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ABSTRACT 

The arrival of BMI has changed customer behavior, created unanticipated chances, and 

interrupted traditional ways of performing business. Thus, this study aimed to 

determine the business model innovation and performance of small-medium 

enterprises in Dar es salaam, Tanzania. Specifically, the study aimed to determine the 

extent to which SMEs use business model innovation; to examine how value creation 

innovation influence SMEs’ performance; to determine how value proposition 

innovation influence SMEs’ performance; and to examine how value capture 

innovation influences SMEs’ performance. 

The cross sectional research design with a quantitative approach was used. The study 

applied a purposive sampling to choose 96 participants. In this study, factorial analysis 

and as well as multiple regression were used in the analysis of data. The multiple 

regression was conducted to study the relationship between Value Creation Innovation 

(VCI), Value Proposition Innovation (VPI), and Value Capture Innovation (VCAI) 

against SMEs' performance. Findings show that VCI, VPI, and VCAI are statistically 

significant. Moreover, findings revealed that there is a strong Pearson correlation 

coefficient VCI, VPI, and VCAI with SMEs' performance. 

The study concludes that VCI is a significant feature of BMI  which has an important 

influence on the performance of a business. Moreover, the study concludes that VPI  

is a significant feature of  BMI that requires to be merged and assessed from period to 

period to achieve a competitive advantage and empower SMEs' performance.  

Furthermore, the aspects of VCAI that need eagerness include expansion of new 

revenue models such as extra sales and cross-selling, to maintain long-term fiscal 

earnings, acquiring long-term cyclical revenue models instead of one-time transaction 

models. This research recommends that SMEs require to adopt new abilities,  train 

workforces frequently, adopt new skills and competencies, update technical capitals 

and tools to improve quicker and more effective manufacturing of products and 

amenities, and cooperate with matched partners. Moreover, this research also 

recommends that  SMEs should continuously assess the demand of the customer as 

well as discourse-new wants. 
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CHAPTER ONE 

1.0 Introduction 

Innovation plays a vital feature in enhancing the growth and development of SMEs. 

The entrance of innovation into the business boost the transformation of SMEs from 

low to high productivity. This chapter gives insight into the role of BMI in SMEs. It 

shows how BMI is significant in the modern world of technology in enhancing the 

performance of SMEs.  This also chapter includes the study background, problem 

statement, objectives, research questions, and significance, and study organization, 

scope, and study limitations. 

1.1 Background of the study 

In recent years, small and medium-sized firms have been regarded as the engine of 

economic growth and employment. Currently, most firms operate in a highly difficult 

business environment characterized by higher complexity, faster change(s), and 

increasing competition. Because of globalization and hyper-competition, firms find it 

harder to stay competitive. This situation has not only affected firms, it has touched 

entire industries and even nations (Johnson et al., 2008). 

According to the consultancy firm Innosight in 2016, the average lifespan of Standards 

and Poor’s 500 firms has dropped from 33 years in 1963 to 24 years in 2016. Besides, 

this average is further anticipated to drop to 12 years by 2021. Just 64 firms have 

managed to stay on the list of Standards and Poor’s 500 for over 50 years (Anthony, 

Viguerie, & Waldeck, 2016).  Even with great technological products, continuous 

product, and process innovation, in the long term, many companies may not survive. 

(Bucherer, Eisert, & Gassmann, 2012). To face some of the challenges posed by such 

a dynamic environment a new concept “Business Model Innovation (BMI)” appeared 

to a catalyst tool. 

BMI indicates how SMEs generate and distribute value to its consumers, however in 

the same period it displays how it releases portions of this value for itself and 

henceforth states the fundamental logic of SMEs (Teece, 2010). Earlier scholars 

displayed the application and position of BMI as being superior to other innovation 

forms. It also shows that BMI outperforms product and process innovators in terms of 



2 

 

total shareholder return (BCG, 2008). BMI leads to a greater competitive advantage 

than what product or service innovations do (Economist Intelligence Unit, 2005). A 

company that focuses on BMI increase operating margins much faster than those who 

put their emphasis on products and services itself (Pohle & Chapman, 2006). 

Recently, BMI has changed from the image of the corporate approach where it 

signifies the focus of the business on consumer value and form a feasible business 

revenue as well as value cost structure for accumulation (Teece, 2010). BMI has 

appeared to be a significant approach for businesses to commercialize innovative ideas 

and technologies (Chesbrough, 2010). 

Various scholars such as Chesbrough (2007), Zott and Amitt (2010), Rosenbloom and 

Chesbrough (2002), Hamel and Prahalad (2000), Venkatraman and Henderson (2008), 

Mitchell and Coles (2003), and Teece (2010) have acknowledged the significance of 

BMI to continue competing in altering business environments such as Amit and Zott 

(2012) argue that most enterprises from international research prefer BMI to new 

products and services as a source of future profit. They suggested that BMI could 

create a new market or stop a business from creating and using new opportunities in 

current markets. Other studies have shown that BMI acts as a tool for corporate change 

and renewal (Johnson et al., 2008). 

Sako (2012) claimed that even in absence of advanced technology, BMI can be a vital 

aspect to guarantee business achievement, For example, Dell has innovated a model 

for its supply chain to share the undeniable benefits for its end-users, rather than 

developing within a personal computer structure. In contrast, Johnson et al. (2008) 

argued that established businesses should not undertake a formal BMI without altering 

their model of business. Their study also suggested that a need for BMI arises when it 

is necessary to adjust all four pieces of the model of business (Customers’ Value 

proposition, basic resources, processes, and profit). In addition, they argue that BMI 

will not be important unless change guarantees profits. Based on this study, three 

components of BMI namely Value Creation, Value Capture, and Value Proposition 

Innovation are going to be discussed. 
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1.2 Statement of the Problem  

In the world today, there is a great increase in the number of businesses being set up. 

This increase has led to a high dependency of many countries on SMEs for job creation 

and economic development (Lawrence, 2012). The arrival of digital has changed 

customer behavior, created unanticipated chances, and interrupted traditional ways of 

performing business. SMEs are also affected by this change and can no longer expect 

to compete on conventional parameters such as cost and superior products alone. BMI 

has barely reached SMEs. Increasing the use of BMI in SMEs is believed to boost the 

economic situation, which has become the objective of multiple innovation support 

programs (Chesbrough, 2010). 

Despite the importance of SMEs in the economy, most of the studies done on BMI 

have been limited to large firms. SMEs have received less attention. SMEs are vital 

for enhancing innovation, competitiveness, entrepreneurship, and the establishment of 

an effective innovation system for developing economies.  

In the period of globalization and dynamic market, businesses seek for survival as well 

as a competitive advantage through different resources and sources. Previous studies 

like Muugi (2018), and Amit and Zott (2012) have shown that BMI is a vital tool for 

a business’s survival as well as higher performance particularly in growing business 

(Anwar, 2018). However, the BMI’s role has been debated theoretically and 

exploratory while empirical reviews are still lacking. With a large number of active 

SMEs, current studies have barely developed research on the role of the performance 

of their business models. 

Some SMEs are engaged in BMI, but are still missing the big picture (they are 

underutilizing the components of BMI (VCI, VPI, and VCAI) (Heikkilä, Bouwman, 

& Heikkilä, 2018). Hence, the research aimed to cover a gap by finding out the 

performance of BMI in SMEs. The research about the role of BMI on the performance 

of SMEs was conceived. 
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1.3 Objectives 

1.3.1 General Objective  

The general objective of this study was to determine the business model innovation 

on the performance of small-medium enterprises.  

1.3.1 Specific objectives 

i. To determine the extent to which SMEs use business model innovation  

ii. To examine how value creation innovation influence SMEs’ performance 

iii. To determine how to value proposition innovation influence SMEs’ 

performance  

iv. To examine how value capture innovation influences SMEs’ performance  

1.4 Research questions 

i. To what extent do SMEs use business model innovation (BMI)? 

ii. How value creation innovation influence the SMEs’ performance? 

iii. How value proposition innovation influence SMEs’ performance? 

iv. How value capture innovation influences the SMEs’ performance?  

1.5 Significance of the study  

To Scholars  

The findings will be expected to enable researchers to establish whether business 

model innovation measures that are VCI, VPI and VCAI affect business performance.  

Practitioners  

The study will benefit thousands of SMEs in Tanzania. It will also benefit consultants, 

directors, marketer practitioners by providing insight into innovation in business 

models. The findings from this research will support entrepreneurs to be aware of their 

business and features for competitive advantage by maintaining their customer 

relations through a value proposition that meets their needs. 

Policymakers  

The findings in this study will be expected to become a reference point by 

policymakers who will be seeking information regarding SMEs and its performance, 
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which is the key driver to the economy. The study will be expected to give insightful 

information to policymakers with information regarding the issues that drive 

entrepreneurs and businesses changes in their model. They intended to provide 

understanding to the policymakers on what is happening in the world to help them 

adjust the policies to cope with new technology and advancement in manufacturing 

processes as well. 

1.6 Scope of the study 

This research is grounded on the SMEs within Ilala Municipality. The research 

specifically grounded on looking at how BMI influences the performance of SMEs 

through value creation, proposition, and capture innovation. 

1.7 Study limitation 

Some SMEs during the collections of data refused to respond to the questionnaires by 

arguing that they will not gain anything in this study. To tackle a challenge the 

researcher made it clear to the respondents the focus of the study was for academic 

purpose only and not for other purposes. 

Moreover, some of the interviews have interacted with the activities of the SMEs who 

were interviewed as this study was carried out during the working time of the SMEs. 

To solve this problem the researcher, took the time to wait for their loose time to get 

the needed information. 

Additionally, the study was not funded by the university so this put a financial 

constraint on the research. The study resolved the financial challenge by conducting 

the field study and working on long-hours in a day. Furthermore, the time interval 

given by the University for submitting a dissertation was not enough, thus it required 

the researcher to work hard to meet the deadline. 

1.8 Organization of the study 

The research is organized into six chapters. Chapter one covers the background of the 

study, statement of the problem, research objectives, research questions, significance 

of the study, delimitation of the study, and organization of the study. Chapter two 

covers a literature review which comprises theoretical and empirical reviews, while 
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chapter three cover research methodology. Furthermore, chapter four included analysis 

and presentation of findings while chapter five covered discussion of findings, and 

chapter six included a summary of the findings, conclusions, recommendations, and 

areas for further research.  
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

This chapter debates on the views, findings from various studies, published materials 

like reports, journals, websites, un-published materials, and all other possible sources, 

which underlay the basis for this study. It includes the definition of key terms, 

theoretical reviews, and empirical studies. 

