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Abstract

The purpose of this paper is to explore the extent of entrepreneurial competencies and innovation on business
success in SMEs in Malaysia. Specifically, this study tested the mediating role of product innovation and process
innovation between the relationship of entrepreneurial competencies and business success. The statical sample
population of this research includes 407 owner and manager involved in SMEs, both manufacturing and services
& other sectors. For data collection, a standard questionnaire using seven-point Likert scale and 72 items was
used to evaluate 12 entrepreneurial competencies (Strategic competency, commitment competency, conceptual
competency, opportunity competency, organising and leading competency, relationship competency, learning
competency, personal competency, technical competency, familism competency, ethical competency & social
responsibility competency), seven items for innovation (product & process innovation) and, ten items for
business success (financial & non-financial). Four hypotheses were developed in this study. The SPSS version
21.0 and Structural equation model (SEM)-AMOS version 21.0 techniques were used. The findings indicate that
there is a positive and significant relationship between the entrepreneurial competencies and innovation on
business success in SMEs. Moreover, there is a positive and significant relationship between all dimension of
competencies and business success. The product innovation and process innovation served as partial mediator
between entrepreneurial competencies and business success. Limitations and implications for future studies are
discussed.

Keywords: entrepreneurial competencies, innovation, business success, SMEs, Malaysia
1. Introduction

In developing country like Malaysia, SMEs are seen as a mechanism to improve the distribution of income, to
stimulate economic growth, and to reshape an economic structure which has been highly depending on the
activities of large firms (Mohsin, Halim, Ahmad, & Farhana, 2017; Murjan, 2012). This is seconded by Prime
Minister of Malaysia claimed that SMEs are the backbone of Malaysian economy (SME Annual Report, 2017).
Approximately 99.3 % of business established in Malaysia are SMEs (Ndubisi & Salleh, 2006). However, they
contributed only 31% to Malaysia’s Gross Domestic Product (GDP), which is relatively small compared to other
countries (Nambiar, 2009).

The contribution of SMEs to GDP’s Malaysia has shown an increased trend each year from 33.0% in the year
2012 to 36.6% in the year 2016 (SME Annual Report, 2017). In others ASEAN country, the contribution of
SMEs towards GDP is more significant compared to Malaysia. SMEs in Indonesia contributed 59% (Asian
Development Bank, 2017) and in Singapore, 99% of their business established are SMEs with total number
180,000 enterprises which contributed 49% to GDP and employed 70% of Singapore’s workforce (Ministry
Trade & Industry of Singapore, 2012). Given that increasing the chances of success among SMEs would huge
implications for the growth and socio-economic wellbeing of a country (Asia-Pacific Economic Cooperation
[APEC], 2004), understanding predictors of success in SMEs is critical.

Lopa and Bose (2014), suggested that in the long run, entrepreneurs should focus on entrepreneurial
competencies for business survival and better future business success. This is consistent with a study done by
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Central Bank of Malaysia (2003) urged that entrepreneurial spirit possessed by entrepreneurs and good
programme for human resource development give an impact to SMEs business success (Central Bank of
Malaysia, 2003; SME Corp Survey, 2010). Sanchez (2012) suggested that entrepreneurial competencies have an
impact on business success. Entrepreneurial competencies are a significant contributor to a firm’s success. In
Malaysia perspective, Ahmad, Ramayah, Wilson, & Kummerow (2010) suggested that entrepreneurial
competencies were strong predictors of business success and it was found that the association between
entrepreneurial competencies and business success was more strongly evident in hostile and dynamic
environments than in more benign and stable environments, however more studies should be conducted. Thus,
this paper attempts to investigate the relationship of the entrepreneurial competencies on business success with
the inclusion of innovation as mediating effect. As SMEs, the innovation is highly recommended and it is thefore
interesting to explore how entrepreneurial competencies and innovation enhance firm’s success.

