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ABSTRACT

Purpose: Manufacturing MSMEs are in need to identify new ideas and work on ideas
to implement them into their process to create new or improved products. Innovation
management is a prerequisite and has a direct effect on a firm’s performance.
Innovation allows firms to secure a market position and create value by making new
customers. This study attempts to find the relationship between innovative capabilities
and the firm’s performance in manufacturing MSMEs and how the commercial
capabilities of the firm moderate the relationship.

Theoretical Framework: Several studies have been reviewed to identify the
relationship between innovation, firm performance, and commercial capabilities. A
necessitated gap in the literature was identified and the factors were established.

Design/Methodology/approach: This study was done among the manufacturing
MSMEs in India. A structured questionnaire was circulated to the top performing
MSMEs in every state of India and the responses were collected through email. A total
of 384 responses were collected at the end of the data collection period. The scale of
the measure was adopted and it has measured reliability and validity scores to get to
be used in this study.

Findings: The results of the study showed that the innovative capability of
manufacturing MSMEs has a significant positive relationship with the firm’s
performance. The moderation analysis showed that the manufacturing capability and
marketing capability significantly moderate the relationship between innovative
capability and a firm’s performance.

Research, Practical & Social Implications: This study provides the managers of the
manufacturing MSMEs to rely on investment in innovation however they are
moderately influenced by networking, R&D, and commercial capabilities of the
business.

Originality/Value: Contributes to the existing body of knowledge theoretically and
empirically by including diverse demographic respondents the results obtained were
unique and universally applicable.
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PAPEL MODERADOR DE CAPACIDADES COMERCIAIS SOBRE O DESEMPENHO DO FOGO
ATRAVES DE CAPACIDADES INOVADORAS EM MESMAS FABRICANTES

RESUMO

Obijetivo: Fabricar MPMEs precisam identificar novas idéias e trabalhar em idéias para implementa-las em seu
processo de criagdo de produtos novos ou melhorados. A gestdo da inovagao € um pré-requisito e tem um efeito
direto sobre o desempenho de uma empresa. A inovagdo permite as empresas assegurar uma posicao de mercado
e criar valor ao fazer novos clientes. Este estudo tenta encontrar a relagdo entre as capacidades inovadoras e o
desempenho da empresa na fabricacdo de MPMEs e como as capacidades comerciais da empresa moderam a
relagdo.

Estrutura Tedrica: Vérios estudos foram revisados para identificar a relagdo entre inovacdo, desempenho da
empresa e capacidades comerciais. Uma lacuna necessaria na literatura foi identificada e os fatores foram
estabelecidos.

Design/Metodologia/abordagem: Este estudo foi feito entre as MPMEs de manufatura na india. Um questionario
estruturado foi distribuido para as MPMEs de maior desempenho em todos os estados da india e as respostas foram
coletadas por e-mail. Um total de 384 respostas foi coletado no final do periodo de coleta de dados. A escala da
medida foi adotada e mediu a confiabilidade e as notas de validade para poder ser usada neste estudo.
Conclus6es: Os resultados do estudo mostraram que a capacidade inovadora de fabricacdo de MPMES tem uma
relagdo positiva significativa com o desempenho da empresa. A analise da moderagdo mostrou que a capacidade
de fabricacgdo e a capacidade de marketing moderam significativamente a relagdo entre a capacidade inovadora e
0 desempenho de uma empresa.

Pesquisa, Implicagdes Praticas e Sociais: Este estudo proporciona aos gerentes das MPMEs de manufatura a
confianga no investimento em inovagdo, porém sdo moderadamente influenciados pelo networking, P&D e
capacidades comerciais da empresa.

Originalidade/Valor: Contribui para o corpo de conhecimento existente teérica e empiricamente, ao incluir
diversos respondentes demograficos, os resultados obtidos foram Unicos e universalmente aplicaveis.