2.2 Definition of Terms  

2.2.1 Business Model Innovation  

Amit and Zott (2001), defined business model innovation as to not only products, 

networks of distribution, and marketing approaches, but also to transaction and 

exchange business techniques. Gassmann, Frankenberger, and Csik (2013) 

summarized earlier definitions of BMI from,  Amit and  Zott (2001);  Mitchell and  

Coles (2003);  Chesbrough  (2010);  Demil and Lecocq (2010); and Teece (2010), and 

concluded that “a business model innovation can be defined as a novel way of how to 

create and capture value, which is achieved through a change of one or multiple 

components in the business model”.  Moreover, Frankenberger et al.  (2013)  

developed a definition of BMI  based on  Hamel  (2000), and  Mitchell and  Coles  

(2003) by stating that a BMI exceeds the scope of a new service or product offering, 

the business model innovation opens new opportunities to how to engage in economic 

exchanges. Therefore, the definition of BMI in this study will base on the definition 

provided by Zott and Amit (2001), since it explains includes the components of BMI 

compared to other definitions.  

Furthermore, BMI has three dimensions namely; VCI, VPI, and VCAI. VCI means 

forming superior value for consumers getting products (Hvass, 2015). Customer value 

has emerged to be a managerial component with the understanding of the significance 

of providing value to customers in business development (Olaru, Purchase, & 

Peterson, 2008).  
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Muugi (2018) value creation innovation is comprised of three sub-constructs; new 

capabilities, new technology, and new partnership. Employees in a company 

constantly receive  training to improve their abilities  which  empowers  business  to  

have  new  and  up-to-date knowledge  and  capabilities  as  opposed  to  their  direct  

competitors. In a new technology ensures that the technical resources of the company 

up-to-date, relative to those of the competitors. New partnerships involve a continuous 

search for new collaboration partners and integration, which is used to develop new 

opportunities (Muugi, 2018). 

The second dimension is VPI. Value proposition innovation is a component of the BMI 

and it is comprised of sub-constructs like new customers, offerings, markets, channels, 

as well as new customer relationships.  The subcontracts are all  components of 

innovation  or  change  that  bring  about  competitive  advantage  in  a  business  and 

hence performance (Clauss, 2017). Value proposition innovation contains the overall 

bundle of an organization's product and services (Frankenberger et al., 2013). In the 

newer version of Osterwalder and Pigneurs (2010), the definition of business model 

dimensions in the value proposition perspective is described as a combination of 

different elements that satisfy the customers’ needs. These needs can be satisfied 

through quantitative values such as price and speed or through qualitative values such 

as design or customer experience (Osterwalder & Pigneur, 2010).  

The third dimension is VCAI. Value capture innovation is the outcome  of  a  

bargaining  process,  through  which  several  partners  divide  among themselves the 

value created. The model capturing value rotates in five basic options: internal 

development, partnership, and alliance, sell out, license-out, and, finally, withdrawal 

(Duhamel, Reboud, & Santi, 2014). Clauss (2017) the subcontracts related to VCAI 

include, new revenue opportunities, increased offer integrated services like contract 

maintenance. 
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2.2.2 Small and Medium Enterprises (SMEs)  

SMEs’ concept is common and lacks a universal definition around the world. The 

definition of SMEs varies from country to country, as well as from one international 

organization to another. However, there are some agreements made by scholars where 

definitions of SMEs should be given basing on their name and size i.e. SMEs tend to 

be smaller in terms of the number of employees, size, and range of operations (OECD, 

2017). According to OECD (2017), SMEs lack a common definition because different 

nations tend to define "small or medium" based on the size of their economy. 

For instance, small businesses in the USA may be a medium-sized business in Yemen. 

On the other, a medium-sized institution in Yemen may be a small business in the 

United States of America. Thus, based on OECD, definitions of SMEs vary between 

nations. OECD (2017) defined small and medium-sized enterprises depending on the 

number of employees, that is, small (1-9 employees), small (10-49 employees), and 

medium (50-249 people). Some other definitions of SMEs are dependent on annual 

sales. 

For instance, the European  Union (EU) defines SMEs as businesses having less than 

200 employees and with a yearly turnover that does not surpass EUR 43 million 

(European Union, 2003). Hence, the definitions of SMEs worldwide mostly consider 

the number of workers and annual revenue.  

SMEs in Tanzania including those employing between 1 and 4 people while investing 

capital of up to 5 million shillings. Most of the micro-enterprises operate under the 

informal sector. Apart from the small enterprises, there are also firms employing 5 to 

49 people and have an investment of capital 5 to 200 million shillings. Other firms are 

medium enterprises, which have 50 and 99 employees and have capital investments 

ranging from 200 to 800 million shillings. Generally, the concept of SMEs is wide and 

depends on the level of country development (Mutual & Brakel, 2007).  

  



10 

 

2.2.3 Performance 

The Romanian Explanatory Dictionary defined “performance” as an output gained by 

an individual in a sports competition; special success in an activity field; The finest 

effect acquired by a technical or mechanical system, device or machine (Elena-Iuliana 

& Maria, 2016). This definition shows that the term “performance” was firstly taken 

from the fields of mechanics and sports, and afterward be utilized to portray the best 

outcomes accomplished in different fields, (such as a business). This implies 

performance is gotten distinctly by a set of components, those that get the best 

outcomes. In the opinion of Bartoli and Blatrix (2015), the definition of performance 

must be accomplished through components, like quality, evaluation, effectiveness, and 

piloting. 

2.5 Review of Theoretical Perspectives 

It is important to put a debate on a theoretical context before driving into the empirical 

discussions since they direct the study. In this study two theories are going be 

discussed, these include; Open innovation theory and disruptive innovation theory. 

2.5.1 Open Innovation Theory 

Henry William Chesbrough in 2003 developed the theory of open innovation. This 

theory is among of the innovation theories which postulates that for the business to 

implement innovative ideas and improve their technology in their business should 

apply both internal and external innovation ideas as well as internal and external 

market networks (Chesbrough, 2006). 

 According to Chesbrough (2006), this theory shows that firms ought not to be 

restricted to internal innovative ideas and market networks, but they should go with 

external innovative ideas and market networks to engulf the performance of their 

business. The adoption of innovative ideas in SMEs comes up with a number of 

obstacles like deficiency of innovative resources, techniques, and administrative 

competencies.  
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Moreover, these categories of enterprises reveal strong capacities to enhance their 

innovation continuously. Above all, the theory indicates that open innovation gives an 

exceptional chance to SMEs to extensively use external innovation resources, 

technical innovation ideas as well as administrative approaches for their development 

(Chesbrough, 2006). 

 According to Chesbrough (2006), the theory of open innovation is relevant to the 

study as it shows that most of the large firms in early works applied open innovation 

than SMEs. Some SMEs can solve their liability of smallness by allowing innovation 

processes in their business. Open innovation introduces external technology 

commercialization, which can likewise be a core competence of such quick growth of 

SMEs. Despite the smallness of some of the business and deficiency of resources, they 

still apply open innovation far less than large businesses (Van de Vrande et  al., 2010). 

Drawing on the theoretical work of Nickerson and Zenger (2004), it is indicated that 

the open innovation theory is ultimately limited because it advocates using an 

organizational form that has severe limitations in a complex problem-solving 

environment such as innovation. 

2.5.2 Diffusion of Innovation Theory 

E.M. Rogers developed the theory of Diffusion of Innovation (DOI), in 1962. This 

theory is among the ancient theories of social science. The theory came from 

communication to show how innovative idea or manufactured goods increases motion 

and spreads through a particular community. The outcome of this flow is that 

individuals, as a community part, implement a new idea, behavior, or technique in the 

business.   The diffusion of a new idea into the business boost the performance of the 

business since the adoption shows that an individual operates the business in a different 

way than what they did. The fundamental key to the implementation of a new idea into 

the business is that the individual need to perceive the idea or product as innovative 

(Rogers, 2010).  
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Initially, the DOI theory was applied to business analysis through technological 

innovation in SMEs (Boonsiritomachai, McGrath, & Burgess, 2014; Chen, 2006). For 

example, Boonsiritomachai and others. (2014) Use this theory to study the factors that 

affect technological innovation adoption, compatibility, complexity, acceptance of 

comparative advantage, observability, and testing capabilities. This DOI theory is 

considered the most vital theory used by researchers to study enterprise-level adoption 

models. According to the theory, the attributes that affect the implementation of 

technological innovation are testing ability, compatibility, comparative advantage, 

observability, and complexity. 

Olexova (2014), DOI theory focuses on the features that influence the speed of 

innovation, since DOI theory provides a general framework within which the social 

impact of technology can be modeled. Potential SMEs should become familiar with 

this technology, and then try to evaluate it. Thus, they can apply technology on an 

experimental basis.  

When there is a significant SMEs amount of using business knowledge, the number of 

SMEs remains small. The rest of the SMEs will be able in a position to change, and 

the total number of SMEs will be decreased using new technology. This would give 

curve S. The first official publication of diffusion study was the spread of hybrid maize 

(Griliches, 1960).  

Similarly, the deployment will be faster because SMEs are aware of the benefits of 

introducing new technologies. The communication process and the potential of SMEs 

will be able to appreciate the benefits of technological progress. SMEs are likely to 

adopt new technologies due to the publishing process and increasing competitive 

pressure (Green & Morphet, 1975). 

Therefore, the rate of diffusion of new technology in the business is also determined 

by the rate of awareness of SMEs to the benefits of adopting new technology into their 

business. The process of communication is very crucial here as well as the capacity of 

SMEs to evaluate the merits of the new technology for the growth of their business.  
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The theory of DOI is relevant as the higher SMEs are more likely to adopt a new 

technology the higher SMEs increase their chances to perform well. The growing 

competitive pressure in the business, push small business to find alternatives to cut off 

the rivals in the business particularly through the innovation, as a result, the diffusion 

of technology become the hot strategy to increase the performance of their business 

(Green & Morphet, 1975). As indicated by Rogers (2010), the DOI theory has the 

following limitations 

 Details of the evidence for this theory, comprising adaptive groups, did not 

originate in public health, nor did it develop to explicitly apply it to new 

behaviors or health innovations. 