2. Literature Review and Conceptual Framework

Alvarez and Busenitz (2001), claimed that Resource Based Theory (RBT) and entrepreneurship involve the
founders/owners unique awareness of opportunities, the ability to acquire the resource needed to exploit the
opportunity, and the organisational ability to recombine homogeneous inputs into heterogeneous outputs. Barney
(1991) urged that the entrepreneurial competencies are the key sources belong to entrepreneurs (people), and
people are human capital that categorised as an intangible asset of firms that enable them to be more successful.
Entrepreneurial competencies referred as the underlying characteristics such as traits, self-image, specific
knowledge, motives, social roles and skills that lead to venture, survival its growth (Bird, 1995). Ahmad et al.
(2010) suggested that entrepreneurial competencies such as the behaviour, skill, knowledge and attitude possesed
by entrepreneurs themself were the factors that determine the success of the business. Whereas Sa’ari, Adenan,
Hashim, and Jamaludin (2013) defined them as a cluster of the set of related knowledge, attitudes, and skills of
entrepreneurs to produce performance and maximise profit.

Many positive relationships between entrepreneurial competencies and performance have been noted by a
number of researchers (Al-Damen & Ali, 2015; Xiaogang & Xinchun, 2005; Tanoira & Valencia, 2014).
Entrepreneurial competencies are also connected directly to better export performance (Ibeh, 2003), and success
in terms of firm size and economic growth (Tang, Wang, & Zhang, 2007). Studies have also found a positive
effect of entrepreneurial competencies on the growth of small firm (Gurbuz & Aykol, 2009) and profitability of
non-state firms in China (Xiaogang & Xinchun, 2005). Some scholars suggested that entrepreneurial
competencies are needed to start a business (Tatar, 2013), while managerial skills much needed during growing
stage. A study was done by Man (2001) identified eight domains of entrepreneurial competencies namely;
strategic, commitment, conceptual, opportunity, organising & leading, relationship, learning and personal.
Another scholar, Chandler & Jansen (1992) urged technical competency as one of the entrepreneurial
competencies. This domain was extended by Ahmad (2007) urged that ethical, social responsibility and familism
as part of entrepreneurial competencies.

A recent study by Kazemi, Rasekh, and Navid (2016) in Iran revealed that there is a positive and significant
relationship between the variables of competencies (strategic, relationship, conceptual, personal, opportunity,
learning, ethical, and familism) and innovation. Results in that study also claimed that 77% innovative change as
fostered by entrepreneurial competencies indicative of a strong impact of the entrepreneurial competencies on
innovation and performance of enterprises. Strategic competency was the major influenced among the all
entrepreneurial competencies towards innovation. Another study done in West Midlands, U.K based on 245
manufacturers in SMEs revealed that technical competency, strategic competency and, organising and leading
competency was percieved as most important factors to improve innovation in the firms (Freel, 1999).

Given the circumstances today, innovation is accepted as a necessity and is a vital resource for a firm’s
sustainability and growth (SME Master Plan 2012-2020; Varis & Littunen, 2010). Innovation is useful as its
benefits exceed the cost of the resources to implement it (Niera, Lindman, & Fernandez, 2009). A recent study
was done by llker and Birdogan (2011), product innovation and process innovation have a strong and positive
relationship in determining the business success in SMEs. In manufacturing sector in Malaysia show that
innovation has a positive relationship with business success and the entrepreneurs were suggested to focus more
on innovation to enhance the customer's satisfaction (Mohsin, et al., 2017).

Previous researchers found that the SMEs are often more innovative than large firms (Afuah, 2003). SMEs tend
to respond efficiently to customer needs than larger organisations (Berthon, Ewing, & Napoli, 2008), as they are
more flexible (Acs & Audretsch, 1988). SMEs’ innovative capabilities contribute to valuable economic and
social contributions. In Malaysia, innovation is increasingly important and focus as one of the key areas under
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Malaysia SME Master Plan 2012 — 2020 (SME Master Plan 2012-2020). Based on The Global Innovation Index
2015 issued by World Intellectual Property Organisation (WIPO, 2015), Malaysia was ranked number 32 in
innovation performance compared to 141 countries. There are four domains of innovation in SMEs; product
innovation, process innovation, organisation innovation, and market innovation (Varis & Littunen, 2010).
However, product and process innovation were the most frequently employed domains in innovation study in
SMEs (Tang, 2006; Wang & Ahmed, 2004). According to Ilker and Birdogan (2011), product innovation and
process innovation have a strong and positive relationship in determining the business success in SMEs. Figure 1
displayed the conceptual framework for this study.
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Figure 1. The Conceptual Framework of Study

