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Introduction
Globally, the performance of small businesses is acknowledged as a key driver to inclu-
sive and sustainable economic growth. Performance entails the achievement of the 
firm’s goals and objectives in line with the set performance standards such as profitabil-
ity, market share, and cost minimization (Harash et al., 2014). As such, Turyakira et al. 
(2019) indicate that with improved performance, small businesses make a substantial 
contribution to employment opportunities, innovation, resource usage, income distribu-
tion, and the generation of revenue for governments in both developed and developing 
economies. This has drawn the attention of policymakers and academicians, who have 
advocated for further research on small businesses (see: Adomako et al., 2016; Sandada 
et al., 2014). The call for further research presents the need for the small business frater-
nity to develop strategies that catalyze their performance (Sendawula et al., 2021a).
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Currently, the performance of small businesses in most developing countries is unde-
sirable (National Planning Authority, 2020). Specifically, 65.7% of the small businesses 
in the four main commercial districts of Uganda (Kampala, Wakiso, Mukono, and Jinja) 
are non-profitable (Mayanja, 2020). Similarly, the majority of small businesses in trading, 
service, and hospitality are more likely to lose 20–30% of their total revenue (UN Capi-
tal Development Fund, 2020). This explains why more than 50% of these businesses in 
Uganda are more likely to operate below the poverty line or close their operation during 
the current volatile, uncertain, complex, and ambiguous (VUCA) economic conditions 
(UN Capital Development Fund, 2020). This implies that if the current trend continues, 
it could lead to the liquidation of several small businesses in Uganda. As such, there is an 
urgent need to explore feasible strategies to restore small business performance in order 
to promote inclusive and sustainable growth in Uganda’s economy.

Existing literature presents several theories to explicate strategies that can be under-
taken to foster small business performance. These include; the resource-based view 
theory (Hart, 1995), the dynamic capability theory (Teece et al., 1997), the networking 
theory (Johanson & Mattsson, 1988), resource dependence theory (Pfeffer & Salan-
cik, 1978) and the Schumpeterian theory (Schumpeter, 1942). However, we adopted 
the networking and the Schumpeterian theories to appreciate the efficacy of entrepre-
neurial networking and innovation in fostering small business performance in Uganda. 
By nature of small businesses in terms of resource constraints, we found it prudent to 
use these theories since small businesses rely on both informal and formal networks, 
to access resources, develop or improve on their processes and products as means to 
boost their performances. Furthermore, the theories better hypothesize the relationship 
between networking, innovation and firm outcomes like performance.

Specifically, the networking theory, as developed by Johanson and Mattsson (1988), 
suggests that entrepreneurial networking catalyzes small business performance. Abu-
Rumman et  al. (2021) describe entrepreneurial networking as the process through 
which entrepreneurs interact either formally or informally with the goal of assisting one 
another in their business endeavors. Through these associations, small businesses estab-
lish formal and informal ties with customers, suppliers, financial institutions, and other 
players to get the support necessary for business performance (Sendawula et al., 2021b). 
As such, entrepreneurial networks have emerged as a vital strategy for small firms to 
access resources, especially in the developing world where formal institutions are 
reluctant to deal with them (Anwar & Ali Shah, 2020). Through these networks, small 
businesses access, attract and acquire valuable resources which are pertinent to their 
performance (Ribeiro et al., 2021). With the informality nature of most of the small busi-
nesses (Struwig et al., 2019), they capitalize on informal networks to acquire customers 
as well as transact with other stakeholders like suppliers, creditors which enhances their 
performance (Cárdenas, 2021). The networking abilities of a small business owner/man-
ager are a precursor to winning business contracts, customer loyalty, and improving on 
their internal processes.

Networks not only help small businesses function better, but they also stimulate inno-
vation, which leads to higher performance. Through networks, owners can get business 
opportunities, skills, and knowledge that are vital in unlocking the innovative poten-
tial of small businesses to foster their performance as postulated by the Schumpeterian 
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theory (Schumpeter, 1942). The theory argues that attaining high performance levels 
among small businesses calls for innovation that will enable them to respond to chang-
ing customer needs (Schumpeter, 1942). Innovation is the process of incremental or rad-
ical change in the firms’ products, services, market, processes or organization setup in 
terms of methods and structure of a firm (Kahn, 2018). Empirically, innovation has been 
positively associated to small business performance (Hanelt et al., 2021; Ramadani et al., 
2019). As such, for any business to attain superior performance, innovation is critical. 
As the business environment becomes more volatile (Hanelt et al., 2021), entrepreneurs 
need to adjust their practices by becoming more innovative (Guerrero‐Villegas et  al., 
2018), otherwise their businesses will become obsolete (Zhang et al., 2019). Therefore, 
for businesses to remain competitive there is a need to satisfy unmet customer needs 
through innovation.