 It does not strengthen the participatory approach to public health programs. 

 Taking action is better than stopping or blocking the action. 

 It does not consider resources or social support for individuals to adopt new 

behaviors (or innovations). 

2.6 Empirical literature review 

Barjak, Niedermann, and Perrett (2014) examined factors that influence BMI and their 

success. They equally intended to compare the BMI of SMEs in Europe to those in the 

US and Japan. Another aim of their research was to search for the barriers and 

bottlenecks to BMI and what can help overcome them. The researchers used secondary 

data from the European Community Survey (CIS), the Swiss ETH-Kohn, and the US 

business R&D Innovation survey. They analyzed BMI based on the four types of 

innovations proposed by the OECD that is the product, process, market, and 

organizational. Arguing that BMI is a composite type of innovation that can be found 

at the intersection of these four types of innovation. They concluded that BM 

innovators are underrepresented in Europe compared to the US. Moreover, only 6 % 

of European SMEs according to the CIS of 2008 were business model innovators, the 

number reduced to 5.5 % in 2010. Furthermore, BMI in SMEs also varied across 

countries. For instance, Portugal had the highest share of business model innovators 

10% of SMEs. In 2008, the percentage for Denmark was 5.7 %. 
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Muugi (2018) studied the BMI and sustainability of SMEs at United States 

International University-Africa. Three independent variables of VCI, VPI, and VCAI 

were studied to determine the effect of SME sustainability. The study was done by 

administering 200 questionnaires, where 150 were returned.  The response rate was 

75%, which was sufficient to analysis the data in figures and tables. Results showed 

that VCI, VPI, and VCAI were positively significant to SMEs' sustainability. 

Therefore, findings showed a clear correlation and relationship of the effects of BMI 

towards the sustainability of SMEs. 

Olughor (2015) did a study on how innovation affects business performance in SMEs 

in an up-and-coming market, like Nigeria. The study uses a survey design method. The 

study used convenient sampling techniques to select respondents from a population 

and constitute a sample size of 20 SMEs operating in the Lagos and Ibadan 

metropolitan. The study collected data from 200 respondents from six SMEs based in 

Nigeria. In this study, innovation was measured using product and process sub-

variables, and market and management innovations using the OECD scale in Oslo 

(2005). Moreover, business performance was measured using a sub-measure of 

production, market, and financial performance. The results of the study showed that 

there is a high relationship between the factors used to measure innovation. Second, 

innovation appeared to affect business performance. 

Ekdahl and Sandell (2014) conducted a study on customer involvement in business 

model innovation; A case study in the medical instrument industry. The study aimed 

to explore in which business model dimensions the customer can be a resource for 

innovation or development; if there is any difference between the different customers' 

roles and how they can be used as a  resource for innovation or development in the 

business model dimensions. Results revealed that there were quite large differences 

between individual customers for ideas they have. The study concluded that all 

companies have to develop in order to stay competitive. In order to stay competitive, 

a company can innovate its product offering, its service offering, or its business model. 

The business model is a  new analysis unit that has a growing interest both from a 

practical perspective and an academic perspective. The study recommended that it 
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could be a good strategy for companies to identify key customers with a large number 

of ideas and try to build and maintain a relationship with these idea-generating 

customers. 

Enev and Liao (2014) studied business model innovation and factors influencing 

business model innovation. The study aimed to explore the BMI in firms and the main 

factors that influence the decision-making process in relation to BMI. To study the 

topic claimed, a case study design was chosen with a quantitative and qualitative 

approach. The results showed that customer expectations, return on invested capital, 

competition, and sustainability are the main factors affecting the BMI in the opposite 

direction, while culture, inertia, risk aversion, and project cost were identified as the 

main constraints. The study concluded that BMI is not a top priority for firms, and 

innovation through improved “old fashion” products or new technologies remains a 

valuable approach. 

Foss and Saebi (2017) did qualitative research on over 280 Norwegian companies to 

find out those who had innovated or changed their business over the past 3 years prior 

to the study. The companies surveyed were categorized into 17 industries. They 

suggested four different ways through which firms could innovate their BM; new value 

propositions, capture value in a new way, change the way their products have been 

delivered, and target new customer segments. Furthermore, they were keen to 

differentiate between what they called BM adaptation, which they define as a company 

simply adapting their business model to recent changes perceived in the industry. In 

addition, BM Innovation which they considered as introducing a BM not only new to 

the firm but the industry. They found out that innovation was more present in the value 

proposition with about 25% of firms innovating meanwhile innovation was least 

present in value capture with just 3.5% of the firms innovating there. 

Bouwman et al. (2016) designed their research to identify how BMI differed across 13 

countries located in the EU. They compared their results to BMI data collected through 

a CIS (Community Innovation Survey) from another study precisely of Empirica in 

2014. Their research is still in progress since not all data has been collected yet. They 

used four elements to measure BMI; value proposition, ecosystem, financial 
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arrangements information technology. They concluded that overall 37% of SMEs in 

the EU innovate their business model, but this rate varies from country to country. For 

instance, while the BMI incidence rate in Italy was 61%, the same rate in the 

Netherland was 21%. Thus it could be important to study business model innovation 

in a particular country since some country-specific conditions may have an effect on 

the BMI of SMEs and that particular country. Unfortunately, their research is purely 

quantitative so less attention was paid to the factors, which could have caused such 

differences.                            

2.7 Discussions of the reviewed 

Most of the researches done on BM and BMI such as Bouwman et al. (2016) and 

Heikkilä et al. (2017) have been limited to large firms. SMEs have received less 

attention. The reviewed literature showed that none of the studies has researched the 

role of BMI on the performance of SMEs. Thus, these Literature gaps need to be filled. 

This differentiating this study from previous scholars but to contribute additional 

knowledge to the foundations already established in current literature.  

The empirical review showed that larger sized firms are better able to exploit the 

opportunities of business model innovation and show a reinforcement of the effect. 

Firms with experience in a domain close to the target environment also show a stronger 

ability to exploit the opportunities of business model innovation. Furthermore, BMI in 

SMEs also varied across countries. For instance, a study by Barjak et al. (2014) 

exposed that Portugal had the highest share of business model innovators 10% of 

SMEs. In 2008, the percentage for Denmark was 5.7 %. The literature also showed 

that many business models have been established to deliver sustainability and have 

become increasingly popular in the literature, but few tools that assist in sustainable 

business models have been identified. 

Many authors investigate the sustainability of SMEs through innovation by using the 

pillars of VCI, VPI, and VCAI.  VPI  as a tool of the  BMI  can be described in terms 

of the sub-contracts that comprise: new offerings, new channels, new customer 

segments markets, and new customer relationships.  VCI  contains the value of modern 
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technology and structures,  new capabilities,  and new partnerships.  Furthermore, 

VCAI comprises new prices and cost structures, as well as new revenue models.  

2.8 Conceptual framework 

Figure 2.1 shows the conceptual framework of the study, which illustrates both 

independents and dependent variables. Business model innovation (VCI, VPI, and 

VCAI) is an independent variable and SMEs’ performance is the dependent variable 

(average sales and profits). The performance of the business on SMEs extremely 

depends on the success of VCI as a business approach to attain the profit. The business 

performance can be reached when SMEs use VCI to invent their products. VCI 

influences business performance positively, as it makes better value for customers to 

purchase products and services. Moreover, VPI influences the performance of the 

business on SMEs positively, as it identifies innovative markets, innovative customer 

relationships, and brings the competitive advantages of the business. Furthermore, 

VCAI influence the performance of the business on SMEs positively through the 

bargaining process, and internal development. 
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Figure 2.1: Conceptual framework 

Independent variable                                                       Dependent variable 

 

  

 

 

Source: Researcher (2019) 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.0 Introduction 

This chapter presents the research design, area of the study, the population of the study, 

sampling techniques, sample size, data gathering methods, measurement of variable, 

data analysis, reliability and validity of data, and lastly ethical consideration. 

3.1 Research Design 

Research design entails how the information to fill the gap is gathered (Creswell, 

2009). The study used a cross-sectional research design at it allows this type of 

research to provide an overview of the characteristics, frequency, or incidence of target 

data points in the population being studied at any time (Sedgwick, 2014). Therefore, 

this research design is suitable to provide an insight into understanding the 

characteristics of the VCI, VPI, and VCAI on the performance of SMEs. 

3.2 Research Area 

 Dawson (2002) research area aid to limit boundaries of the study topic, time, and 

budget. The area of study in this research included Ilala Municipality. This area of 

study is selected since most business activities are found in Ilala Municipality. Small 

businesses were also concentrated in Ilala municipality especially Kariakoo, Ilala, and 

Buguruni areas. Therefore, through this study, the researcher is interested to determine 

the role of business model innovation on the performance of small and medium 

enterprises in those areas.  

3.3 Study Population  

Kothari (2004) defined a population as a collection of individuals or objects possessing 

a common characteristic. It also refers to the collection of items of interest where the 

researcher desires to research. Though, the researcher cannot afford to investigate each 

element in the population due to expensiveness and time factors (Mugenda & 

Mugenda, 2008). The study population for this study included SMEs in Ilala 

Municipality. 
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3.4 Sample and sampling technique 

3.4.1 Sample size 

Kothari (2004) describes the size of the sample as a number of elements or things 

selected from the population. The size of the sample must be an optimal sample to 

represent the population. A sample size of ninety-six (96) owners of SMEs was used. 

Cochran formula developed by Cochran (1977) was used to calculate the optimum 

sample size of the study and is given by; 

                n = 
Z2Pq

e2
 

Where: n = Sample size, Z = Desired confidence level, P = Attribute estimated 

proportion in the population, q = p −1 and e = precision desired level. Assuming the 

maximum variability = 50 percent and taking 95 percent confidence level with ±10 

percent level of precision, the calculation for required sample size was as follows; 

 p = 0.5 and hence q =1- 0.5 = 0.5; e = 0.1 or 10%; z =1.96 

Then, 

             n = 
(1.96)2(0.5)(0.5)

(0.1)2
 = 96.04 ~ 96  

3.4.2 Sampling Technique 

Kothari (2004) sampling technique refers to the method of selecting a sample from a 

population. The researcher used a non-probability sampling method known as a 

purposive or judgmental sampling technique to obtain the appropriate respondents. 