3. Hypotheses Developed
Entrepreneurial Competencies and Business Success

An entrepreneurial competencies responds to Ahmad et al. (2010), Vijaya et al. (2015), Umeze and Ohen (2015),
and, Castellanos, Merino, and Zambrano (2011) suggested that there is a significant impact of entrepreneurial
competencies and business success. Strong entrepreneurial competencies shown by entrepreneurs will lead to
better business success in terms of business growth, sales performance, revenue, market share, return on
investment, quality of products and self-satisfaction.

Hypothesis 1. Entrepreneurial competencies have a significant impact on business success.
Entrepreneurial Competencies and Innovation

Bougrain and Haudeville (2002) found that in the previous century, 60% of the innovations were in the SME
sector, but many of them were not successful due to lack of professionalism and inability to collaborate with
other enterprises. Kazemi et al., (2016) found a significant positive impact of entrepreneurial competencies on
innovation.

Hypothesis 2. Entrepreneurial competencies have a significant impact on innovation.
Innovation and Business Success

The organisation’s ability to innovate and provide a solution to satisfy customer needs could improve its
performance (Weerawardena, 2003). Innovation is accepted as a necessity, and it is a vital resource for firms'
sustainability and growth, and to ensure SMEs’ success in long-term (Murjan, 2012; Rosenburch et al., 2011).

Hypothesis 3. Innovation has a significant impact on business success.
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Innovation as a Mediator

Nasuredin, Halipah, and Shamsudin (2016) that entrepreneurial competencies affected the business success in
SMEs. Rosenbusch et al. (2011) urged that innovation has a positive effect on SME performance and business
success. Innovation is useful as its benefits exceed the cost of the resources to implement it (Niera et al., 2009),
and Kazemi et al. (2016) found a significant positive impact between innovation and entrepreneurial
competencies.

Hypothesis 4. Innovation mediates the relationship between entrepreneurial competencies and business success.
4. Research Methodology

The present descriptive study is correlation types an utilizes a regression analysis (SEM) and falls into the
category of empirical research. As the study variables need to be evaluated and their impact is measured for each
outcome, and as the outcome are to be applicable for a large group of observations, the quantitative approach is
adopted for this study. Moreover, as the data were collected at one specific point of time, it is considered a
cross-sectional study. The number of subjects in the population that meets the definitions in Malaysian SMEs
consists of 47,698 in manufacturing sectors and, 859,367 in services and other sectors (Economic Census, 2016).
However this study was conducted in Klang Valley and Selangor because of its energetic and dynamic economic
activities that give benefits to the growth of SMEs in the region consists of Kuala Lumpur and its suburbs, and
adjoining cities and town in the state of Selangor (Suhaimi et al., 2015).

As a questionnaire was used as a data collection instruments. In order to evaluate entrepreneurial competencies,
innovation and business success, we used the questionnaires of entrepreneurial competencies developed by Man
(2001) 52 items, Ahmad (2007) 16 items and, Chandler & Jansen (1992) 4 items; innovation by Szymanski and
Henard (2000) 4 items and, Murjan (2012) 3 items; business success by Chandler & Hanks (1993) 5 items and,
Hoque (2004) 5 items. Items statements in the variables sections are measured as subjective estimates using a
seven-point Likert scale (with 1=strongly unimportant to 7=strongly important for entrepreneurial competencies,
and 1=strongly disagree to 7=strongly agree for inovation and business success).

The Composite Reliability (CR), and Average Variance Extracted (AVE) were used to measure reliability and
validity. Table 1 presents the composite reliability and validity for each construct of the entrepreneurial
competencies, innovation, and business success. According to Awang et al. (2015) and Hair, Babin, and Krey
(2017), the acceptable value for CR and AVE is 0.70 and 0.50 respectively. The higher value of CR and AVE, the
more reliable and valid of the construct to be tested. In this study, all constructs are satisfied since the value for
CR and AVE are greater than the recommended value. Specifically, the range value for CR is between 0.846 and
0.920, and value for AVE for each construct was fall between 0.568 and 0.715.