Upon that backdrop, it is arguably patent that entrepreneurial networking and innova-
tion potentially boost the performance of small businesses. However, there is very scanty 
literature regarding the mediating effect of innovation in the association between entre-
preneurial networking and small business performance. Even then, while there are con-
siderable efforts to understand small business’s performance challenges as explicated by 
entrepreneurial networking in the small business fraternity, most strands of this research 
have focused mainly on the global north. Thus, this study undertakes to explore this phe-
nomenon by highlighting holistic and contextual aspects from a developing economy 
perspective. Therefore, scholars and practitioners will get a thorough understanding of 
the importance of improving their entrepreneurial networks which will catalyze their 
innovative potential in order to produce new or significantly improved products and 
services that are vital in enhancing their performance.

Theoretical foundation and hypothesis development
In this study, both the networking and Schumpeterian theories were adopted to explore 
the strategies that can be undertaken by small businesses in Uganda to improve their 
performance. As such, the networking theory suggests that small businesses can regis-
ter improved performance through their networks operationalized as entrepreneurial 
networking (Johanson & Mattsson, 1988). Entrepreneurial networks consist of parties 
that small business owners-managers are directly connected to as well as people they 
are indirectly connected to through other people (Aladejebi, 2020). Centeno and Car-
michael (2014) add that entrepreneurial networks are collaborative formal or informal 
relationships formed by business owner-managers with their social, business, and insti-
tutional contacts in order to gain access to resources that are relevant to fostering the 
performance of their businesses. It is therefore imperative to note that, through their 
networks, business owner-managers appreciate the contemporary needs of the market 
and, by addressing them, small businesses are able to attract and retain customers to 
support business engagements (Engel et al., 2017).

It is also argued that in their networks, small businesses are in position to develop 
innovations that can spur their performance, as postulated by the Schumpeterian the-
ory. Schumpeter (1942) indicates that small businesses need to develop new or signifi-
cantly improved products and services to satisfy customers’ needs if they are to catalyze 
their performance. This is achieved through a process known as “creative destruction”, 
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in which something new, like products, markets, processes, and organizations, brings 
about the end of whatever came before it (Kraehe, 2019; Langroodi, 2021). Thus, Schum-
peter argues that attaining high performance levels among small businesses calls for 
innovation that will enable them to respond to the changing customer needs.

Small business performance
There is no consensus among scholars on the perception of a small business globally. 
As such, small businesses are defined differently in different continents, countries and 
industries. In the Ugandan context, a small business is a firm that employs between 5–49 
people with total assets and capital of Uganda shillings of 10–100 million (Ministry of 
Trade Industries and Cooperatives—MTIC, 2015). In Uganda, most businesses 90% are 
still small (Kisubi et al., 2022) and contribute to approximately 90% of Uganda’s employ-
ment, enhancing innovation, income distribution, resource utilization, and generation of 
government revenue (UBOS, 2021), 20% to the GDP (Uganda Revenue Authority, 2019) 
and 80% of the manufactured products (Kisubi et al., 2022).

Given the contribution of small businesses to the Ugandan economy, their perfor-
mance in terms of learning and growth, internal processes, and customer retention is 
critically important, according to Marimuthu et  al. (2009), performance indicates the 
extent to which a business effectively utilizes its assets to realize more profits. Perfor-
mance is further viewed as the achievement of the firm’s goals and objectives in line with 
the set performance standards such as profitability, market share, and cost minimization 
(Harash et al., 2014). In this study, performance is viewed as the ability of the small busi-
ness to develop strategies that foster the achievement of set goals that are operational in 
nature. Small business performance can be viewed in terms of financial and non-finan-
cial measurements (Cho et al., 2019). Due to the lack of reliable financial records by most 
small businesses in Uganda (MTIC, 2015), underpinned by financial illiteracy on the 
part of business owners/managers or corrupt intentions of financial record keepers or 
intentionally underreporting their financial performance indicators to avoid tax (Ribeiro 
et al., 2021), we measured performance in terms of non-financial indicators that include 
learning and growth, internal processes, and customer retention (Sebikari, 2014).