Harrison and Mason (2008) defined judgmental sampling as processes in which the 

study influences the analysis, method, and sampling activity interactively during the 

process of research. In this study, the purposive method was used to select respondents 

to be included in a sample. This purposive technique was appropriate to ensure the 

inclusion of relevant individuals in the sample for the study. The relevant individuals 

included all respondents who have the information of SMEs basing on the study. 

Moreover, the researcher has selected this technique, as it is easy, fast, and 

inexpensive. 
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3.5 Data Collection Methods 

Kothari (2008) stated that collection of data is the method of gathering information 

from the respondents on the targeted variables in a systematic approach which 

enhances one to come up with reasonable answers about the relevant questions. The 

study applied both secondary and primary data; the questionnaire approach was 

applied to gather the primary information whilst secondary data was obtained through 

a documentary review. 

3.5.1 Primary Data 

Information, which is gathered for the first time and happen to be original in character 

are known as primary data (Kothari, 2004). Information from the primary source was 

collected through assigning questionnaires to the selected sample. Gillham (2008) 

described the questionnaire as a research tool consisting of a series of questions and 

other prompts to collect information from respondents. The researcher administered 

96 questionnaires individually to all owners of SMEs that were selected from the 

population. The vital reason to apply the questionnaire in the study was to enable the 

research to get more information from many respondents. 

3.5.2  Secondary  data 

The information which will be found from the literature source will be termed as 

secondary data (Kothari, 2004). According to Kothari (2004), these are the 

information, which has been gathered and analysed previously by someone else for 

some other purposes. The researcher used secondary data to get hold of information 

related to the study that would not be obtained from original sources. Moreover, the 

researcher decides to exploit secondary data, as they were available effortlessly, 

rapidly, and inexpensively. The secondary data in this study was observed through the 

published literature review such as articles, journals, and reports and un-published 

literature review. 

3.6 Measurement of variables 

3.6.1 Dependent variable 

The dependent variable in this study is the performance of SMEs and was measured 

by using the average profits of SMEs. 
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3.6.2 Independent variables 

This study comprises of one independent variable of BMI. Three dimensions such as 

VCI, VPI, and VCAI were used to measure BMI in SMEs. The study applied a Likert 

scale of five-level scales to measure these variables. The Likert scale pointed out the 

level of agreement and disagreement on the three dimensions of BMI. 

3.7 Data Reliability and Validity 

3.7.1 Reliability 

Reliability is a measure that determines the accuracy of research methods and methods 

for obtaining data. (Saunders, Lewis, & Thornhill, 2007). The researcher maintained 

the reliability of the study by ensured confidentiality of the information from the 

respondent. This influenced the respondent to provide information freely that would 

be applied for the study purposes. Not only that but also trust was generated which 

facilitated the same results to be obtained from the same study by using the same 

technique. 

Furthermore, the study applied the Cronbach’s Alpha Coefficient to test the ability of 

the study instrument to give the desired results. Alpha of Cronbach was applied to 

measure the extent to which the Likert scale items measured the same basic feature 

(Pallant et al., 2002).  

The suggested coefficient standard is 0.7, which shows that the amount of the scale is 

related in similar situations and items. This indicates that from 0.7 and above, the scale 

is counted to be reliable. George and Maleri (2003) point out the following thumb rules 

for Cronbach Alpha values in terms of reliability and validity: 

 

Cronbach Alpha > 0.9 = excellent, 

Cronbach Alpha > 0.8 = good,  

Cronbach Alpha > 0.7 = acceptable, 

Cronbach Alpha > 0.6 = questionable, and 

Cronbach Alpha <0.5 = unacceptable. 
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3.7.2 Validity  

Validity refers to whether the study explains or measures what the researcher intended 

to measures (Saunders et al., 2007). To solve the validity problem, the study conducted 

a pilot study to ensure that data collection tools provide reliable information. 

Questionnaires were tested in a small sample for verification of the questions measure 

what they were supposed to measure, thus three owners of SMEs from Ilala 

municipality were interviewed to check the validity of the questions. Therefore, 

improvements were made, and tools were used to gather information. 

3.8 Variables and Measurement 

In this study, the independent variable comprised the Business Model Innovation 

(VCI, VPI, and VCAI)  while the dependent variable included the performance of 

SMEs. Table 3.1 indicates variables (independent and dependent variable), indicators 

or sub-variables, and measurement of variables. 

Table 3.1: Indicators and Measurement of  Variables  

Variable Sub variable Measurement 

Independent variable  

Business Model 

Innovation 

 Value Creation Innovation 

 Value Proposition Innovation 

 Value Capture Innovation 

Likert scale of five-level scales 

(Strongly Agree-1, Agree-2,  

Neutral-3, Disagree-4,  

Strongly Disagree-5) 

Dependent variable  

Performance of SMEs 

 Average Sales 

 Average profit 

Likert scale of five-level scales 

(Strongly Agree-1, Agree-2,  

Neutral-3, Disagree-4,  

Strongly Disagree-5) 

Source: Researcher, 2020 

3.9 Data Analysis Methods 

Data entry, coding, and data cleaning were the initial steps before a jump to actual 

analysis. During the data analysis process, the nature of the study and types of data 

were the major aspects to consider (Kothari, 2004). Hence, in this study data were 

analysed quantitatively through factor analysis where the number of observed 

measures was aggregated into smaller sets of unobserved variables known as factors. 

After the reduction technique by using factor analysis, then, descriptive analysis was 

performed through the reduced data to give out frequencies and percentages. The 
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Likert scale data of five-level scale; 1, 2, 3, 4 or 5 (1-strongly Agree, 2-Agree, 3-

Neutral, 4-Disagree, 5-Strongly Disagree) were analysed by using multiple regression 

where the role of BMI on the performance of SMEs was studied. The tools of analysis 

such as IBM SPSS Statistics Version 20 as well as Microsoft Excel were used to 

analyse data. 

Regression Model 

The following regression model based on four assumptions of linearity, normality, 

homoscedasticity of variance, and independence of error terms was applied to study a 

relationship of factors influencing SMEs performance; multiple regression model of 

this study is as follows; 

Y= 𝛽0+𝛽1 ×1+𝛽2 ×2+𝛽3 ×3+ e 

Where; 

Y = Dependent variable (SMEs performance) 

𝛽0 = Constant 

𝛽1,𝛽2 and 𝛽3 = Coefficient of VCI, VPI, and VCAI respectively. 

X1 = VCI, X2 = VPI, X3 = VCAI               

3.10 Ethical Considerations 

The consideration of human rights and national policies were paid on watching the 

rules and observation during the whole preparation process of the study. The 

researcher introduced himself to the respondents during the whole process of data 

collection. The participants were verbally informed on the significance of the study, 

interview timing, and for whom the findings were expected. Furthermore, the study 

guaranteed that the given data would not be used for some other purpose(s) and none 

of the participants was identified by names in the report.  
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CHAPTER FOUR 

DATA ANALYSIS AND PRESENTATION 

4.1 Introduction 

This chapter analyzes and presents the collected data from the field. The target of the 

research was to determine the role of BMI on the performance of SMEs. Furthermore, 

the chapter discusses the demographic characteristics of the participants including 

gender, marital status, and age, levels of education, business experience, number of 

permanent employees, and number of assets owned. In this chapter, the descriptive and 

inferential analyses were performed per specific objectives, and hypotheses. 

4.2 Demographic Characteristics of the respondents 

This section presents and discusses an analysis of the characteristics of the 

demographics of respondents. It summarizes the gender, age, and level of education of 

the respondents. Table 4.1 indicates the demographic information of participants. 

The research examined the gender of participants in a study. The attribute of gender 

assists the researcher to understand the distribution of the males and females across 

the study population as well as increasing the reliability of the study. Results show that 

most of the participants 70.8% (68) were males and 29.2% (28) of the participants 

were females. Findings show that males were more than females. This likewise 

implicates that during the study there was the participation of males and females. The 

difference in gender numbers came in because of available participants in different 

SMEs where males occupied most of the SMEs.  

The research examined the marital status of participants in a study. Findings show that 

26% (25) of the participants were single while 74% (71) of the participants were 

married. Therefore, findings reveal that the majority of the respondents during the 

study were married. The difference in the marital status of participants came in because 

of available participants in different SMEs where married occupied most of the SMEs.  

The study sought to describe the age distribution of participants. Findings reveal that 

most of the participants during the study had 41-50 years with 38.5% (37) participants 

followed by 31-40 years with 34.4% (33) participants, over 50 years with 15.6% (15) 
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participants, and under 30 years with 11.5% (11) participants. Results display that most 

of the participants during the study were in the working-age groups.  

Moreover, Table 4.1 indicates the education level of participants during the study. 

Results display that most of the participants fall in the university category with 49% 

(47) participants followed by college and secondary categories with 45.8% (44) and 

5.2% (5) participants respectively. Thus, participants who attained a university and 

college levels of education extensively dominated the study. These results are in line 

with the results by Muungi (2018) who indicated that most of the members (79%) were 

in the university category. 

Findings in Table 4.1 indicate the business experience of the participants. Findings 

indicate that 40.6% (39) of the participants claimed that their business had less than 

five years length of working service, 37.5% (36) of the participants claimed that their 

business had 5-10 years length of working service, and 21.9% (21) of the participants 

claimed that their business had 10 years and above the length of working service. 

Results expose that majority of the business in a study had less than five years length 

of working service followed by 5-10 years of working services. These findings are in 

line with that of Muungi (2018) who indicated that most of the SMEs 59% during the 

study had experience of 2-3 years followed by 4-8 years length of working service.  

Moreover, findings in Table 4.1 indicate the number of assets in SMEs. Findings 

indicate that 45.8% (44) of the participants claimed that their business had 1-5 assets, 

31.3% (30) of the participants claimed that the business had 6-10 assets, and 13.5% 

(13) of the participants claimed that their business had 11-15 assets, and 9.4% (9) of 

the participants claimed that their business had 16 assets and above. Results expose 

that majority of the business in a study had 1-5 assets.  