Table 1. Composite realibility

Construct CR AVE
Business Success 0.933 0.874
Financial 0.881 0.596
Non-Financial 0.881 0.598
Entrepreneurial competencies 0.940 0.883
Familism 0.879 0.593
Technical 0.856 0.597
Opportunity 0.846 0.579
Relationship 0.871 0.575
Ethical 0.888 0.570
Conceptual 0.887 0.568
Learning 0.875 0.583
Personal 0.910 0.590
Social Responsibility 0.848 0.582
Organising & Learning 0.920 0.589
Strategic 0.908 0.585
Innovation 0.938 0.884
Process 0.829 0.619
Product 0.909 0.715

Table 2 showed the value of construct correlations and Square Root Average Variance Extracted (SQAVE). The
discriminant validity is considered satisfied when the value of SQAVE (bold value) is greater than the value of
construct correlation as recommended by Hair et al., (2017) and, Fornell and Larcker (1981). Apart from that, the
value of construct correlations must be below than 0.85. Therefore, this discriminant validity was satisfied and
can proceed to test the hypotheses between constructs involved in the current study.
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Table 2. Discriminant Validity

Entrepreneurial . Business
Construct Competencies Innovation Success
Entrepreneurial Competencies 0.939
Innovation 0.56 0.940
Business Success 0.53 0.54 0.938
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Figure 2. Pool CFA

In addition, all the fitness index for pooled CFA were achieved as suggested by Hair et al. (2017) as displayed in
Figure 2. Specifically, the absolute fit represented by RMSEA = 0.032 < 0.08; incremental fit represented by CFlI
=0.950, TLI = 0.949, and IFI = 0.950; and parsimonious fit represented by Chisg/df = 1.4047 < 3.0.

The normality assessment can be identified by skewness analysis which is all items must fall between -1.5 to 1.5
(Awang, 2015) and the kurtosis acceptable value for kurtosis is in the range between -3.0 to 3.0 (Lowry &
Gaskin, 2014). In this study, the skewness is between -1.5 to .28 and kurtosis between -.44 to .39. Moreover,
multivariate of kurtosis identified 1.835 which is lower than 50.0 as recommended value by Awang (2015).

5. Research Findings

In this study majority of the respondents (89.7%) were males, while the rest (10.3%) were females. With respect
of races, majority of the respondents were Malay (54.3%), Chinese (40.3%), Indian (4.4%) and other races (1%).
As regards age, that the majority of the respondents (45.2%) fall within the range 41-50 years and followed by
51-60 years (40.3%). Moreover, 45.2% of the owner/managers went into business venturing in the age of 41-50
years. With respect to education level, 43% of the owners/managers of SMEs were degree holders, 39% diploma
holders, 9% certificate holders, 5% high school, 4% master holders, and 1% had a Ph.D./Doctoral qualification.
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With respect to working experience prior running the business, almost all respondents (92.9%) had working
experience prior running the business and 7.1% respondents only had no previous working experience. It is
reported that majority of the respondents have start-up experience (57.7%) and 42.3% of the entrepreneurs have
no prior business start-up experience. With respects to firm type, 11.3% of the respondents reported that their
business is operating in manufacturing, 86.0% in the services and 2.7% in other sector.

Hypothesis 1. Entrepreneurial competencies have a significant impact on business success.

From Table 3, the regression weight estimate of 0.190 has a standard error of 0.051. The critical ratio is shown as
3.742 standard errors above zero. The probability of getting a critical ratio of 3.742 in an absolute value is 0.001.
Therefore, the hypothesis that entrepreneurial competencies have a positive and significant effect on business
success is highly supported.

Hypothesis 2. Entrepreneurial competencies have a significant impact on innovation.

From Table 3, the regression weight estimate of 0.198 has a standard error of 0.013. The critical ratio is shown as
15.650 standard errors above zero. The probability of getting a critical ratio of 15.650 in an absolute value is
0.001. Therefore, the hypothesis that entrepreneurial competencies have a positive and significant effect on
innovation is highly supported.