Palavras-chave: Inovagdo, Desempenho da Empresa, Micor, Pequenas e Médias Empresas (MSMEs),
Capacidade de Fabricacdo, Capacidade de Marketing.

PAPEL MODERADOR DE LAS CAPACIDADES COMERCIALES EN EL RENDIMIENTO DE LA
EMPRESA A TRAVES DE LA CAPACIDAD DE INNOVACION EN LAS MMS DE FABRICACION

RESUMEN

Objetivo: Las MIPYMES manufactureras necesitan identificar nuevas ideas y trabajar en ellas para aplicarlas en
su proceso de creacion de productos nuevos o mejorados. La gestion de la innovacién es un requisito previo y
tiene un efecto directo en los resultados de una empresa. La innovacién permite a las empresas asegurarse una
posicion en el mercado y crear valor haciendo nuevos clientes. Este estudio trata de encontrar la relacion entre las
capacidades innovadoras y el rendimiento de las empresas en la industria manufacturera de las mipymes y c6mo
las capacidades empresariales de las empresas moderan la relacion.

Marco tedrico: Se han revisado varios estudios para identificar la relacion entre la innovacion, el rendimiento de
la empresa y las capacidades empresariales. Se identifico una brecha necesaria en la literatura y se establecieron
los factores.

Disefio/Metodologia/Enfoque: Este estudio se realizd entre las MIPYMES manufactureras de la India. Se
distribuy6 un cuestionario estructurado a las MIPYMES de mayor rendimiento en todos los estados de la India 'y
las respuestas se recogieron por correo electronico. Al final del periodo de recogida de datos se recogieron 384
respuestas. Se adoptd la escala de medicidn y se midieron las puntuaciones de fiabilidad y validez para poder
utilizarla en este estudio.

Conclusiones: Los resultados del estudio mostraron que la capacidad de fabricacidn innovadora de las mipymes
tiene una relacion positiva significativa con el rendimiento de la empresa. El analisis de moderacion mostr6 que
la capacidad de fabricacion y la capacidad de marketing moderan significativamente la relacion entre la capacidad
innovadora y el rendimiento de la empresa.

Implicaciones practicas, sociales y de investigacion: Este estudio proporciona a los gerentes de las MIPYMES
manufactureras confianza para invertir en innovacion, aunque estdn moderadamente influenciados por las redes,
la 1+D y las capacidades empresariales de la empresa.

Originalidad/Valor: Contribuye al cuerpo de conocimiento existente tedrica y empiricamente, al incluir diversos
encuestados demograficos, los resultados obtenidos fueron Gnicos y universalmente aplicables.
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Palabras clave: Innovacién, Rendimiento de la Empresa, Micor, Pequefias y Medianas Empresas (MIPYMES),
Capacidad de Fabricacion, Capacidad de Comercializacion.

INTRODUCTION

Businesses must increase their capacity for innovation in an era of increased
competition and digitization(Bouwman et al., 2019). They must develop innovative strategies
that will allow them to launch and execute projects with varying degrees, speeds, and forms of
innovation. Being creative requires more than just having fantastic ideas(Galbraith, 1982). It
entails putting procedures and people in place inside your organization to turn good ideas into
reality.

Innovation is critical to the economy's development and prosperity, and it is especially
important in the industrial sector. After all, it increases productivity, efficiency, and
development(Lundvall, 2007). Typically, innovation means searching out something better,
finding weaknesses and devising cures, or simplifying an existing plan. The manufacturing
sector is always developing, from new technology development to Industry 4.0; as a result,
producers must constantly come up with new ideas to stay relevant and ahead of the
competition(Hobday, 2007).

One can increase the chances of meeting client demands by providing better and more
innovative goods and services, which may result in increased sales and profitability. Because it
allows organizations to be more adaptive to market changes, innovation is a forerunner to
increased productivity and lower costs(Grewal et al., 2009; Zeithaml et al., 2001).