Furthermore, findings in Table 4.1 indicate the number of permanent employees in 

SMEs. Findings indicate that 6.3% (6) of the participants claimed that their business 

had 1-5 employees, 42.7% (41) of the participants claimed that the business had 6-10 

employees, and 25% (24) of the participants claimed that their business had 11-15 

employees, and 26% (25) of the participants claimed that their business had 16 
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employees and above. Results expose that majority of the business in a study had 6-10 

employees.  

 Table 4.1: Demographic characteristics of the participants 

Demographic                            Category Frequency Percentages (%) 

Gender 

           Male 68 70.8 

           Female 28 29.2 

           Total 96 100 

 

Marital status 

 

           Single                               25 26 

           Married 71 74 

           Total 96 100 

Age 

           Under 30 years 11 11.5 

           31-40 years 33 34.4 

           41-50 years 37 38.5 

           Over 50 years  15 15.6 

           Total 96 100 

Education Level 

           Secondary 5 5.2 

           College 44 45.8 

           University 47 49 

           Total 96 100 

Business 

experience 

           < 5years 39 40.6 

           5-10years 36 37.5 

          10years + 21 21.9 

           Total 96 100 

Number of assets 

owned 

           1-5 assets 44 45.8 

           6-10 assets 30 31.3 

           11-15 assets 13 13.5 

           16 assets and above 9 9.4 

           Total 96 100 

  1-5 employees 6 6.3 

  6-10 employees 41 42.7 

Number of permanent 

employees 

 11-15 employees 

16 employees + 

24 

25 

25.0 

26.0 

           Total 96 100 

Source: Field Data, 2019 
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4.3 Extent to which SMEs use Business Model Innovation 

The extent of applying BMI among various SMEs is different; some of the SMEs apply 

BMI to a large extent and others to a small extent. Therefore, the study aimed to know 

the extent in which SMEs use BMI. The researcher asked the participants to indicate 

their responses to the provided questions.  

4.3.1 Trend of business performance 

The researcher intended to know the trend of the business performance of SMEs. 

Findings in Table 4.2 show that 35.4% (34) of the participants indicated that the trend 

of business performance was good, 60.4% (58) of the participants indicated that the 

trend of business performance was satisfactory while 4.2% (4) of the participants 

indicated that the trend of business performance was bad. Findings reveal that most of 

the participants during the research point out that a trend of business performance was 

satisfactory. The satisfaction of the business might be attributed to the adoption of BMI 

into their businesses. 

Table 4.2: Trend of business performance in SMEs 

Response Frequency Percentage (%) 

Very good - - 

Good 34 35.4 

Satisfactory 58 60.4 

Bad 4 4.2 

Very bad - - 

Total 96 100 

Source: Field Data, 2019 

4.3.2 The presence of BMI in SMEs 

The rising of the application of BMI in SMEs is thought to enhance the financial 

position in the business, which has also become the catalyst of the business 

performance, particularly in SMEs. The researcher intended to identify the presence 



29 

 

of BMI in SMEs where the participants were asked to indicate whether they practice 

BMI in their businesses.  Findings in Table 4.3 show that 95.4% (92) of the participants 

indicated that they practice BMI while 4.2% (4) of the participants indicated that they 

had no BMI in their businesses. These findings reveal that the majority of the 

participants during the study practiced BMI. 

Table 4.3: The presence of Business Model in SMEs 

Response Frequency Percentage (%) 

 Yes 92 95.8 

 No 4 4.2 

 Total 96 100 

 Source: Field Data, 2019 

4.3.3 Changes brought by BMI 

The study also intended to know whether BMI has brought some changes to SMEs. 

Findings in Table 4.4 show that 87.5 (84) of the participants indicated that BMI has 

brought changes into their businesses while 12.5% (12) of the participants indicated 

that BMI had not brought changes into their businesses. Findings reveal that the 

majority of the respondents during the study indicated that BMI has brought changes 

to their businesses. Furthermore, participants during the study state the factors that 

may attribute the changes in BMI, these factors include; acquiring loans, improving 

the quality of products, improve market base, customer care skills, and sales skills. 

Clauss (2017) indicated that BMI is a key component to business improvement as it 

induces innovation in the business to encourage the performance of the business.  
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Table 4.4: Changes brought by BMI to SMEs 

Response Frequency Percentage (%) 

Yes 84 87.5 

No 12 12.5 

Total 96 100 

Source: Field Data, 2019 

4.4 Factor analysis 

The study applied the technique of factor analysis to reduce items from the Likert scale 

questions, of three independents variables (VCI, VPI, and VCAI). Factor analysis 

grouped variables with a similar characteristic together to produce a small number of 

factors from many variables for further analysis. Therefore, factor analysis was 

conducted per independent variable and the following output was presented. 

i) Value Creation Innovation 

a) Kaiser-Meyer-Olkin Measure of Sampling Adequacy (KMO) and Bartlett's Test 

The Kaiser-Meyer-Olkin Measure of Sampling Adequacy (KMO) and Bartlett's Test 

are displayed in Table 4.5. Before moved further to factor analysis,  the 

studydetermined if the sample data were suitable for the analysis. The Kaiser-Meyer-

Olkin Measure of Sampling Adequacy (KMO) and Bartlett's Test were used to check 

the suitability of the sample data by examining the inter-dependent and sample 

sufficient. Results in Table 4.5 show that the KMO measure is 0.838. The KMO which 

is greater than 0.7 i.e. (0.838) > (0.7), indicates that the sample data are suitable for 

factor analysis.  

Bartlett's test is another indication of the strength of the relationship among variables. 

The null hypothesis should be rejected for a test to be statistically significant. From 

the same Table 4.5, results reveal that there is significance in the test of sphericity. 

That is, its p-value is less than 0.05 i.e. p<0.05.  Therefore, the significance level is 

lesser to reject the null hypothesis. This means that correlations coefficients are not all 



31 

 

zero. Therefore, these results show that both assumptions required for factor analysis 

are satisfied. 

Table 4.5: Shows KMO and Bartlett's Test 

Kaiser-Meyer- Sampling Adequacy Olkin Measure .838 

Test of Sphericity Bartlett's  

Approximate. Chi-

Square 
2037.842 

Degree of freedom 78 

Sig. .000 

Source: Field data, 2019 

b) Total Variance explained 

Table 4.6 indicates the previous factors, extracted factors with their Eigen-values, % 

variance attributable to every factor, and the factor cumulative variance. Table 4.6 

indicates only one component was extracted and it accounts for 76.195% of the 

variance. 
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Table 4.6: Indicates Total Variance Explained  

C
o

m
p

o
n
en

t 
Initial Eigen-values  Squared Loadings Extraction Sums 

Total 
Variance 

percentage 

Cumulative 

percentage 
Total 

Variance 

percentage 

Cumulative 

percentage 

(1) 9.905 76.195 76.195 9.905 76.195 76.195 

(2) .978 7.521 83.716 
   

(3) .478 3.680 87.396 
   

(4) .435 3.344 90.740 
   

(5) .346 2.664 93.404 
   

(6) .255 1.961 95.365 
   

(7) .217 1.667 97.032 
   

(8) .169 1.298 98.330 
   

(9) .089 .683 99.013 
   

(10) .071 .546 99.559 
   

(11) .030 .234 99.793 
   

(12) .022 .167 99.960 
   

(13) .005 .040 100.000 
   

Extraction Method: Principal Component Analysis (PCA). 
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c) The scree plot 

The scree plot is a plot of the Eigen-values against the components. It is suitable for 

identifying number of factors to hold.  The interesting point is where the curve begins 

to flatten. The plot reveals that the curve begins to flatten between factors two and 

three. Factor 2 and 3 have eigenvalues of less than 1, thus only one factor has been 

taken. 

Figure 4.1: Illustrates the scree plot 

 
 

d) Component (Factor) Matrix 

Table 4.7 displays the loading of the thirteen (13) elements for each extracted factor. 

The higher the loading absolute value, the greater the contributing factor to the 

variable.  All loadings were suppressed less than 0.50. Since only one component has 

been extracted, the solution cannot be rotated. 
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Table 4.7: Indicates Component Matrixa 

 Component 

1 

Our workers continuously obtain training to improve new working 

competences .842 

Our workers have very up-to-date ability and skills or knowledge .894 

In our business, new competencies are required to be implemented to adapt to 

changing market requirements .776 

In our business we always retain the technical resources up-to-date .843 

Comparative to our opponents our technical equipment in the business is 

very innovative .897 

We often use new technical opportunities to expand our goods and service 

portfolio .775 

Our business is continuously  searching  for  new partnership  .824 

We often use chances that occurs from  integration  of  new  partners  to  our 

processes .891 

Our business often assess the potential profits of outsourcing .889 

New partnership often assists our business to improve our business model .896 

Our business is  recently capable to expand internal processes .904 

Our business applies innovative techniques in the manufacturing of products .967 

Current procedures  are  often  evaluated and significantly changed if 

required 
.928 

Extraction Method: Principal Component Analysis. 

a. 1 components extracted. 

 

ii) Value Proposition Innovation 

b) Kaiser-Meyer-Olkin Measure of Sampling Adequacy (KMO) and Bartlett's Test 

The Kaiser-Meyer-Olkin Measure of Sampling Adequacy (KMO) and Bartlett's Test 

were used to check the sample data appropriateness by examining the inter-dependent 

and sample sufficient. Results in Table 4.8 show that KMO measure is 0.793. The 



35 

 

KMO which is greater than 0.7 i.e. (0.793) > (0.7), indicates that the sample data are 

suitable for factor analysis.  

Bartlett's test is another indication of the strength of the relationship among variables.  

The null hypothesis should be rejected for a test to be statistically significant. From 

the same Table 4.8, results reveal that there is significance in the test of sphericity. 

That is, its p-value is less than 0.05 i.e. p<0.05.  Therefore, the p-value is lesser to 

reject the null hypothesis. This means that correlations coefficients are not all zero. 

Therefore, these results show that both assumptions required for factor analysis are 

satisfied. 