Hypothesis 3. Innovation has a significant impact on business success.

From Table 3, the regression weight estimate of 1.035 has a standard error of 0.226. The critical ratio is shown as
4.576 standard errors above zero. The probability of getting a critical ratio of 4.576 in an absolute value is 0.001.
Therefore, the hypothesis that innovation has a positive and significant effect on business success is highly
supported.

Table 3. Regression Weight

Estimate S.E. C.R. P Result
Business <. ~ Entrepreneurial 190 051 3.742 ok Significant
Success Competencies
. Entrepreneurial . .
Innovation < Competencies .198 .013 15.650 Significant
Business ; ek A
Success < Innovation 1.035 .226 4576 Significant

Hypothesis 4. Innovation mediates the relationship between entrepreneurial competencies and business
success.

In this study, Baron and Kenny Approach is used to test the mediator. The indirect effect of this model taken
from standardized model is 0.36 (0.84 x 0.43) which is the product coefficient between entrepreneurial
competencies on innovation, and innovation on business success as per Figure 3. The direct effect is 0.33 that is
the beta estimate from entrepreneurial competencies and business success. The mediation effect is said
significant when the direct effects are significant. In this case, the mediation effect occurs in this model. In order
to compute the z-test, the value of indirect effect should be significantly different from zero or must greater than
the direct effect. The indirect effect for this model is 0.36 which is greater than the direct effect which 0.33
(Figure 4). According to lacobucci, Saldanha, and Deng (2007) and, Baron and Kenny (1986), the partial
mediation is said exist when the direct effect is significant. If the direct effect is reported not significant, then,
full mediation occurs. In this case, direct effect was significant and therefore the type of mediation for this model
is partial mediation.
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Figure 3. Structural Standardized Model
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Figure 4. Testing Mediation

In order to varify the results, researchers conducted bootstrapping as per Table 4. The result for bootstrapping
estimates and p-value was obtained by the application of AMOS output. The regression weight estimate for
indirect effect (a x b) is 0.359. The probability of getting a bootstrap p-value for indirect effect is 0.002, it means
is that the regression weight for innovation as mediator construct is significant at 0.05 level, hence, the
hypothesis that innovation has mediates the relationships between entrepreneurial competencies and business
success is highly supported. The regression weight for direct effect is 0.332. The probability of getting bootstrap
p-value for direct effect is 0.002 (p-value < 0.05). Therefore, it can be concluded that the type of mediation for
this model is partial mediation because the significant effect existed in the direct effect. The results from
bootstrapping application are consistent with Baron and Kenny approach.
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Table 4. The Result of Direct and Indirect Effect of Entrepreneurial Competencies, Innovation, and Business
Success

Indirect Effect Direct Effect
Bootstrapping Estimate 0.359 0.332
Bootstrapping P-Value 0.002 0.002
Result Significant Significant
Type of Mediation Partial Mediation

6. Discussion

The aim of this paper is to evaluate the effect of entrepreneurial competencies and innovation on business
success in SMEs. The results showed that there is a positive and significant relationship between entrepreneurial
competencies and business success, entrepreneurial competencies and innovation and, innovation and business
success. The results are consistent with studies done by Kazemi et al., (2016), Mugewa (2013), and Sa’ari et al.,
(2013). Moreover from this study proved that innovation acting as partial mediator between entrepreneurial
competencies and business success. In light of this study, it can be concluded that entrepreneurial competencies
significantly effecting the innovation particularly product and process innovation in SMEs, and finally led to
business success.

From the study, its found that twelve entrepreneurial competencies; strategic competency, commitment
competency, conceptual competency, opportunity competency, organising and leading competency, relationship
competency, learning competency, personal competency, technical competency, familism competency, ethical
competency and social responsibility competency has a positive and significant effect on business success
(financial and non-financial) of SMEs in Malaysia. This means, the entrepreneurs who possess a higher level of
entrepreneurial competencies generally perform better than those with lower competencies specifically in SMEs
in Malaysia.