Continuous manufacturing innovation can provide you with a competitive advantage by
achieving the following goals: improved product design and quality; increased potential for a
broader product range; streamlined relationships with suppliers and customers; increased
responsiveness to customer demands; faster turnaround times; and reduced waste levels and
downtime(Chahal & Bakshi, 2015; Gunasekaran et al., 2008; Netland & Aspelund, 2013).

Manufacturing innovation may take numerous forms, ranging from new technology and
supply chain modifications to product and process improvements. Businesses benefit much
from innovation, and it is frequently required to exceed the competition(Duane Ireland & Webb,
2007). These advancements will result in highly intelligent, data-driven factories and
distributed business models capable of quickly adapting to change and providing entirely new
customized smart goods and services.

With 48 million Micro Small and Medium Enterprises (MSMEs), India is second only
to China, which has more than 50 million. MSMEs in India create 31.7% of all items produced
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in the country, and if given the correct support, they have the potential to promote industrial
expansion throughout the country(Ghoshal, 2018).

In India, Microbusinesses are those with yearly revenues of less than Rs 5 crore and
investments of less than Rs 1 crore. Any "Small” firm has an investment of up to Rs 10 crore
and yearly revenues of up to Rs 50 crore. Any "Medium" firm has an investment of up to Rs 20
crore and a yearly turnover of less than Rs 100 crore(Bhattacharya & Londhe, 2014).

MSMEs have been accused of being trapped in an obsolete technological era. They may
develop quickly if they have access to the internet, resources, virtual skilled labor, and
consumer prospects. They now recognize that cultural and technological innovation may serve
as important development drivers(thesis et al., n.d.).

Having commercial capabilities means having the financial and other resources to
assure the timely completion of all activities required for the product's commercialization(C.
Lee et al., 2001a). Innovative, next-generation commercial abilities are required for a
manufacturing business to handle dramatic transitions in global marketplaces. As a result of the
fast-changing environment in which they operate, innovators face the simultaneous difficulties
of increasing commercial complexity and accompanying expensive expenses(Radnejad et al.,
2017).

This study tries to investigate the relationship between the innovative capability of
MSMEs and its effect on the firm performance and to identify how the commercial capabilities
of the MSMEs moderate the relationship.

THEORETICAL REFERENCE FRAMEWORK
Firm performance

Many innovative organizations have modified their approach to finding new ideas,
adopting open search strategies that require the use of a diverse variety of external players and
sources to help them achieve and sustain innovation(Laursen & Salter, 2006). Small business
success in hostile circumstances was associated with an organic structure, an entrepreneurial
strategic position, and a competitive profile characterized by a long-term orientation, high
product pricing, and concern for anticipating industry trends(Covin & Slevin, 1989). On the
other hand, a mechanistic structure, a cautious strategic stance, a competitive profile
characterized by cautious financial management and short-term financial orientation, an
emphasis on product refinement, and a willingness to rely heavily on single customers were all

positively related to performance(Moghaddam et al., 2016; Yang et al., 2014).
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Innovative capability in MSMEs

The organization must have the procedures and knowledge in place to turn good ideas
into action(Aas & Breunig, 2017). In an increasingly competitive global economy, innovation
may be viewed as a vital success factor. Market orientation, technological orientation, and
innovation strategy all influence a company's innovative capabilities(Akman & Yilmaz, 2011).
Learning orientation is thought to be a second-order concept. It has an impact on business

performance due to its impact on corporate innovation(Calantone et al., 2002).

The commercial capability of MSMEs

Even though product and process innovation needs radical and/or incremental skills to
compete successfully, firms are likely to have core competencies that are either product- or
process-focused(Sen & Egelhoff, 2000). Whereas competitive orientation is just concerned
with exploitative abilities, customer orientation is concerned with both exploitative and
explorative abilities. Exploitative capabilities have an impact on present performance, whereas

explorative capabilities have an impact on future performance(Lisboa et al., 2011).