Table 4.8: Shows KMO and Bartlett's Test 

Kaiser-Meyer- Sampling Adequacy Olkin Measure .838 

Test of Bartlett's Sphericity 

Approximate. Chi-

Square 
2159.081 

Degree of freedom 78 

Sig. .000 

Source: Field data, 2019 

b) Total Variance explained 

Table 4.9 indicates the previous factors, extracted factors with their Eigen-values, % 

variance attributable to every factor, and the factor cumulative variance. Table 4.9 

indicates only one component was extracted and it accounts for 75.607% of the 

variance. 
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Table 4.9: Shows Total Variance Explained 
C

o
m

p
o

n
en

t 

Initial Eigen-values Extraction Squared Loadings Sum 

Total 
Variance 

percentage 

Cumulative 

percentage 
Total 

Variance 

percentage 

Cumulative 

percentage 

(1) 9.829 75.607 75.607 9.829 75.607 75.607 

(2) .842 6.475 82.083 
   

(3) .703 5.405 87.488 
   

(4) .513 3.944 91.432 
   

(5) .406 3.123 94.555 
   

(6) .274 2.107 96.662 
   

(7) .181 1.389 98.051 
   

(8) .096 .741 98.793 
   

(9) .071 .543 99.336 
   

(10) .040 .307 99.642 
   

(11) .024 .188 99.830 
   

(12) .017 .127 99.957 
   

(13) .006 .043 100.000 
   

Extraction Method: Principal Component Analysis (PCA). 

c) The scree plot 
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The scree plot is a plot of the Eigen-values against the components. It is suitable for 

identifying number of factors to hold.  The interesting point is where the curve begins 

to flatten. The plot reveals that the curve begins to flatten between factors two and 

three. Factor 2 and 3 have eigenvalues of less than 1, thus only one factor has been 

taken. 

 

Figure 4.2: Illustrates the scree plot 
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d) Component (Factor) Matrix 

Table 4.10 displays the loading of the thirteen (13) elements for each extracted factor. 

The higher the loading absolute value, the greater the contributing factor to the 

variable.  All loadings were suppressed less than 0.50. Since only one component has 

been extracted, the solution cannot be rotated. 

Table 4.10: Indicates Component Matrixa 

 Component 

1 

Our business often discourse new, unmet consumer needs .866 

   Products   and   services  of our business are   very innovative compared to 

our competitors .911 

Products and services often solve consumer needs, which were not solved by 

competitors .945 

Our business often use opportunities that occur in new or growing markets. .878 

Our business often present new, unserved market sections .821 

Our business are often looking for new consumer segments and markets for 

our products and services .856 

Our business  is  constantly  searching  for  new collaboration partners .777 

We regularly utilize new distribution channels for our products and services .898 

Constant changes of our channels have led to improved efficiency of our 

channel functions .960 

We consistently change our portfolio of distribution channels .928 

Our business is  recently  able  to  develop our internal process .919 

Our business applies innovative techniques and procedures during the 

manufacturing of goods and services .937 

Our business attempt to extend customer retention through offering new 

products and services  
.515 

Extraction Method: Principal Component Analysis. 

a. 1 components extracted. 
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iii) Value Capture Innovation 

a) Kaiser-Meyer-Olkin Measure of Sampling Adequacy (KMO) and Bartlett's Test 

The Kaiser-Meyer-Olkin Measure of Sampling Adequacy (KMO) and Bartlett's Test 

were used to check the sample data suitability by examining the inter-dependent and 

sample sufficient. Results in Table 4.11 show that KMO measure is 0.795. The KMO 

which is greater than 0.7 i.e. (0.795) > (0.7), indicates that the sample data are suitable 

for factor analysis.  

Bartlett's test is another indication of the strength of the relationship among variables. 

The null hypothesis should be rejected for a test to be statistically significant. From 

the same Table 4.11, results reveal that there significant value in the test of sphericity 

Bartlett's. That is, its p-value is less than 0.05 i.e. p<0.05.  Therefore, the p-value is 

lesser enough to reject the null hypothesis. This means that correlations coefficients 

are not all zero. Therefore, these results show that both assumptions required for factor 

analysis are satisfied. 

Table 4.11: Shows KMO and Bartlett's Test 

Kaiser-Meyer- Adequacy Measure Olkin Sampling .795 

Test of Sphericity Bartlett's  

Approximated_Chi-Square 371.057 

Degree of freedom 21 

Sig. .000 

Source: Field data, 2019 

b) Total Variance explained 

Table 4.12 indicates the previous factors, extracted factors with their Eigen-values, % 

variance attributable to every factor, and the factor cumulative variance. Table 4.12 

indicates only one component was extracted and it accounts for 57.560% of the 

variance. 
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Table 4.12: Shows Total Variance-Explained 
C

o
m

p
o

n
en

t 

Initial Eigen-values Extraction Squared Loadings Sum 

Total 
Variance 

percentage 

Cumulative 

percentage 
Total 

Variance 

percentage) 

Cumulative 

percentage 

(1) 4.029 57.560 57.560 4.029 57.560 57.560 

(2) .996 14.226 71.787 

   

(3) .702 10.025 81.812 

   

(4) .592 8.462 90.274 

   

(5) .310 4.431 94.705 

   

(6) .204 2.915 97.620 

   

(7) .167 2.380 100.000 

   

Extraction Method: Principal Component Analysis (PCA). 

c) The scree plot 

The scree plot is a plot of the Eigen-values against the components. It is suitable for 

identifying number of factors to hold.  The interesting point is where the curve begins 

to flatten. The plot reveals that the curve begins to flatten between factors two and 

three. Factor 2 and 3 have eigenvalues of less than 1, thus only one factor has been 

taken. 
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Figure 4.3: Illustrates the scree plot 

 
 

 

d) Component (Factor) Matrix 

Table 4.13 displays the loading of the seven (7) elements for each extracted factor. The 

higher the loading absolute value, the greater the contributing factor to the variable. 

All loadings were suppressed less than 0.50. Since only one component was extracted 

then, the solution cannot be rotated. 
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Table 4.13: Shows Component Matrixa 

 Component 

1 

Our business lately establish  new  sales such as cross selling .865 

Our business increasingly offer integrated services and  maintenance 

contracts to comprehend  long-term fiscal earnings 
.768 

Our business currently added one-time transaction revenues with long-term 

recurring revenue models  
.709 

Our business never depend on the stability of the current  revenue sources .642 

Our business  often  mirror  on  our  price-quantity  plan .861 

Our business  actively   seek   chances   to save business cost .874 

Production costs in our business are continually observed  and if necessary 

modified depending on market prices 
.519 

Extraction Method: Principal Component Analysis. 

a. 1 components extracted. 

4.5 Inferential Analysis 

The multiple regression analysis and Pearson correlation were used in the study to 

crosschecked the relationship between independents and dependent variables. Before 

jump to the actual analysis, reliability, normality test, and multi-collinearity tests were 

performed. 
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4.5.1 Reliability  

The study applied the Cronbach’s Alpha Coefficient to test the ability of the instrument 

of the study to give the desired results. Alpha of Cronbach was used to measure the 

extent to which the Likert scale items measured the same basic feature (Pallant, 2002). 

The researcher tested the Alpha of the Cronbach coefficient through Likert scales, 

which were used to determine the effect of VCI, VPI, and VCAI on SMEs' 

performance. The suggested coefficient standard is 0.7, which shows that amount of 

the scale is related to similar situations and items. This indicates that from 0.7 and 

above, the scale is counted to be reliable. George and Maleri (2003) point out the 

following thumb rules for Cronbach Alpha values in terms of reliability and validity: 

> 0.9 = excellent, 

 _> 0.8 = good,  

_> 0.7 = acceptable, 

 _> 0.6 = questionable,  

_> 0.5= Bad, and  

<0.5 = unacceptable. 

Table 4.14 indicates reliability of the information whereby Cronbach's Alpha for VCI, 

VPI, and VCAI were found to be 0.972, 0.969, and 0.857 respectively. Since 

Cronbach’s Alpha Coefficient is above 0.7, hence the items for VCI, VPI, and VCAI 

were regarded as reliable (Excellent for VCI, VPI, and good for VCAI). 

 

 

 

 

 

 

 



44 

 

Table 4.14: Shows reliability Statistics 

Variable 
Cronbach's 

Alpha 

Cronbach's Alpha Based 

on Standardized Items 

N of 

Items 

Value Creation Innovation .972 .974 13 

Value Capture Innovation .969 .971 13 

Value proposition Innovation .857 .870 7 

 

4.5.2 Normality test 

The research used a test of normality to check the distribution of information, whether 

it is normally distributed or not. In testing the normality distribution of the standardized 

residuals, the study used a probability plot. Findings in Figure 4.4 show that dots lies 

closer to the diagonal line. This showing that the data are normally distributed as the 

straight linear line start from zero (0) and there is no deviation of data. Therefore, the 

assumption of normality is accepted. 
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Figure 4.4: Shows regression Standardized Residual Normal p-p plot  

 
 

4.5.3 Multi-collinearity test 

The high multi-collinearity problem can increase the variance of the coefficient 

estimate and results in the estimate very sensitive to minor changes in the model, i.e. 

weak and difficult to interpret. The diagnosis of a high multi-collinearity problem was 

performed, and the results were displayed in Table 4.15 that has the values of Inflation 

factor (VIF) and tolerance. The problem of Multi-collinearity is present when a 

tolerance value is less than 0.10 and the VIF is above 10. Therefore, in Table 4.15, 

results indicate that no high correlation between the explanatory variables, i.e. multi-

collinearity problem does not exist. 

  

  

Outcome variable: SMEs Performance 
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Table 4.15: Shows collinearity diagnosis 

Model 

Collinearity Statistics 

Tolerance Inflation Factor 

 Value Creation Innovation 
.947 1.056 

 Value proposition Innovation 
.619 1.617 

 Value Capture Innovation 
.643 1.555 

 Dependent variable: SMEs performance 

4.5.4 Correlation analysis 

The correlation analysis was performed to identify the extent of the relationship and 

statistical significant between the dependent variable (SMEs performance) and each 

independent variable (VCI, VPI, and VCAI). Outcomes in Table 4.16 expose that, VCI 

is statistically significant at p-value = 0.037 with Pearson correlation coefficient (R) 

of 0.213; followed by VPI at p-value = 0.000 with R = 0.646; and VCAI at P-value = 

0.000 with R = 0.941. Findings reveal that VCAI has a strong positive correlation 

(R=0.941) with SMEs performance compared to, VPI, and VCI. This also reveals that 

VCAI plays a big role in influencing SMEs' performance compared to the rest of the 

factors in the context of this study.  
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Table 4.16: Shows the correlation matrix 

 Average profit  VCI VPI VCI 

Average profit 1    

    

96    

VCI .213* 1   

.037    

96 96   

VPI .646** .230* 1  

.000 .024   

96 96 96  

VCAI .941** .123 .597** 1 

.000 .232 .000  

96 96 96 96 

*. Correlation is significant at the 0.05 level 0.05 level (2-tailed). 