The finding from this study is consistent with the results of the study by Nasuredin et al., (2016) that
entrepreneurial competencies affected the business success in Malaysian SMEs. Opportunity, organizing, and
strategic competency has a significant effect towards SMEs performance will perform better or succeed in their
businesses, while other competencies such as relationship competency, conceptual competency, and commitment
competency were less influence towards business success (Nasuredin et al., 2016). To date, even though
significant relationship were found between entrepreneurial competencies and SMEs performance, supporting
the findings by Man, Lau and Snape (2008) suggested that the competence needed are different according to
levels of management, sector, and organization.

It also found in this study that there is a positive and significant relationship between the conceptual competency
and innovation. Based on the concept of conceptual competency, it is clear that is essential to study and survey
new ideas, take risks, and understand the business concept in order to foster innovation. A recent study in sport
organisations in Iran revealed that there is a positive and significant relationship between the variables of
competencies (strategic, relationship, conceptual, personal, opportunity, learning, ethical, and familism) and
innovation (Kazemi et al., 2016). Results in that study also claimed that 77% innovative change as fostered by
entrepreneurial competencies indicative of a strong impact of the entrepreneurial competencies on innovation
and performance of enterprises. Strategic competency was the major influenced among the all entrepreneurial
competencies towards innovation. The positive and significant relationship between learning competency and
innovation indicate that organisational learning provides a context and the requirements for the occurrence of
innovation, hence improved business performance and competitive advantages (Kazemi et al., 2016).

Another study done in West Midlands, U.K based on 245 manufacturers in SMEs revealed that technical
competency, strategic competency and, organising and leading competency was perceived as most important
factors to improve innovation in the firms (Freel, 1999). SMEs are considered to be more innovative due to their
flexibility, higher ability to adapt and improve, and they are quick movers in implementing changes. Innovation
is a tool for SMEs to remain competitive and achieving higher performance (Darroch & McNaughton, 2002). In
response to changing market conditions, SMEs are able to adapt, develop new ideas, an improved existing
products/services whether through major, expensive change or subtle changes as such as extensions to existing
products lines (Gehlar, Regmi, Stefanou, & Zoumas, 2009). In order to survive, SMEs must adapt to a changing
industry by becoming accustomed to technological advances and create new products/services from time to time.

From this study, when product and process innovation is considered in the relationship between entrepreneurial
competencies and business success, it improves the financial and non-financial success of SMEs. Innovation has
yet examined as a mediator in the relationship between entrepreneurial competencies and business success
(Umar & Hashim, 2017; Umar & Ngah, 2016), therefore no comparison is available. However, the mediating
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effect of innovation is supported by other studies in SMEs such as between market orientation and business
performance (Mahmoud et al., 2016) and, entrepreneurial orientation and business performance (Keea &
Rahman, 2017).

7. Conclusion

This research would benefit the owner/manager of SMEs in creating an awareness of the factors that have
influence on SMEs success. The entrepreneurs should be equipped with knowledge about the potential impact of
their own behaviour towards the way they are operating the business. The findings of the study may give insight
idea to entrepreneurs in SMEs by identifying the focus on training that might be necessary to improve the
effectiveness and efficiency of business. From theoritical implication, this study highlighted the innovation
served as mediator variable between entrepreneurial competencies and business success.

However, there was limitations with the design of the data collection. This study applied self - report as the
source of all data. This approach, even though criticised by some, was deemed necessary because of difficulties
associated with the independent assessment of each of these variables. Secondly, language choice chosen for this
study posed another limitation as the survey instruments used Malay and English language. Thus, this study
would have attracted more participation from Chinese entrepreneurs if the survey instruments were also
available in Chinese as Malaysia is multi racial country.

For future studies the suggestion is a gender gap. It is interesting aspect of investigation would be undertaking a
comparative study to ascertain whether or not there are gender differences in competency requirements. The
suggestion has been made that men and women entrepreneurs manage their business somewhat differently
(McGregor & Tweed, 2001).

In conlusion, the business success in SMEs can be enhanced starting with entrepreneurial competencies, and
through innovation. As the fitness index was satisfied, this research can be generalise to all SMEs regardless the
status of nations.
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