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Background: Calls continue to grow for a deeper understanding of the capabilities that drive
the performance of small businesses. This is especially important in emerging nations where
the promotion of digitalisation is a key policy and developmental focus.

Objectives: This study investigates the determinants of small business performance by
examining the role of innovation and knowledge management capabilities within the South
African context. The focus is on technology-based small businesses.

Method: A structured questionnaire was administered to a sample of 261 respondents drawn
from four key provinces in South Africa. All participating firms operated primarily as
technology-based enterprises. Hypotheses were tested using inferential statistical techniques.

Results: The results reveal a significant and positive relationship between innovation capability
and knowledge management capability. Additionally, knowledge management capability
was found to mediate the relationship between innovation capability and financial
performance.

Conclusion: These findings highlight the critical role of innovation and knowledge
management capabilities in enhancing small business financial performance, particularly in
digitally driven environments.

Contribution: The study offers insights for academics and practitioners seeking to leverage
innovation and knowledge practices to improve competitiveness and support digital
transformation in small firms.

Keywords: innovation management; knowledge management; financial performance;
technology; small business.

Introduction

Knowledge and innovation management capabilities are increasingly recognised as vital for the
success of firms. Knowledge management refers to how organisations leverage their knowledge
resources to drive business success (Saratchandra & Shrestha 2022). These resources may
encompass both intellectual and knowledge assets that add value to the firm (Wang 2024). In
contrast, innovation management focuses on generating ideas that lead to the creation of new
products and services, ultimately enhancing customer value (Hai et al. 2022; Taneo, Hadiwidjodo
& Sudjatno 2020). Such efforts in innovation can also pave the way for firms to enter new markets
(Boateng et al. 2020).

Both knowledge and innovation management capabilities are particularly crucial for businesses
in the context of contemporary society (Cao et al. 2020; Wang, Chin & Lin 2020). These capabilities
have the potential to benefit both businesses and society (Sytnik & Kravchenko 2021). Despite the
complexity involved in managing these capabilities (Chaithanapat & Rakthin 2021), their value to
firms is widely acknowledged (Pereira et al. 2019). It is imperative that organisations invest in
firm-specific resources that support both knowledge management and innovation efforts (Aliu &
Aigbavboa 2019; Gueler & Schneider 2021).

The relationship between knowledge and innovation capabilities and business performance
remains a critical area of inquiry (Ochoa-Jiménez et al. 2021). These capabilities also play a pivotal
role in driving the strategic foresight of the firm (Durst, Edvardsson & Foli 2023). However,
leveraging these capabilities has not always been straightforward, often because of internal and
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external challenges, including the alignment of knowledge
and innovation capabilities with broader organisational
objectives (Hai et al. 2022; Saratchandra & Shrestha 2022).
This has spurred calls for further empirical research,
particularly in the context of small businesses, on how
knowledge and innovation management capabilities can be
aligned with processes and performance outcomes (Ochoa-
Jiménez et al. 2021). Furthermore, it is essential to understand
how these capabilities manifest, given their potential to
enhance firm competitiveness (Chigori, Chinyamurindi &
Rungani 2024).

This study focusses on ascertaining the determinants of small
business performance by examining the role of innovation and
knowledge management capabilities within the South African
context. The emphasis is on technology-based small businesses.
In this context, the interplay between human and technological
elements becomes critical (Leng et al. 2022). Establishing
structures and processes to facilitate the management of
knowledge and innovation capabilities is essential (Dos Santos,
Chinkes & Carvalho 2023; Saratchandra & Shrestha 2022).

Moreover, it is vital to ensure that the management of
knowledge and innovation capabilities is directly linked to
the pursuit of superior performance, both in terms of tangible
value (Pike-Bowles, Townes & Chinyamurindi 2024).
Performance is often framed in terms of target-based
outcomes (Govuzela & Mafini 2019) and is assessed through
both financial and non-financial metrics (Sytnik & Kravchenko
2021; Taneo et al. 2020).