**. Correlation is significant at the 0.01 level (2-tailed). 

 

4.5.5 Results of regression analysis 

The study used multiple regression analysis to test how independent variables (VCI, 

VPI, and VCAI) influence the dependent variable (SMEs performance). It provided 

information regarding the significance of the VCI, VPI, and VCAI that were included 

in the model.  

Findings in Table 4.17 indicate the Pearson correlation coefficient (R) of 0.950 for all 

independent variables (VCI, VPI, and VCAI). This extent of the Pearson correlation 

coefficient (R) indicates that there is a strong correlation between independent 

variables (VCI, VPI, and VCAI) and dependent variables (SMEs performance). 

Furthermore, findings in Table 4.17 shows R-square where VCI, VPI, and VCAI 

explain about 0.902 (90.2%) of the proportional change (variation) in SMEs' 

performance. The rest of the variation 0.098 (9.8%) is explained by other factors not 

studied in this research. 
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Table 4.17: Summary of the Model  

Model R R-Square Adjusted R Square Estimate Std. Error   

1 0.950a 0.902 0.899 0.22341 

a. Predictors: (Constant), VCI, VPI, VCAI  

b. Dependent Variable: Average profit per 100,000 

Moreover, to test the goodness of fit of the model, ANOVA in Table 4.18 was used. 

The fit goodness of the model was performed through the null hypothesis; 

H0: There is no goodness of fit of the dependent variable against all independent 

variables.  

Since the probability value ((0.000) is less than the level of alpha (0.05), then, there is 

a rejection of the null hypothesis. These findings show that the goodness of fit of the 

model is significant at (F=283.233, p<0.05, N=95). Therefore, findings reveal that the 

model is statistically significant to predict how VCI, VPI, and VCAI influence SMEs' 

performance. 

Table 4.18: Shows the ANOVA 

Model Sum of squares df Mean Square F Sig. 

1 

Regression 42.412 3 14.137 283.233 .000b 

Residual 4.592 92 .050   

Total 47.004 95    

a. Dependent Variable: Average profit per 100,000 

b. Predictors: (Constant), VCI, VPI, VCAI 

 

Table 4.19 indicates the estimated slope coefficients, in which VCI, VPI, and VCAI 

are statistically significant at a p-value of 0.018, 0.009, and 0.000, respectively. This 

shows that for every change of one unit in Value VCI, VPI, and VCAI, result in a 

change in the SMEs' performance by 0.073, 0.1, and 0.997 respectively. This also 

shows that 0.073, 0.1, and 0.997, of the variation of performance in SMEs, is 

influenced by VCI, VPI, and VCAI respectively. 
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Table 4.19: Illustrates the coefficients summary analysis 

Unstandardized Coefficient Standardized Coefficient t Sig. 

B Std. Error Beta 

Constant -.296 .094  -3.130 .002 

VCI .073 .030 .081 2.415 .018 

VPI .100 .038 .111 2.671 .009 

VCAI .997 .047 .865 21.285 .000 

 

Moreover, Table 4.19 shows Standardized Coefficients (effect of each independent 

variable to the dependent variable). Findings show that VCAI has a higher effect on 

the average profit by 0.865 compared to the VCI, and VPI with 0.081 and 0.111 

respectively. 
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CHAPTER FIVE 

DISCUSSION OF THE FINDINGS 

5.1 Introduction 

The study aimed to find out the influence of the VCI, VPI, and VCAI on SMEs. This 

section debates the findings of the study analysed in chapter four. The discussion of 

findings is based per hypothesis.  

H1: Value Creation Innovation has an influence on SMEs' performance. 

Findings show that VCI has a sig value of 0.018, which is less than 0.05 (P-value ≤ 

0.05); the null hypothesis is rejected in favor of the alternative hypothesis. Therefore, 

findings show that VCI has an influence on SMEs' performance. Moreover, the result 

signifies that the VCI makes a significant contribution in predicting SMEs' 

performance with 0.081 standardized beta coefficient.  

The study by Nuryakin, Aryanto, and Setiawan (2018) on the mediating effect of value 

creation in the relationship between relational capabilities on the business performance 

show that there is a positive impact between value creations on business performance. 

This shows that the value creation concept is closely related to internal activities in 

creating of value for the customers. The organization's internal activities include 

design, product, market, delivery, and other activities, which support the creation of a 

product.  

Furthermore, the study by Banyte and Dovaliene (2014) on the relationships between 

the engagement of customers, value creation, and loyalty of customers revealed that 

correlation between consumer engagement into value creation and customer loyalty 

for the performance of the business were analyzed through direct and indirect 

relationship. This also shows that a firm’s capacity in creating value can be a result of 

business ability in the process of marketing activities. The findings of the study are 

also in line with the findings by Walter, Ritter, and Gemünden (2001). Moreover, some 

of the researchers such as argued that the value creation is the chief aspect to create 

product innovation which ultimately influences the improvement of the performance 

of the business as indicated by Viljakainen and Toivonen (2014); Sørensen and Jensen 

(2015); and Lefaix-Durand, Poulin-Dubois, Kozak, and Beauregard (2005). 
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H2: Value proposition Innovation has an influence on SMEs' performance.  

Findings show that VPI has a sig value of .009, which is less than 0.05 (P-value ≤ 

0.05); the null hypothesis is rejected in favor of the alternative hypothesis. Therefore, 

results show that VPI has a significant relative contribution to SMEs' performance. 

Moreover, the result signifies that the VPI makes a significant contribution in 

predicting the SMEs performance with 0.111 standardized beta coefficient. 

These findings were also in line with Migol, Tretyak, and Holm (2018) studied 

business model design (BMD) topics from 30 Russian retailers. However, the 

competency and integration elements were statistically significant in combination with 

elements of innovation, indicating that they affected the effectiveness of the company 

only if the value proposition of the company focused on novelty. 

These findings were also supported by Foss and Saebi (2017) who did qualitative 

research on over 280 Norwegian companies to find out those who had innovated or 

changed their business over the past 3 years prior to the study. The study found out 

that innovation was more present in the value proposition with about 25% of firms 

innovating meanwhile innovation was least present in value capture with just 3.5% of 

the firms innovating there. 

H3: Value Capture Innovation has an influence on SMEs performance  

Findings show that the VCAI has a sig value of .000, which is less than 0.05 (p-value 

≤ 0.05); the null hypothesis is rejected. Therefore, results show that VCAI has a 

significant relative contribution to SMEs' performance. Moreover, the result signifies 

that the VCAI makes a significant contribution to predicting SMEs' performance with 

0.865 standardized beta coefficient.  

These findings are similar with the findings by Muugi (2018), Findings showed that 

VCI, VPI, and VCAI are significant at (𝛽= 0.423, t=5.924, p < 0.05), (𝛽= 0.304, 

t=3.452, p < 0.05), and (𝛽= 0.197, t=2.234, p < 0.05) respectively. This indicates that 

the change in one unit of VCI, VPI, and VCAI results change in organization 

competitive advantage by 0.423, 0.304, and 0.197 respectively. The study by 
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Lawrence (2012) also came up with similar findings where VCI, VPI, and VCAI are 

significant at 0.05. 

Apart from the role of VCI, VPI, and VCAI, the performance of SMEs was also 

influenced by the size of the capital, general management skills, and experience in the 

business, and entrepreneurial skills as suggested by the majority of the participants 

during the study.  

According to Breznik and Lahovnik (2014), results of the study indicated that 

managerial capacity, innovation capacity,  and  human  resource  capacity  were  the  

chief  significant  capacity  that  let businesses  to  effectively  adapt  to  a  changing  

business atmosphere  and  the  extremely  demanding  information and Technology 

markets. Furthermore, according to Eggers et al. (2013) indicated that the growth of 

the business can be accelerated by customer orientation and entrepreneurial 

orientation, whereby entrepreneurial orientation creates a unique set of resources and 

opportunities to exploit. 
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CHAPTER SIX 

SUMMARY, CONCLUSION, AND RECOMMENDATIONS 

6.1 Introduction 

This part focuses on a study summary, conclusion, and recommendations.  

The conclusion part centers on the deduction drawn from the literature review and 

research findings. The last part is recommendations, which give suggestions based on 

the results obtained. 

6.2 Summary 

The main objective of the research is to determine the role of business model 

innovation on the performance of small and medium enterprises. Specifically, this 

research aimed to; determine the extent to which SMEs use business model innovation 

(BMI), examine how value creation innovation influence SMEs’ performance; 

determine how value proposition innovation influence SMEs’ performance; examine 

how value capture innovation influences the performance of SMEs.  

Research used a cross sectional study design with a quantitative approach. The targeted 

population for this study included SMEs in Ilala municipality. The study applied a 

purposive sampling to choose a sample size of 96 participants. In this study, both 

descriptive and inferential analyses were used in the analysis of data. The descriptive 

analysis was conducted by indicating frequencies and percentages while the inferential 

analysis was performed through multiple regression to indicate the connection between 

independents (VCI, VPI, and VCAI) and the outcome variable (SMEs performance). 

The study describes the demographic characteristics of participants. Findings show 

that males were more than females during the study. This implicates that during the 

study there was the participation of both males and females. The study sought to 

describe the age distribution of participants. Results display that most of the 

participants during the study were in the working group of age. Moreover, the findings 

of the study also show that participants who attained a university and college levels of 

education extensively dominated the research. Results expose that the majority of the 

SMEs during the study had less than five years of length of working service followed 
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by 5-10 years of working services. Furthermore, the study-crosschecked number of 

assets in SMEs, outcomes expose that numerous SMEs during the study had 1-5 assets. 

In addition, Results expose that most of the SMEs had 6-10 employees.  