Innovative capability and firm performance of MSMEs

Performance as evaluated by returns on assets is mostly correlated favorably with
innovative capability(Sher & Yang, 2005). Absorbent and adaptable skills have the greatest
influence on performance results, with inventive skills having the least influence(Biedenbach
& Miller, 2012). (Gunday et al., 2011) investigated how organizational, process, product, and
marketing innovations impact a range of corporate performance measures, such as financial,
innovative, production, and market results. According to the study, innovations enhance
industrial sector company success. Non-technological innovation (organizational and
marketing innovation) has no significant and positive impact on corporate success, but technical

innovation (new items and processes) does(Atalay et al., 2013).

Commercial capability, innovation, and firm performance in MSME

Innovative outcomes of MSMEs in local economies with low levels of R&D and
technical activity, where traditional measurements of technological innovation do not give
adequate data(Martinez-Roman et al., 2011). MSMES' innovative capacities are significantly
influenced by the level of collaborative linkages across a range of productive activities along
the value chain. This is true for both product and process innovation(Tomlinson & Fai, 2013).
New components should be introduced to the existing competitive environment of MSMEs to
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enhance the balance in three separate areas: the commercial and economic dimensions,
demographic transitions, and new technological scenarios(Mauri-Castello et al., 2019).
Based on the literature review, the following hypotheses were developed.
H1: There is a relationship between innovative capability and a firm’s performance.
H2: Commercial capabilities moderates the relationship between innovative capability

and a firm’s performance

METHOD

The questionnaire was sent to randomly chosen Indian Manufacturing MSMESs across
states and Union territories through email. The email was carefully constructed to obtain the
highest number of responses considering the studies (Cobanoglu et al., 2022; Hansen &
Hurwitz, 1946; Kent & Brandal, 2018). The managers or owners of the company who have
authority over innovation, firm performance, and business commerciality are the study's target
demographic. After two reminders in 15-day intervals, 384 (1032) valid responses were
collected, with a response rate of 37.2% significant enough for multivariate analysis (Baruch &
Holtom, 2008). AMOS was used to examine validity and reliability, while SPSS Process macro
was utilized to examine moderation.

The tool for the survey was adopted from the study of (Kim et al., 2018). Innovative
capability included top management leadership as discussed in the studies (Bantel & Jackson,
1989; Damanpour & Schneider, 2006; Smith & Tushman, 2005), external networking as
discussed in the studies (Freeman, 1991; Lechner & Dowling, 2010a; Pittaway et al., 2004)
organizational rigidity and insufficient resources as studied by (Chan et al., 2019; Latham &
Braun, 2008; Tourigny & Le, 2010). Commercialization capabilities included manufacturing
capabilities as discussed in the studies by (Baines et al., 2009; Ghobakhloo, 2018; Ulaga &
Reinartz, 2011) and marketing capabilities as discussed in the studies of (Keskin, 2006; Rust et
al., 2018; Vorhies & Morgan, 2018). The firm’s performance evaluated in this study is
discussed in the studies of(Oke et al., 2007; Rosenbusch et al., 2011; Zeng et al., 2010). The
measures were studied using a five-point Likert scale as suggested by(Allen & Seaman, 2007;
Dawes, 2008).
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RESULTS
Demographic classification

Table 1: Profile of the respondents (N=384)
No Demographic Variable  Frequency % No  Demographic Variable  Frequency %

1  Company size 3 Years of operation
Micro 172 4479 Less than 5 years 81 21.09
Small 125 3255 5-10 Years 53 13.80
Medium 87 22.66 10-15 Years 114 29.69
2 Age Group of respondent 15- 20 Years 64 16.67
Under 30 58 15.10 Above 20 years 72 18.75
30-40 145 37.76
40-50 92 23.96
Over 50 89 23.18

From Table 1, it is inferred that the respondents are reasonably well divided throughout
the demographic variables. The majority of the respondents are from Micro organizations
(44.49%) and in the age group of 30-40 (37.96) and their business operation at maximum at 10-
15 years (29.69%).