Entrepreneurial networking and small business performance
Entrepreneurial networking is the foundation stone for the performance of small busi-
nesses all over the world (Anwar & Ali Shah, 2020). The networks could be both formal 
and informal through which small businesses generate resources that are patent to their 
performance (Mayanja et al., 2019). As business managers or owners establish social ties 
with both internal and external stakeholders, firm trust increases, and this subsequently 
advances knowledge sharing and increases the possibility for better firm performance 
(Abu-Rumman et  al., 2021). The interconnectedness of small firms with other institu-
tions and individuals in the form of collaborations, social contacts, and partnerships 
facilitates knowledge exchange, redesigns traditional practices, and improves services, 
which ultimately improves performance (Cárdenas, 2021).

Small businesses utilize both their formal and informal networks to acquire resources 
(Mayanja et al., 2019), grow their markets (Zheng et al., 2020), as well as transact with 
other stakeholders like suppliers and creditors, which boosts their performance (Surangi, 
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2018). Several scholars (Abu-Rumman et  al., 2021; Anwar & Ali Shah, 2020; Pratono, 
2018) have investigated the relationship between business networking and firm perfor-
mance. However, concrete evidence is still missing in the literature as contrasting find-
ings are reported. For instance, positive results (Al-Omoush et al., 2022; Pratono, 2018; 
Wang & Chung, 2020) and negative findings (Abu-Rumman et al., 2021; Ribeiro et al., 
2021) have been reported in past literature. Therefore, a debate exists in the literature as 
to which types of networks yield benefits to firm performance. We, therefore, focused on 
entrepreneurial networks and hypothesized that:

H1: There is a significant relationship between entrepreneurial networking and the per-
formance of small businesses.

Innovation and performance of small businesses
The concept of innovation has attracted the attention of several scholars and there seems 
to be no agreement on what innovation entails. Generally, innovation is viewed as the 
introduction of new or significantly improved products, organizational methods, mar-
keting strategies and processes that add value to the organization (Rexhäuser & Ram-
mer, 2014). Innovation entails several types that can be process, product, marketing and 
new business model (Decker & Günther, 2017). Thus, process innovation is new or sig-
nificantly improved ways of fostering productivity as well as quality in an organization. 
Product innovation is the introduction of new or improved products that meet the ever-
changing customer needs. Marketing innovation on the other hand are new strategies of 
undertaking the marketing mix of an organization like the use of social media, websites, 
and other technologies to foster marketing campaigns.

Recent literature indicates that innovation and small business performance are posi-
tively related. Accordingly, Anwar (2018) reported that innovation in form of process, 
market and organization is critical in enhancing the performance of firms. This sug-
gests that small businesses that are innovative register higher performance levels as 
compared to their non-innovative counterparts. Udriyah et al. (2019) also indicate that 
market orientation and innovation positively affect competitive advantage and business 
performance. On the contrary, Ebrahimi et al. (2018) reveal that organizational innova-
tion and learning orientation have no effect on SME performance. Additionally, resource 
constraints, lack of exposure, risk aversion, limited research, and poor rewarding cul-
ture among SMEs as compared to large firms which impede their ability to innovate and 
attain greater performance (Struwig et al., 2019). The foregoing discussion indicates that 
innovation affects small business performance. Thus, it can be hypothesized that,

H2: There is a significant relationship between innovation and the performance of small 
businesses.

Mediation role of innovation
Basing on the Schumpeterian and network theories, business owner-managers need to 
establish entrepreneurial networks in order to understand the business environment 
so as to develop new or significantly improved innovations that are relevant for busi-
ness performance (Schumpeter, 1942). As such, we view innovation as the immediate 
outcome of entrepreneurial networks. That is, through entrepreneurial networks, own-
ers can get business opportunities, skills, and knowledge that are vital in unlocking the 
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innovative potential of small businesses to foster their performance as postulated by the 
Schumpeterian theory (Schumpeter, 1942). In fact, these social ties give business manag-
ers/owners an opportunity to discuss ideas, share thoughts, and get exposed by visiting 
other innovative firms.