By fully leveraging their knowledge management and
innovation capabilities, firms can achieve superior
performance (Dos Santos et al. 2023). The goal should be to
create synergies within the firm that serve as a coordinating
mechanism, enhancing the utilisation of these capabilities for
success (Ochoa-Jiménez et al. 2021). At the core of this effort
is the development of capabilities specific to knowledge and
innovation management (Gupta et al. 2023; Zhang et al.
2023). The management of such capabilities cannot be
separated from the human resource component of the
organisation (Chinyamurindi, Mathibe & Marange 2023;
Ruzungunde, Chinyamurindi & Marange 2023).

The role of knowledge management and innovation
capabilities is increasingly emphasised in the context of digital
transformation. Digital transformation influences both
societal and business performance aspects (Ivanov 2023). The
emphasis is on balancing technological advancement with the
creation of a human-centred society aimed at solving societal
challenges (Carayannis & Morawska-Jancelewicz 2022).
Digital transformation aims to foster the development of
flexible industries (Xu et al. 2021), with the integration of
human capabilities and machines being central to achieving
organisational goals (Caggiano, Sameraro & Dassisti 2023).

Background of the study

The context of our work is situated within the South African
small business context and seeks to understand issues related
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to innovation and knowledge management, including links
to performance. Given the critical role that small businesses
play in South Africa, we argue that the development of
capabilities related to the management of knowledge and
innovation should be prioritised (Radebe 2023). In small
firms, innovation and knowledge management efforts are
argued as key to realising economic returns (Cao et al. 2020;
Hai et al. 2022). While small businesses are recognised for
creating jobs (Sytnik & Kravchenko 2021), they also serve as
a source of innovation (Mashavira 2020). The development of
management capabilities within these businesses is crucial,
given their potential to drive economic growth (Games &
Rendi 2019) and enterprise development (Rasdien, Pooe &
Munyanyi 2024).

At the small business level, managing knowledge and
innovation capabilities is essential to support organisational
activities (Henri & Wouters 2020). This, in turn, can inform
superior performance, both financially and non-financially
(Quan et al. 2021). To achieve these outcomes, small
businesses must adopt a proactive approach, channelling
their efforts through the management of knowledge and
innovation capabilities (Sytnik & Kravchenko 2021). This
responsibility lies with the management function of the firm
(Papadopoulos, Baltas & Balta 2020). Effective management
of these capabilities is critical for small businesses to remain
competitive, especially in an evolving business environment
(Cao et al. 2020). A balancing act between internal and
external innovation and knowledge management efforts is
necessary for success (Gupta et al. 2023).

We test our hypotheses with a sector-specific survey
conducted in South Africa, focusing on small business firms
with a technology emphasis. Notably, the participating
small businesses utilise technology to support the digital
transformation agenda, particularly in providing services for
manufacturing designand operations (Papacharalampopoulos,
Foteinopoulos & Stavropoulos 2023). In the South African
context, there is a growing emphasis on research that focuses
on small businesses as a unit of analysis (Mashavira 2020)
while considering the broader goals of digital transformation.
We also contribute and answer to the call to understand the
capabilities needed for the superior performance of these small
businesses (Byarugaba et al. 2022), particularly considering
South Africa’s digital transformation initiatives and agenda.

Literature review
Theoretical literature

Our theoretical grounding is premised on the knowledge-
based theory, espoused through the works of Bertrand
Russell, which positions knowledge as a strategic resource
(Bratianu 2020). At the core, knowledge and innovation
capabilities are regarded as important sources of competitive
advantage (Durst et al. 2023). This highlights the need to
improve organisational procedures and routines that enhance
knowledge and innovation capabilities within the firm
(Shuyang-Li et al. 2023). Such improvements can form the
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basis for the firm’s success (Anser et al. 2020) and provide a
useful response to managing contemporary business
challenges (Haq & Davies 2020). Furthermore, aligning with
the digital transformation agenda, the success of firms
depends on the synergistic link between human and machine
capabilities (Chinyamurindi, Mathibe & Hove-Sibanda 2023).