The study aimed to determine the extent to which SMEs use BMI. Findings reveal that 

the majority of participants during the study indicated that the trend of business 

performance was satisfactory. The satisfaction of the business might be attributed to 

the adoption of BMI into their businesses. Findings reveal that the majority of the 

respondents during the study indicated that BMI has brought changes to their 

businesses. 

 Findings show that VCI, VPI, and VCAI are statistically significant at P-value of 

0.018, 0.009, and 0.000 respectively. Furthermore, findings in Table 4.19 also show 

Unstandardized Coefficients where VCI has a higher influence at B = 0.997 followed 

by VPI at B = 0.1 and VCAI at B = 0.073. 

Findings also show that there is a strong correlation Pearson correlation coefficient (R) 

of 0.950 for VCI, VPI, and VCAI with SMEs' performance. Furthermore, findings 

show R-square where VCI, VPI, and VCAI explain about 0.902 (90.2%) of the 

proportional change (variation) in SMEs' performance. The rest of the variation 0.098 

(9.8%) is explained by other factors not studied in this research. 

6.3 Conclusion 

6.3.1 Value Creation Innovation 

VCI is an  significant  feature  of BMI  which  has  an  important  influence  on the 

performance  of a business. SMEs required continuously changing and innovating on 

creating unique value to assist their markets. Moreover, SMEs likewise want to wide  

their  goods and services portfolio, cooperate with new business partners,  assess  

significant  profits  of  outsourcing,  progress  new  business model as well as advance  

their interior  processes  apply  advanced  business  methods. 
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6.3.2 Value Proposition Innovation 

VPI  is an  significant  feature  of  BMI that requires to be merged and assessed from 

period to period to achieve a competitive  advantage  and  empower  SMEs 

performance.  The results show that the VPI is statistically significant. SMEs require 

to discourse  consumer demands, invent new goods and services to assist SMEs to deal 

with business competitions,  grabbing  chances  that  rise  in  new  rising  markets, 

apply  innovative  flexible  and  reliable  supply  networks, holding consumers by 

delivering modern service, and support consumers relations. 

6.3.3 Value Capture Innovation 

Based on the findings of this study, it is clearly shown that revenue resource and 

management is essential. SMEs need to keep going through the bases of revenue, 

expenditure customs, saving, and allocation of resources. Assessing and evaluating a 

business is a vital aspect of the business that needs a lot of analysis and attention. The 

aspects of VCAI that need eagerness include expansion of new revenue models such 

as extra sales and cross-selling, to maintain long-term fiscal earnings, acquiring long-

term cyclical revenue models instead of one-time transaction models. Moreover, VCAI 

assesses price quantity approaches, look for opportunities to save production costs, 

adjust costs based on market prices, and often exploit price distinction chances. 

6.4 Recommendation 

This research recommends that SMEs require to adopt new abilities,  train workforces 

frequently, adopt new skills and competencies, update technical capitals and  tools  to  

improve  quicker and  more  effective  manufacturing  of products and amenities and 

cooperate with matched partners. 

This  research also  recommends  that  SMEs  should continuously  assess the demand 

of the customer as well as discourse-new wants. SMEs must be very inventive in the 

goods and services they deliver to the customers in connection to their rivals and hence 

stay relevant and viable. SMEs should take benefit of developing opportunities and 

increasing markets ground locally and worldwide. SMEs should assess new effective 

supply channels to maintain their consumers. 
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This research recommends SMEs require to acquire revenue adjustments for instance 

consider leasing recurring revenue models instead of one-time selling. Price 

approaches are very vital to  invent  and  integrate.  Furthermore, the research 

recommends SMEs should acquire price differentiation  and  price quantity approaches 

that assist counter business competition and improve SMEs' performance. 

6.6 Areas for further research 

This  research  recommends  that further studies  should be conducted in other areas  

such as energy  saving  companies, medical related areas,  technology and online 

marketing in order to evaluate the BMI  that  work.  This  is due to the fact that  the  

globe  is  changing  very  fast  in terms of  technology  in  most  parts  of  businesses  

particularly  online  marketing.  
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QUESTIONNAIRE 

Dear Respondent, 

My name is Winess Mmbando, a student at Mzumbe University, Dares Salaam 

Campus College, pursuing Master of Business Administration in Corporate 

Management (MBA.CM). I am conducting a research on “The role of business model 

innovation on the performance of small and medium enterprises: A case of Ilala 

municipality” 

I am kindly requesting your participation in this study by responding to the 

questionnaire. The questionnaire is highly confidential and is used for academic 

purposes only. Your participation is highly appreciated. 
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SECTION A: GENERAL BACKGROUND INFORMATION  

 Name of Company / Owner 

……………………..……………..……… 

Business Location  

……………………..……………..……… 

Type of Business 

……………………..……………..……… 

Number of assets owned 

…………………………………………… 

Number of permanent employees 

……………………..……………..……… 

 

Please tick ( ) the appropriate answer of the below questions;  

1) Gender of the respondent: 

Male  

Female  

  

2) Marital Status 

Single  

Married  

 

3) Age of the respondent (years)………….. 

 

4) Highest level of education 

Primary  Secondary college University 
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5) Business experience of the respondents…………………………….. 

6) What is the trend of your business performance?  

a) Very good [    ]   b) Good [    ] c) Satisfactory [    ] d) Bad [    ] e) Very bad [   ] 

7) What was the average sales (Tshs)) in the past 12 month? ……………….. Tshs. 

8) What was the average sales (Tshs) when the business started? ………….... Tshs 

9) What was the average profits (Tshs)) in the past 12 month? …………….. Tshs. 

10) What was the average profits (Tshs) when the business started? ……….... Tshs 

SECTION B: THE EXTENT TO WHICH SMES USE BUSINESS MODEL 

INNOVATION 

11) Do you have Business Model Innovation in your business? 

     a) Yes [    ]     b) No [    ]   

12) Has BMI made any changes into your business? 

      a) Yes [    ]     b) No [    ]   

13) Can you tell us any factors that influence the change of the business model? 

…………………………………………………………………………………………

…………………………………………………………………………………………

…………………………………………………………………………………………

…………………………………………………………………………………………

……………………………………………………………………….............................

………………………………………………………………………………………… 
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SECTION C.1: VALUE CREATION INNOVATION 

14) Read the following statement and tick ( ) the answer that appropriately reflects 

your business performance. Where1= Strongly Agree 2= Agree 3= Neutral 4= 

Disagree 5=Strongly Disagree. 

 

 

 

 Statement 
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D
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re
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VC1 
Our employees constantly receive training in 

order to develop new competences 
     

VC2 
Relative to our direct competitors, our employees 

have very up-to-date knowledge and capabilities 
     

VC3 

We  constantly  reflect  on  which  new 

competencies need to be established in order to 

adapt to changing market requirements 

     

VC3 
We keep the technical resources of our company 

up-to-date 
     

VC4 
Relative to our competitors our technical 

equipment is very innovative 
     

VC5 

We regularly utilize new technical opportunities 

in order to extend our product and service 

portfolio 

     

VC6 
We  are  constantly  searching  for  new 

collaboration partners 
     

VC7 

We regularly utilize opportunities that arise 

from  integration  of  new  partners  into  our 

processes 

     

VC8 
We regularly evaluate the potential benefits of 

outsourcing. 
     

VC9 
New collaboration partners regularly help us to 

further develop our business model 
     

VC10 
We  were  recently  able  to  significantly 

improve our internal processes 
     

VC11 

We utilize innovative procedures and 

processes during the manufacturing of our 

products 

     

VC12 
Existing processes  are  regularly  assessed and 

significantly changed if needed 
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SECTION C.2: VALUE PROPOSITION INNOVATION 

15) Read the following statement and tick ( ) the answer that appropriately reflects 

your business performance. Where1= Strongly Agree 2= Agree 3= Neutral 4= 

Disagree 5=Strongly Disagree.  

 

 

 

 

 Statement 
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VP1  
We regularly address new, unmet customer 

needs 
     

 

VP2 
Our   products   or   services   are   very 

innovative in relation to our competitors 
     

 

VP3 

Our products or services regularly solve 

customer needs, which were not solved by 

competitors 

     

 

VP4 
We regularly take opportunities that arise in 

new or growing markets. 
     

 

VP4 
We regularly address new, unserved market 

segments 
     

 

VP5 

We are constantly seeking new customer 

segments and markets for our products and 

services 

     

 

VP6 
We  are  constantly  searching  for  new 

collaboration partners 
     

 

VP7 
We regularly utilize new distribution channels 

for our products and services 
     

 

VP8 
Constant changes of our channels have led to 

improved efficiency of our channel functions. 
     

 

VP9 
We consistently change our portfolio of 

distribution channels. 
     

 

VP10 
We  were  recently  able  to  significantly 

improve our internal processes 
     

 

VP11 

We utilize innovative procedures and 

processes during the manufacturing of our 

products 

     

 

VP12 
We try to increase customer retention by new 

service offerings 
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SECTION C.3: VALUE CAPTURE INNOVATION. 

16) Read the following statement and circle the answer that appropriately reflects your 

business performance. Where1= Strongly Agree 2= Agree 3= Neutral 4= 

Disagree 5=Strongly Disagree. 

 

  

 Statement 
S

tro
n
g

ly
 

A
g

ree 

A
g

ree 

N
eu

tral 

D
isag

ree 

S
tro

n
g

ly
 

D
isag

re

e 

VCA1  

We recently developed  new  revenue 

opportunities (e.g. additional   sales, cross 

selling) 

     

VCA2 

We increasingly offer integrated services  

maintenance contracts) in order to realize  

long-term financial returns 

     

VCA3 

We recently complemented or replaced 

one-time transaction revenues with long-

term recurring revenue models (e.g. 

leasing) 

     

VCA4 
We do not rely on the durability of our 

existing  revenue sources 
     

VCA5 
We  regularly  reflect  on  our  price-

quantity  strategy 
     

VCA6 
We   actively   seek   opportunities   to save 

manufacturing cost 
     

VCA7 

Our production costs are constantly 

examined  and if necessary amended 

according to market prices 
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17) Rate the following factors to what extent are you agree or disagree that 

influence the performance of your business. Where1= Strongly Agree 2= Agree 

3= Neutral 4= Disagree 5=Strongly Disagree. 
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Size of the capital      

General management skills      

Experience in the business      

Entrepreneurial skills      

 

 

THANK YOU FOR YOUR COOPERATION 

 