Through vicarious learning, they are able to come up with new strategies like new or 
improved products, services, processes, organizations (Bakas et al., 2019) and marketing 
strategies that help small businesses to register high performance (Hilmersson & Hilm-
ersson, 2021). Therefore, entrepreneurial networking generates more value to businesses 
where the networks are geared toward developing an innovative culture or accessing 
resources to commercialize an innovation (Ha et al., 2022; Zhang et al., 2019). Entrepre-
neurial networks entail establishing both short- and long-term relationships with other 
stakeholders (Abu-Rumman et al., 2021). These entrepreneurial ties enable small busi-
nesses to understand customer needs (Zheng et  al., 2020) in order to develop new or 
significantly improved products or services that enhance small business performance 
(Cárdenas, 2021). Thus, innovations are conduits through which entrepreneurial net-
works foster small business performance.

According to Mayanja et al. (2019), innovation itself is not an end but a means through 
which its antecedents impact its outcomes. Consequently, according to Aboelmaged 
(2014), innovation mediates the relationship between knowledge management capabil-
ity and operational performance. Anning-Dorson (2018) also indicates that innovation 
mediates the association between involvement capability and the performance of service 
firms. It is also noted that integrating organizational, product, and process innovation 
mediates organizational performance and flexibility (Camison & Lo pez, 2010).

Likewise, this study postulates that innovation can mediate the relationship between 
entrepreneurial networking and small business performance. This is because innovation 
makes firms more flexible after understanding the business environment in which they 
operate so as to register high performance. Thus, small business owners need to be more 
flexible if they are to innovate and develop appropriate networks that will translate into 
improved performance. Due to the lack of evidence on the mediating effect of innova-
tion in the relationship between entrepreneurial networking, and small buisness perfor-
mance. We based on the foregoing review of related extant literature to hypothesize that:

H3: Innovation significantly mediates the relationship between entrepreneurial net-
working and performance of small businesses.

Research methodology
Research design, population, and sample

The study was cross-sectional and correlational. The study population was 108,534 small 
businesses, from which a sample of 383 small businesses was drawn from the mem-
bership of Uganda’s small-scale industries association (USSIA), determined using the 
Raosoft sampling size calculator. Small businesses from all regions of the country were 
sampled to ensure that the study results are a representative of the study population. 
We used stratified simple random sampling since it controls sectoral specifics that may 
impact small business performance (Rahman et al., 2022). Specifically, small businesses 
were stratified into three subsectors that were the manufacturing, trade and hotel & res-
taurants. As such, to get the sample per stratum, we divided the population per category 
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by the total population and multiplied by the total sample. Thereafter, a lottery approach 
of simple random sampling was used to select the final respondents without replace-
ment as indicated in Table 1. The unit of analysis was the small businesses and the unit 
of inquiry on the other hand was the business manager or owner for businesses that are 
owner-managed. Thus, every small business was represented by a manager or owner. A 
response rate of 96% was attained. The high response rate is attributed to the physical 
distribution of the tools to the managers, phone call follows ups (after 4 days), data col-
lection skills, and experience possessed by the researcher and the research assistants.

The questionnaire, validity, reliability and operationalization of study variables

A self-administered questionnaire with closed ended questions in English was used to 
collect data. The Questionnaire was anchored on a 5-point Likert scale ranging from 
strongly disagree (1), disagree (2) not sure (3), agree (4) to strongly agree (5). This was 
intended to measure the extent to which the respondents were agreeing or disagree-
ing with the study items. The instrument was physically distributed to the respondents 
(business managers). Before the final survey, a pre-test was conducted to establish the 
validity and reliability of the questionnaire. Pre-test results revealed that all study varia-
bles had a content validity index (CVI) and Cronbach’s alpha coefficient above the cutoff 
point of 0.7 (Nunnally, 1978), suggesting that the tool was valid and reliable. We oper-
ationalized small business performance in terms of learning and growth, internal pro-
cesses, and customer retention (Chong, 2008), entrepreneurial networking is measured 
in terms of trust, coordination, and information sharing (Wincent et al., 2013) and inno-
vation is operationalized in terms of structural, product and process innovation (Jacobs 
& Brand, 2007).

Common methods bias

Since the study adopted a questionnaire to collect data, we controlled for common 
methods bias that normally affects questionnaire-based results in social sciences (Gor-
rell et al., 2011). This was achieved by following Padsakoff et al. (2003)’s recommenda-
tions and as such; we ensured that the dependent and independent variables were not 
similar in content, assured the respondents (business managers) that there were no 
right or wrong answers, avoided double-barreled questions and most importantly, we 
engaged business managers as the unit of inquiry since they are considered to be more 
knowledgeable about entrepreneurial networking, innovation and performance of their 
businesses.