Innovation capability and financial performance

The promotion of a firm’s innovation capability can serve as
a potential source of sustainable competitive advantage
(Jarmooka et al. 2021). In essence, such a capability is a driver
through which firm-specific innovations may arise
(Chaithanapat & Rakthin 2021). Therefore, it is essential to
ensure that resources and skills within the organisation are
channelled towards promoting innovation capabilities
(Boateng et al. 2020; Dileo & Gonzalez-Lépez 2019).
Innovation capabilities can be enhanced by aligning the skill
base within the firm with core activities that drive innovation
(Taneo et al. 2020). The focus should be on ensuring a balance
between what the firm excels at and what it aspires to achieve
(Beynon et al. 2020). The link between human and machine
capabilities, emphasised in the digital transformation context,
becomes a crucial interface (Khan, Haleem & Javaid 2023).

For small businesses, the development of innovation
capabilities is often tied to harnessing the intellectual capital
of the firm. This activity has been shown to not only foster
innovation but also lead to superior business performance
(Jarmooka et al. 2021). For businesses in the technology
sector, this includes ensuring sound investments in resources
that support the firm’s innovation capacity (Boateng et al.
2020). An investment in technology resources can also
enhance innovation efforts (Papadopoulos et al. 2020). This
argument aligns with the growing importance of digital
transformation (Asif et al. 2023). Consequently, we argue
that improving the management of innovation capabilities
will lead to superior business performance. Based on the
presented literature, we expect the following hypothesis:

H1: Innovation capability has a positive and statistically

significant association with financial performance.

Knowledge management and financial
performance

The management of knowledge within firms can be a
responsive strategy to growing competition (Rehman &
Igbal 2020). Knowledge management can be considered a
strategic resource for innovation (Anand et al. 2021). This
involves managing both explicit and tacit knowledge
resources (Mashavira, Chipunza & Dzansi 2021). The
critical aspects, as argued by Bloem and Salimi (2022), are
two fold: firstly, the presence of processes that encourage
innovation, and secondly, the need for knowledge
management efforts to support innovation. Enabling
technologies within the digital transformation era need to
be in place to support both innovation capability
development and knowledge management efforts (Valette,
Bril El-Haouzi & Demesure 2023).
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In South African small businesses, knowledge management
has been highlighted as a priority (Mashavira 2020).
Knowledge management can assist in increasing profits,
sales growth and market share (Audretsch & Belitski 2021;
Sytnik & Kravchenko 2021). This positions knowledge
management capabilities as potentially resulting in
improved business performance (Anand et al. 2021).
Knowledge management within a digital transformation
context relies on resilient processes and organisational
decision-making (Golovianko et al. 2023). Based on the
presented literature, we expect the following hypothesis:
H2: Knowledge management capability has a significant direct
and positive association with financial performance.

Mediating role of knowledge management
capability

While knowledge management capabilities are essential
for business performance, firms need to consider how
value is linked to innovation (Teece 1986). This link is
crucial, as it combines both capabilities to assist firms in
performing better (Anser et al. 2020; Pike-Bowles et al.
2024). Moreover, the link between knowledge and
innovation management capabilities enriches the firm’s
activities (Chaithanapat & Rakthin 2021; Saratchandra &
Shrestha 2022). The argument here is for small
businesses to focus on the novelty of their offerings
through the management of both innovation and firm-
specific knowledge (Jarmooka et al. 2021). Dynamic
capabilities are vital processes and routines that precede
superior business performance (Zahra 2021) and support
the conditions necessary for digital transformation
(Polakova et al. 2023).