Measurement model Evaluation

Table 2. Measurement model Evaluation (CFA)

Latent construct Cronbach's Average variance Composite reliability Correlation
alpha extracted

Innovative capability
Top Management 0.856 0.765 0.815 0.714
Leadership
External Networking 0.853 0.748 0.841 0.759
Organizational rigidity 0.912 0.726 0.862 0.741
Insufficient resources 0.804 0.751 0.830 0.723
Commercialization
capability
Manufacturing capability 0.857 0.748 0.807 0.821
Marketing capability 0.894 0.812 0.851 0.706
Firm Performance 0.862 0.804 0.819 0.775

Validity of the measurement model is measured through confirmatory factor analysis
using the AMOS package, Table 2 shows that the values of Composite reliability of each
variable are greater than 0.80 and the Average Variance Extracted (AVE) is higher than 0.60
which met the critical values as suggested by(Fornell & Larcker, 2018). The Cronbach's alpha
ranged between 0.80 and 0.90 which is above the cut-off point and considered good according
to (Bonett & Wright, 2015)
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Evaluation of structural model
Regression values were obtained from the path analysis using AMOS to the relationship
among the constructs.

H1: There is a relationship between innovative capability and a firm’s performance.

Table 3. The goodness of fit measures

The goodness of fit measures CFA Model SEM Model
The basic goodness of fit
Chi-square 185.526 186.245
Degrees of freedom 385 385
Absolute fit index
Chi-square/degrees of freedom 1.421 1.425
RMSEA 0.041 0.046
GFI 0.805 0.811
AGFI 0.901 0.916
CFI 0.941 0.954
RMR 0.043 0.031
SRMR 0.024 0.003

RMR < 0.08, RMSEA < 0.08, CFI > 0.95,GFI > 0.90, AGFI > 0.90, SRMR < 0.05.

Table 4. Evaluation of the Structural model (SEM)

Relationship Standardized Standardized p- Squared Hypothesis test
regression estimates value multiple result
weight correlation
coefficient
IC—>FP 0.712 0.168 0.00* 0.862 Accept
hypothesis

*Significance at p<0.05

From table 3 it is evident that the model for CFA and the SEM is as the values were
found to fit according to(Gignac et al., 2006; Shek & Yu, 2014)

Table 4, reveals that the relationship between the Innovation capability and the firm’s
performance is significant (P<0.05), and overall, 86% of the variance of firm performance shall
be explained by the innovation capability of the MSME.

Evaluation of Moderation
H2: Commercial capabilities moderate the relationship between innovative capability
and a firm’s performance.
H2a: Manufacturing capabilities moderates the relationship between innovative
capability and a firm’s performance.
H2b: Marketing capabilities moderates the relationship between innovative capability

and a firm’s performance.
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The moderating role of commercial capabilities with the innovative capability and
firm’s performance is analyzed using Hayes process Macros in SPSS (A. Hayes, 2012; A. F.
Hayes et al., 2017)

Table 5. Evaluation of the Moderation model summary

Coeff T p LLCI ULCI
Constant 0.7142 0.5841 0.0000 0.1411 0.2478
IC 0.7541 0.3654 0.0000 0.3240 0.1492
FP 0.1785 0.1358 0.0005 0.8958 0.7267
Intl 0.5367 0.2784 0.0027 0.2621 0.0648

Intl: IC*MAP

Table 6. Conditional effect of Moderation model

CB AIS Effect P

-0.7952 0.4152 0.0211
0.0000 0.6548 0.0000
0.7952 0.1256 0.0000

Table 5 and Table 6 show that there is an interaction between the innovative capability
and the firm’s performance and when manufacturing capability is adopted it accounted for a
significant variance of p<0.05. Considering the co-efficient value of Intl it can be inferred that
there is a strong positive impact of manufacturing capability on the firm’s performance through
innovative capabilities in the manufacturing MSMEs. There is a conditional influence of

innovation capability on a firm’s performance alters as a result of the adoption of manufacturing

capabilities.
Table 7. Evaluation of the Moderation model summary

Coeff T p LLCI ULCI
Constant 0.7691 0.5268 0.0000 0.1248 0.2697
IC 0.7482 0.3754 0.0000 0.3691 0.1728
FP 0.1623 0.1248 0.0000 0.8124 0.7149
Int2 0.5812 0.2684 0.0002 0.2158 0.0214
Int2: IC*MARP