Table 1 Sample size distribution per sector.  Source: Uganda Small Scale Industries Association 
(USSIA)

Business sector Population Sample size

Trade 81,000 287

Hotel and restaurant 17,109 61

Manufacturing sector 10,426 37

Total 108,534 384
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Test for parametric assumptions

We tested for the assumptions of normality, homogeneity, multicollinearity to estab-
lish the distribution of the collected data (Hair et al., 2014). Skewness and kurtosis were 
adopted to check if the data set is normally distributed to be able to defend the choice 
of analysis and to enable generalizability of findings. Our results indicate that the dis-
tribution is moderately skewed and thus normal distribution of the data. The Kurtosis 
values on the other hand for all the variables were within the range of ± 2.5 also implying 
normal distribution. For homogeneity of variance, we performed Levene’s test to verify 
whether the variance was equal across the sample and the results revealed non-signif-
icant (P > 0.05), suggesting that the data were drawn from a sample of equal variance. 
Finally, multicollinearity was tested to establish whether there was a high inter-correla-
tion between the study variables by using tolerance values and variance inflation factor 
(VIF). The tolerance values for all study variables were above 0.1 and the VIF was below 
10 implying that there were no threats of multicollinearity (Field, 2009).

Study results
Business characteristics

In understanding the features of the small businesses investigated, data on their legal 
form, age, and nature of business undertaken were captured, as presented in Table  2. 
Specifically, the study revealed that the majority of small businesses investigated were 
sole proprietorship types of businesses (48%). This was followed by the partnership form 
of business (38%). This indicates that most small businesses in Uganda are established 
by one individual, who is helped by mostly family members to ensure the efficient and 
effective running of the business. For the age of the investigated small businesses, our 
results indicate that most businesses have been in operation for less than 5 years (47%). 
This was followed by those that have spent between 5 and 10 years in operation (37%), 
suggesting that most of the small businesses in Uganda do not survive long in operation 
because businesses that have been in operation for over 10 years are only 60 (16%) out 

Table 2 Business characteristics.  Source: Primary data

Business age Frequency Percent

Less than 5 years 172 47

5–10 years 136 37

Over 10 years 60 16

Total 368 100

Legal form of business

 Sole proprietorship 178 48

 Partnership 138 38

 Limited liability 52 14

 Total 368 100

Nature of the business

 Trade 220 60

 Manufacturing 110 30

 Hotel and restaurant 38 10

 Total 368 100
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of the 368 small businesses investigated. As such, the government needs to put in place 
a conducive business environment to enhance the performance and success of small 
businesses in Uganda, given their contribution to the growth and development of the 
country. Concerning the nature of the small businesses, we found that most of the ones 
investigated were trading (60%). This is followed by those in manufacturing at 30%. This 
is explained by the fact that entrepreneurs in Uganda find it easy to start and operate 
trading businesses as compared to manufacturing and hotel and restaurant businesses. 
Based on our implicit knowledge of the study context and engagement with the busi-
ness owners, we noted that starting a trading business is easier with very few legal pro-
cedures, requires less capital, is simple to manage, and can be run by one person, thus 
justifying why they are the majority in Uganda.

Sample characteristics

The results in Table 3 indicate that 58% of the respondents were female and only 42% 
were male suggesting that the majority of small businesses in Uganda are managed by 
females as compared to males. Concerning the age bracket, results indicate that 51% of 
the respondents are in the age bracket of 25–29, 30–34 (19%), 18% in 18–24, 10% in 
34–39, and 2% in 40 and above. This suggests that most of the small business managers 
in Uganda are still in their youthful age. They have the potential to establish local and 
international relationships that can unlock the innovative potential of their enterprises in 
order to catalyze small business performance. This is attributed to the fact that Uganda’s 

Table 3 Characteristics of the respondents.  Source: Primary data

Item Frequency Percentage

Gender

 Male 153 42

 Female 215 58

 Total 368 100

Age bracket of the respondents

 18–24 68 18

 25–29 187 51

 30–34 69 19

 34–39 35 10

 40 & above 9 2

Total 368 100

Level of education

 Certificate 13 4

 Diploma 22 6

 Bachelor 193 52

 Masters 136 37

 PhD 4 1

Total 368 100

Marital status

 Single 136 37

 Married 219 60

 Widowed 13 4

 Total 368 100
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population is mainly dominated by the youths (77%) who are actively involved in operat-
ing small businesses. Regarding the education level of the respondents, the study reveals 
that most of the respondents have degrees (52%), followed by 37% with a master’s degree 
implying that small business owners currently employ workers with the required skills 
and competencies needed to enhance the performance of their businesses. Lastly, study 
results indicate that the majority of the respondents are married (60%), with 47% being 
single and only 4% being widowed, suggesting that most managers of small businesses in 
Uganda get support from their spouses that can be financial and emotional in nature to 
ensure that business activities are well undertaken for better business performance.