The speed at which innovations are realised within firms
depends on how knowledge is managed and applied
towards achieving outcomes (Bloem & Salimi 2022). Firms
that are more innovative may gain superior financial
performance by adopting knowledge management practices
(Yang, Guariglia & Guo 2019). This could potentially create
smart industries (Selvarajan, Manoharan & Shankar 2024).
This highlights the need to expand knowledge management
efforts throughout the firm (Chaithanapat, Punnakitikashem
& Rakthin 2022). Further, managing both knowledge and
innovation capabilities presents a complex challenge
that requires careful consideration (Byarugaba et al. 2022).
Based on the presented literature, we expect the following
hypothesis:

H3: Knowledge management capability mediates the relationship

between innovation capability and financial performance.

We present the hypothesised model in Figure 1.

Figure 1 argues that both knowledge and innovation
management capabilities to positively affect small business
financial performance and have a mediating effect. These
relationships and effects are predicted and informed by the
literature review.
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FIGURE 1: Research model.

Research methods and design

We employed a survey research strategy utilising structural
equation modelling (SEM) techniques with the SmartPLS3
software. The sample consisted of technology-based small
businesses from four provinces in South Africa (N = 261).
The split was as follows as per province: Gauteng (n = 102),
Eastern Cape (n = 35), Western Cape (n = 96) and Free State
(n = 28). Key informants for the study were required to self-
identify as either the owner or manager of a technology-
based small business. Data collection occurred at major
small business conventions in South Africa, which served as
key meeting points for small businesses within the
technology sector.

Three key measures were used in the study: (1) knowledge
management capability, (2) innovation capability and (3)
small business performance.

For the independent variable, innovation capability, we
adopted a measure developed by Zhang and Hartley (2018),
which consists of three items. Respondents were asked to
evaluate the extent to which the statements related to their
firm’s response to innovation capability activities. One
example item was: ‘Our firm supports and encourages
workers to participate in activities such as product
development, innovation process improvement, and idea
generation’.

The dependent variable, small business performance, was
measured using financial performance indicators (Green &
Medlin 2003; Spangenberg & Theron 2004), based on an
eight-item scale. Respondents were asked to rate their
technology-based small business against these financial
performance measures.

The mediating variable, knowledge management capability,
was measured using a seven-item scale (Gold, Malhotra &
Segars 2001; Pérez-Lépez & Alegre 2021). Respondents
assessed the extent to which their small business
demonstrated characteristics of knowledge management
capabilities. An example item was: ‘Our organisation has
processes in place to distribute knowledge throughout the
organisation’.

The study targeted small business owners or managers
within the technology sector as respondents. These
individuals were deemed to have relevant knowledge or
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experience in the technology business field. A convenience
sampling technique was employed to achieve this
demographic. The study adopted a quantitative approach,
and data collection took place over 2 months (November to
December 2021).

Data analysis was conducted using the Statistical Package for
the Social Sciences (SPSS) version 27, AMOS version 22, and
the PROCESS macro for SPSS (Hayes 2013). The analysis
followed three steps. Firstly, a confirmatory factor analysis
(CFA) was performed using AMOS to establish the validity
and reliability of the measurement tools. This included a
reliability analysis to ensure the robustness of the scales.
Secondly, a process of scale validation, including a simple
mediation analysis, was conducted using the Hayes
PROCESS macro. For the mediation analysis to be valid, it
was necessary to assess the data to ensure it met the
assumptions of linearity, homoscedasticity, normality of
estimation error and independence of observations (Hayes
2013). Thirdly, following the guidelines of MacKinnon,
Fairchild and Fritz (2007), the strength of both the indirect
and direct effects was evaluated to determine the results of
the mediation analysis.

Ethical considerations

Ethical clearance was applied for and granted by the
Institutional Faculty Research Ethics Committee at the
University of Fort Hare. Ethical clearance to conduct this
study was obtained from the University of Fort Hare
Research Ethics Committee (No. CHIO21ISNGWO01). As a
research team, we ensured that all respondents’” rights
were respected during the data collection part of the
research. Further, we ensured to attain clearance from the
organisers of the small business conventions in South
Africa, which served as key meeting points for small
businesses within the technology sector and the
respondents to the study.

