication Catening and Hotel facilities

Medical facilities processing industnes
Hard ware and construction firms
CIEIRERS BDBEIEY . o5 405 5w ¢ s nme 3ion & g 195 o s anmesrs o s e s v e e W

6. In which division within Gulu Municipality is your business located?

Pece Bardege Layibi Laroo

7. For how long has the business existed?

8. 1 year 2-3 years 4-5 ycars 6-7 years 8 and above

9. How many workers are employed by the busincss?
1-4 5-9 10-19 20-49 50 and above

10. How much amount of money has the business invested?
5-9 Million 10-19 Million 20-29 Million 30-39 Million
40 & above | |

I1. For how long have you been working in the business?

1 year 2-3 years 4-5 years 6 and above

SECTION B:

Plcase tick tae appropnate box as indicated .Code 1 strongly disagree (SD). Code 2 for Disagree
( D). Code 3 for Not surc (NS). Codc 4 for Agree (A) and Code 5 for Strongly agree (SA)

1 - i u i S S

§/N " MANAGEMENT COMPETENCIES SD | D [ NS

Statements

R1 | Skills

2| possess relevant skills to enable me perform at a high capacity

I have skills to train my employces to acquire the necessary skills

13 | needed to perform their duties.

14 | I have the skills to invent new ways of doing my business.

I am creative in doing my business and like sharing ideas with my

15 | fellow entreprencurs

16 | I am self-motivated and committed to my business

&= o

17 | I use various techniques/skills of out competing my nivals
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- I possess management skills and these have enabled my business to

’

1% survive.

| Thave the skills to display leadership qualities which guide employees in

IQJ achieving the set goals

20 | I'have the skills to know what [ am good at and what my weaknesses are

3

I am in a position of training my employees in skill development

I have the listening skills to customer complaints in the business.

] 23 | I possess computer skills. !
B2 ‘%Enowlcdge
" 24| I'have the knowledge to produce quality goods at a chcap price. ,
[L_ 25 | I have the knowledge to keep records of all the transactions made. | i
1L 26 | I provide mutual support and mentoring environment to my employecs , |
x I have the knowledge to keep myself update with the requirecments ;
’ 27 | needed to perform my dutics. E
| 2% | I have the knowledge of the ways to out compete my rivals IL
29| I have the knowledge of maintaining positive attitude towards my work ‘
I have the knowledge on ways to give others an opportunity to perform |

20 | sitme.ar duties
]’ 31 | I have the knowledge to develop unique 1deas
" [ Thave the knowledge to display leadership qualitics which guide

12 | employecs 1n achicving the sct goals

13 | I know what I am good at and what my weaknesses are
34 | 1am ablc to conduct a market rescarch related to the business
F—}S I am onented to my business growth.
- 16| I raise enough funds to provide working equipment for my employees.

I have the knochdgc to organize and utilize my time as cfficiently as

37 | possible to do business work
| I have the knowledge to establish and maintain good working

1R | relationships with my customers
39 [ 1 have the knowledge to listen to customer complaints in the business.
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B3 ' Experience SD| D| NS j A | SA
. — . - — 1
I have the experience of honoring my business commitments and ; l
| 1
40 | appointments J
- ke : - " i
41 | I come early for work and leave late after accomplishing all the tasks 1 1 ]
. ' 1
I have the cxperience of using available funds to make more profits and - |
42 | become more productive |
I have the experience of taking independent and my own decision
43 | without consulting any one
L 1 I have the expc}icncc of self-motivation and commitment to my
44 | business 3 |
s me— . . . L
. 45 | I'have the experience of keeping my word at all times.
SECTION C: INNOVATION
. SD NS SA
o Statements
. Customer Care
1
My/our customers are satisficd with my’our products/services |
46
‘Ay/our customers are happy with the superior value of my’our
| o products/services relative to my/our competitors
: i
| My/our customers arc happy with my/our long term customer
rclationships strategy
48
AP-— - - &= =
I’'We often reccive complementary phonc calls/letters about my/our
products/scrvices
49
My/our customers promote my/our product/services by word of
mouth
50)
5 I/we have more repeat purchases for my/our products/services
59 My/our customer response time 1s good in my/our company -
My/our customer complaints are addressed in time at my/our
53 | company
54 | On-time dcliveries are made in my/our company
S5

My/our company puts emphasis on quality after sales services
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SD NS SA
¢ b " Process Innovation ’

56 H We do use the internet to deliver our services
| 57 | We change the flow of work by merging certain activities
e 58 | We design the internet to deliver our services i
{ 59 | We change the flow of work by eliminating certain activities | |
'( We redesign the flow of work by the use of information
| 60 | communication technology
3 Product Innovation
E; e o Our products and services are readily available
’ We are providing a product or service with only the elements sought

62 | by the user group and removing high cost clements.