Table 8. Conditional effect of Moderation model

CB AIS Effect P

-0.7237 0.4105 0.0248
0.0000 0.6953 0.0021
0.7237 0.1856 0.0000

Table 7 and Table 8 show that there is an interaction between the innovative capability
and the firm’s performance and when marketing capability is adopted it accounted for a
significant variance of p<0.05. Considering the co-efficient value of Int2 it can be inferred that

there is a strong positive impact of marketing capability on the firm’s performance through
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innovative capabilities in the manufacturing MSMEs. There is a conditional influence of
innovation capability on a firm’s performance alters as a result of the adoption of marketing
capabilities.

Based on the findings we could conclude that commercial capabilities have a substantial
influence on the manufacturing MSMEs through manufacturing capabilities of R&D and
employing new advanced technologies and through marketing capabilities of customer relation,

market knowledge, sales, and services.

DISCUSSION

Firstly, the results of the study show that the firm’s performance is significantly affected
by the innovation capability of manufacturing MSMEs. This result is consistent with the
previous studies (Calantone et al., 2002; Knight & Cavusgil, 2004; C. Lee et al., 2001b). Few
studies analyzed the external networking factor to have no support from top
management(Romijn & Albaladejo, 2002) however few studies have provided the requirement
for socio-centric networks(Lechner & Dowling, 2010b). Some studies have proved empirically
that organizational innovation will lead to superior firm performance(Camison & Villar-Lépez,
2014; K. H. Lee & Min, 2015). However, further research is needed to realize the impact of
innovation through the factors of management support, networking, rigidity, and resource
availability on the firm performance.

Secondly, the results from the moderation analysis show that collective commercial
capabilities (manufacturing and marketing capabilities) showed a positive influence on the
relationship between firm performance and innovative capability. Similar studies relating
innovation capability and a firm’s performance were done by (Saunila et al., 2014; Turulja &
Bajgoric, 2019; Ur Rehman et al., 2021) considering environment turbulence, intellectual
capital, and measurement. However, commercial capability including the manufacturing and
marketing capabilities has a huge impact on the innovative capability which is likely to affect
the firm’s performance. Manufacturing MSMEs are found to have a stronger impact on

innovation as they are lacking in their internal skills.

Managerial Implication
Managerial recommendations for the Manufacturing MSMEs to develop innovation are
by relying continuous investment on innovative capabilities to improve their performance in

the long run. Networking will complement R&D and technological innovation as there is a lack
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of resources. Commercial capabilities interaction through manufacturing and marketing
capabilities will improve the relationship between innovative capability and firm performance.

Conclusion

Innovation plays a crucial role in economic success and growth, and it is especially
important in the manufacturing sector. Innovation in manufacturing may take different forms,
from new technology and changes in the supply chain to product and process improvements.
Businesses frequently need innovation to respond to change and meet its challenges. The
fundamental objective of innovation in marketing is to discover new markets which will
ultimately lead to an increase in sales and profitability of the firm. This study tried to understand
the relationship between the innovation capability of manufacturing MSMEs and the firm’s
performance. Further, this study empirically identified that commercial capabilities like
manufacturing and marketing directly influence the relationship between innovation capability

and a firm’s performance in manufacturing MSME:s.

Originality/value

This study contributes to the body of knowledge in the field of innovation management,
performance analysis, and influence on manufacturing and marketing capability by providing
an addition to the existing theory and model. This study covered various demographics and the
results are unique and shall be universally applied. There is further scope for applying this

research in the service and large manufacturing industries.
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