Descriptive statistics

We present descriptive statistics for the study variables in Table 4. With respect to the 
dependent variable which is small business performance, we note that the mean is 3.39 
and the standard deviation is 0.53. The means and standard deviations for entrepreneur-
ial networking and innovation are 3.85 and 4.0462, 0.78 and 0.89, respectively. Accord-
ing to Field (2009), mean and standard deviation represent a summary of the data while 
standard deviations show how well the means represent the data. The goal is to decide if 
the statistical means match the observed results well (Field, 2009). As such, results indi-
cate that the standard deviations are small as compared to the means and this implies 
that calculated means highly represent the observed data (Field, 2009).

Correlation analysis results

We present our Pearson correlation results in Table 5. Results indicate that there is a sig-
nificant positive relationship between entrepreneurial networking and the performance 
of small businesses (r = 0.604**, P < 0.01). This shows that a positive change in entrepre-
neurial networking translates into a positive change in small business performance and 
thus H1 is supported. Study results further indicate that there is a significant positive 
association between innovation and small business performance (r = 0.631**, P < 0.01), 
implying that a positive change in innovation results into a positive change in the perfor-
mance of small businesses and hence providing initial support for H2.

Table 4 Descriptive statistics.  Source: Primary data

Items N Min Max Mean SD

Customer retention 368 1.00 4.50 3.1814 0.59984

Internal process 368 1.00 5.00 3.3222 0.74219

Learning and growth 368 1.17 5.00 3.6590 0.69959

Performance 368 1.06 4.79 3.3875 0.53487

Trust 368 1.14 5.00 3.9138 0.77511

Coordination 368 1.00 5.00 3.6217 0.97788

Information sharing 368 1.00 5.00 4.0111 0.81125

Entrepreneurial networking 368 1.05 5.00 3.8489 0.78002

Structural innovation 368 1.00 5.00 3.9586 0.80771

Product innovation 368 1.00 5.00 4.0543 0.72411

Process innovation 368 1.00 5.00 4.0462 0.86578

Innovation 368 1.00 5.00 4.0197 0.72408
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Regression analysis results

Since correlation analysis results provide preliminary support for the study hypoth-
esis, regression was further performed to confirm our hypothesis and to establish the 
explanatory power of the independent variable on the dependent variable as indicated in 
Table 6.

In Model I, the control variables were regressed against small business performance. 
Results in Table 6 indicate that business age and business form (β = 0.095, P ≥ 0.05) and 
(β = − 0.066, P ≥ 0.05), respectively, have an insignificant contribution in explaining the 
performance of small businesses. The model accounts for 1.5% of the change in the per-
formance of small businesses in Uganda. In Model II, entrepreneurial networking was 
introduced in the equation. Study findings indicate that entrepreneurial networking 
predicts 35.5% of the variance in small business performance. This shows that a change 
in entrepreneurial networking translates into 0.598 change in the performance of small 
businesses. As such, entrepreneurial networking is a significant predictor of business 
performance (β = 0.598, P ≤ 0.01) thus validating H1. In Model III innovation was added 
to the equation. The results in Table 6 indicate that innovation contributes 5.8% change 
in the performance of small businesses in Uganda. Thus, for a unit change in innovation, 
business performance would improve by 0.406 units. The results show that innovation is 
a significant antecedent of small business performance (β = 0.406, P ≤ 0.01) hence con-
firming H2 of the study. Finally, the variables entered in the regression model explain an 
overall 42.3% of the changes in the small business performance. This means that 57.7% is 
explicated by other variables not considered in the current study.