: We have expertise/ skill for providing after sale services
i 63
Our products and services are accessible to our customers

64

65 | Our products offers a good experience to our customers |
N 66 | The services and products provide a trusted solutions to the target market 1

67 | Our value proposition is categorized with high quality
68 We provide reliable services and products to the business partners
i 69 | We focus on products compatibility and convenience

70 | Our products and services are immediately available any time of the year

4 Entreprencur Innovation :
- 71 | It was my/our idea to start the business

72 | I’'we lhike doing something new to get new customers
B 73 | I/'we are never cntircly happy with the way in which things are done
- If one approach to a problem does not work, I/we think of another

74 | approach ™
B 75 | I/'we find new niches for products in current markets

76 | /we enter new businesses by offering new lines and products

It was my/our idea that the company’s spending on new product g
77 | development activities is increased.
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:, It was my/our idea that the number of new products are added by the

’

7% | company

79 | I we invest in developing proprietary technologies .
- - -
It was my/our idea that there is company emphasis on technological |
%0 | innovation

It was my/our idea that there 1s company emphasis on pioneering

{ 81 | technological developments in the company
| I/'we caused the high percent of revenue generated from products
| 82 | that did not exist three years carlier
’f B It was my/our idea to rcorganize units and divisions to increase
| %3 | innovation
| It was my/our idea to coordinate activitics among units to enhance
84 | company innovation
It was my/our idea to increase the autonomy of different units to
85 | enhance their innovation |
It was my/our idea to cstablish procedures to examine new i
86 | innovation 1dcas i
SECTION D: PERFORMANCE OF SMEs
Statements SD NS SA
DI Sales growth
) 87 | My/our sales volume have increased
In addition to my/our old customers. there is increased demand for
&R | products from customers who never bought from me/us before
- 89 | My/our customers have increased on their purchasing volumes
F In relation to the resources committed, my/our overall market
90 | performance has improved -
7 Over the last 3 years I/we have had remarkable market growth for
91 | the company
D2 " Profitability

" 101




The financial position of my/our firm has improved over the last 3

92 | years
] Over the last 3 years the profit margins of my/our firm have
' 93 | increased
' 94 | The revenue of my/our firm has increased over the last 3 years

95

The return on investments in my/our company is good

In my’our company the total cost of distnbution, including

96 | transportation and handling costs is low compared to competitors

In my/our company the total cost of manufacturing. including labor,
97 | maintenance and re-work costs is low
98 | In my/our company the costs associated with held inventory are low
D3 | Market Share

My/our company has the ability to respond to and accommodate
99 | demand vanations in the market

100

My/our company has the ability to respond to and accommodate

poor manufacturing performance 1.c. machine brcakdowns

101

My/our company has the ability to respond to and accommodate

rzrniods of poor supplier performance

102

My/our company has the ability to respond to and accommodate

periods of poor delivery performance

103

My/our company has the ability to respond to and accommodate

new products, new markets. or new compctitors in the market.

Thank you for your response.
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Appendix II: Interview Guide

Dear Sir/Madam,

I am Okello Moms Kidega, a student of Gulu University pursuing Master of Business
Administration (MBA) degree course. 1 am conducting a research on the topic entitled
“Management Competencies and Performance of SMEs in Gulu Municipality, Uganda™.
You have been identified as a resourceful person in providing the necessary information that is
required. I would appreciate your positive participation in providing me with the available
information as far as this topic is concerned, whatever information you will provide will be kept
fully confidential. I urge you to avail me with the details without any hesitations. Please you are
urged to response to the following. Your cooperation is highly appreciated. In case of any nced
to communicate to me, please use the following contacts.

Okello Morris Kidega: Telephone +256-716013939 / +256-775013939 / +256-752390609

I. What technical skills do you have that helps you carry out various activities in the

busincss
2. Describe the extent of computer skills that cnables you carry out various activitics
3. Describe the trend of sales in the business for the last S years
4. Describe the profitability of this enterprise”
5. Describc how the business is penctrating the market
6. What is the percentage of the market share of this enterprise
¥

What are key 1ssue concerning newness in the products that is being provided by the

business

8. Descnibe the product development methods in the business the enterprise

9. How different is your enterprise in terms of handling the customers
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