Mediation results
In understanding the mediating role of innovation in the relationship between entre-
preneurial networking and small business performance, Dr. Jose Paul (2013)’s approach 
was used to undertake this and the findings are presented with the help of two models: 

Table 6 Regression results

Dependent variable; performance: **Significant at the 0.01 level

Item Model I Model II Model III

Constant 3.351 1.762 1.401

Control variables

 Business age 0.095 0.065 0.057

 Business form − 0.066 − 0.027 − 0.011

Independent variables

 Entrepreneurial networking 0.598** 0.274**

 Innovation 0.406**

Model summary

 R 0.124 0.609 0.655

 R-square 0.015 0.370 0.429

 Adjusted R-square 0.010 0.365 0.423

 R-square change 0.015 0.355 0.058

 Model F 2.869 71.383 68.153

 Sig 0.058 0.000 0.000

 Durbin–Watson 0.832
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(a) entrepreneurial networking is a significant predictor of innovation; (b) the predic-
tive effect of entrepreneurial networking and innovation on small business performance 
were run simultaneously considering the part correlations that come with the regres-
sion model. As such, regression coefficients were used and entered into the Medgraph 
software.

The Sobel z-value included indicates that the mediation is significant (P < 0.01). 
Regarding the Sobel z-value of 6.03071 and the presence of both a direct and indirect 
effect values that are 0.273 and 0.33, respectively, it is concluded that innovation medi-
ates the relationship between entrepreneurial networking and performance of small 
businesses. In Figs. 1 and 2, when innovation was introduced in the association between 
entrepreneurial networking and the performance of small businesses, the standardized 
beta (β) for the association reduced from (β) = 0.604 to (β) = 0.273, this indicates that 
innovation mediates entrepreneurial networking and performance of small businesses. 
However, given that the correlation did not reduce to zero, it indicates that there is a 
partial mediation effect. A ratio index that is (indirect effect/total effect) 54.7% given 
by (0.33/0.604 * 100) was calculated (Figs. 1 and 2). This implies that 54.7% of the effect 
of entrepreneurial networking on the performance of small business goes through 

Fig. 1 The mediation effect of innovation

Fig. 2 Mediation effect
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innovation, while the 45.3% is a direct effect. As such, innovation reduces the strength 
of the association between entrepreneurial networking and performance of small busi-
nesses. Thus, H3 is supported.

Discussion and conclusion
In line with H1, the study revealed that entrepreneurial networking is a significant pre-
dictor of small business performance. This indicates that a positive change in entrepre-
neurial networking translates into a positive change in business performance. As such, 
when small business managers develop trust through entrepreneurial ties, share knowl-
edge, and ensure proper coordination of all stakeholders, the performance of small busi-
nesses is positively affected in terms of customer retention, improved internal processes, 
and effective learning among employees. This finding suggests that small business man-
agers need to more carefully consider and undertake entrepreneurial networking initia-
tives in order to enhance the performance of their businesses. In addition, small business 
owners and managers should take deliberate actions that are aimed at enhancing their 
current and future networks. Specifically, business owners and managers should attend 
both local and international conferences, workshops, seminars, and trainings, as well as 
share their business cards with different stakeholders with the goal of enhancing their 
performance.

Our findings are consistent with Hilmersson and Hilmersson (2021) who reported 
that firm innovation in terms of product, process, structure, and organization is depend-
ent on the networking capabilities of that firm. Further, it is argued that firms that are 
entreprneurially networked, are more innovative than their counterparts. Similarly, 
Ribeiro et al. (2021) revealed that women entrepreneurs’ networks are positively associ-
ated with the firm performance of the business in Ghana and Nigeria. It can be argued 
that creating strong ties with external agencies enables firms to acquire more resources 
that are necessary for better performance. In line with Mayanja et al. (2019) assertion 
entrepreneurial networking is key to the success and sustainability of small and medium 
enterprises. They further claim that through these networks, firms attain beneficial 
information, social support, and physical resources that enable them to attain their 
goals. In their qualitative study catalyzing artisan entrepreneur networks in rural Portu-
gal as a basis to enhance creative tourism.

Regarding H2, our results demonstrate that innovation significantly predicts small 
business performance, suggesting that a positive change in innovation results in a posi-
tive change in the performance of small businesses. Thus, innovation in terms of new or 
significantly improved products, structures, processes, markets, and organizations is all 
positively associated with the performance of small businesses. In particular, when small 
businesses develop innovative products that address the changing needs of their cus-
tomers, they will be attracted and retained in the long run. This reduced the customer 
acquisition costs revolving around undertaking sale promotion, advertising, and con-
ducting market surveys. In the same vein, when small businesses initiate and implement 
improvements in their internal operating system by integrating information and com-
munication technology and using the internet for internal and external communication, 
they eliminate certain activities as well as merge other irrelevant activities. This reduces 
operational costs, which translate into improved performance.
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It is also important to note that the small business fraternity innovates and reengi-
neers their strictures through developing feasible strategies to meet their goals, creating 
and reviewing the functions of each unit, and reviewing performance plans, which will 
enhance efficiency and effectiveness in executing business activities that will eventually 
promote small business performance in terms of customer satisfaction and improved 
internal processes and systems. Our findings agree with Anwar’s (2018), who reported 
that innovation in the form of process, market, and organization is critical to enhancing 
the performance of firms. Udriyah et  al. (2019) also indicated that market orientation 
and innovation positively affect competitive advantage and business performance. On 
the contrary, our results disagree with those of Ebrahimi et al. (2018), who reveal that 
organizational innovation and learning orientation have no effect on SME performance. 
Additionally, resource constraints, lack of exposure, risk aversion, limited research, and 
a poor reward culture among SMEs as compared to large firms impede their ability to 
innovate and attain greater performance (Struwig et al., 2019).

Study findings further support H3 by indicating that innovation partially mediates 
the relationship between entrepreneurial networking and small business performance. 
First, this finding implies that entrepreneurial networking and the performance of small 
businesses are directly related. Second, the relationship can be achieved through inno-
vation. This finding demonstrates that the specific pathways by which the relationship 
between entrepreneurial networking and the performance of small businesses occurs are 
direct. However, innovation takes away part of the contribution. Hence, small business 
managers need to create networks with the aim of innovating, through which high per-
formance in small businesses is realized. As such, when innovations in terms of new or 
significantly improved products, services, processes, and structures are developed, they 
take away part of the direct contribution of the causal pathway of entrepreneurial net-
working and performance of small businesses. In this respect, innovation practices act as 
a conduit, and since they take priority over small business performance, one cannot split 
innovation from the performance of small businesses.

The study findings are in agreement with Camison and Lo´pez (2010), who reported 
that performance and flexibility of the organization are mediated by integrating organi-
zational, product, and process innovation. Mpando and Sandada (2015) also reported 
that innovation significantly mediates the relationship between networking and per-
formance. This suggests that innovations have to be given priority if entrepreneurial 
networks are to promote firm performance. Aboelmaged (2014) further indicated that 
innovation performance mediates the relationship between knowledge management 
capability and operations performance. This is further supported by Anning-Dorson 
(2018), who established the mediating role of innovation in the association between 
involvement capability and performance of service firms.

In a nutshell, this study aimed at establishing the contribution of entrepreneurial 
networking and innovation on the performance of small businesses. This was realized 
through a questionnaire survey of 384 small businesses where business managers were 
considered for this study as the respondents. Results suggest that entrepreneurial net-
working and innovation significantly predict small business performance. Results also 
demonstrate that innovation partially mediates the relationship between entrepreneurial 
networking and small business performance.
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This study makes several contributions to academics, policy and the business com-
munity. The study contributes to extant literature by providing novel evidence on the 
contribution of entrepreneurial networking and innovation on the performance of 
small businesses using evidence from a developing country. The study also reveals that 
innovation mediates the relationship between entrepreneurial networking and small 
business performance. Thus, policy makers and small business managers may need 
to establish both formal and informal networks with different stakeholders to enable 
them access resources that are relevant to enhance performance of their businesses. 
It is also vital that innovation in form of new or significantly improved products, pro-
cesses, organizations and marketing are developed frequently to enable small busi-
nesses meet the ever-changing customer needs in order to boost their performance. 
Finally, society must acknowledge the fact that they should join small businesses that 
provide essential goods and services in fostering their entrepreneurial networks and 
innovation for better performance.

This study like any other study also has limitations. Thus, the study explains 42.5% 
of the variance in the performance of small businesses, implying that there are other 
factors explaining small business performance. Future studies could explore other 
antecedents of small business performance both in Uganda and outside Uganda. Sim-
ilarly, the study focused on non-financial performance of small businesses due to the 
unreliability of the business’ financial records, thus researchers can focus on finan-
cial performance indicators as well as how better these businesses can organize their 
financial records. Nevertheless, this research provides novel empirical evidence on 
the contribution of entrepreneurial networking and innovation on the performance of 
small businesses using evidence from Uganda’s small business sector.
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