Results
Demographic characteristics results

Regarding the demographic characteristics of the
respondents, the majority were from the Western Cape
province (n = 89, 43%), followed by Gauteng province
(n = 67, 26%). Representation also came from the Eastern
Cape province (n = 45, 17%) and KwaZulu-Natal province
(n=160,23%). In terms of respondent roles, most identified
themselves as owners of the technology-based business
(n = 183, 70%), while 30% classified themselves as
managers.

In terms of gender, most respondents were male (n = 177,
68%), and 32% were female. Regarding the age of the
technology-based business firms, six firms were in operation
for 1-3 years (2%), 47 firms had been in existence for 4-6
years (18%), while an even split existed between firms in
operation for 7-9 years (40%) and those operating for 10
years or more (40%).
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Results of the confirmatory factor analysis and
tests for reliability

Table 1 presents the results of the confirmatory factor
analysis (CFA) and tests for reliability.

Based on Table 1, the independent variable (innovation
capability) consisted of three items with all factor loadings
above 0.65. The average variance extracted for the
construct was greater than the minimum required of 0.50.
In terms of internal consistency, the innovation capability
construct was above the recommended threshold of 0.70
(Nunnally 1967).

Table 2 presents the results of the CFA and tests for reliability
for the dependent variable and financial performance.

Based on Table 2, the dependent variable (financial
performance) consisted of eight items with all factor loadings
ranging from 0.55 to above 0.66. The average variance
extracted for the financial performance construct was
generally found to be within the accepted minimum
threshold of 0.50. Concerning the internal consistency, the
financial performance construct was also above the
recommended threshold of 0.70 (Nunnally 1967).

Table 3 shows the CFA and reliability tests conducted on the
seven-item knowledge management capability scale.

TABLE 1: Innovation capability scale confirmatory factor analysis and internal
consistency output.

Factor and respective items CFA Alpha if item
loadings deleted

Innovation capability

Our firm uses knowledge from different resources for 0.601 0.726

product development activities efficiently and rapidly.

Our firm supports and encourages workers to participate 0.684 0.701

in activities such as product development, innovation

process improvement and data generation.

Our firm continuously evaluates new ideas that come 0.694 0.693

from customers, suppliers and include them into
product development activities.

Note: Cronbach’s alpha = 0.740; Joreskog rho = 0.761; average variance extracted = 0.510.
CFA, confirmatory factor analysis.

TABLE 2: Financial performance scale confirmatory factor analysis and internal
consistency output.

Relative to our competitors, rate how your organisation CFA Alpha if item
performance in comparison to the industry average on  loadings deleted

a 5-point Likert scale anchored between ‘weaker’ (1)

and ‘stronger’ (5).

Revenue —income generated from normal business 0.568 0.726
operations.
Net income — profit that remains after all expenses and 0.653 0.699

costs have been subtracted from revenue.

Cash flow — payments made into or out of a business, 0.661 0.682
project or financial product.

Return on assets —a measure of the profitability of a 0.583 0.834
business in relation to its equity.

Return on invested capital — a measure of the 0.554 0.783
profitability and value-creating potential of the

organisation relative to the amount of capital invested

by shareholders and other debtholders.

Total debt to equity — shows how much debt a company 0.612 0.834
has compared to its assets.

Long-term debt to equity —a comparison between an 0.583 0.763
organisation’s long-term debts and shareholders’ equity.
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Based on Tables 1-3, some conclusions can be drawn. Firstly,
all the measurement models met the requirements for model
fit. In essence, this meant there was a building linkage
between factors and the determining contribution of
constructs in measuring innovation capability, financial
performance and knowledge management capability within
the sampled organisations. Secondly, this allowed for further
analysis to be conducted. Table 4 shows the fit indices of the
constructs used.

Based on Table 4, the fit indices indicate a reasonably good
model fit. For example, the knowledge management
capability construct had a minimum discrepancy (CMIN)/
degree of freedom (df) value of 2.363 (below the threshold of
3), a standardised root mean residual (SRMR) of 0.044 (below
0.05) and a comparative fit index (CFI) of 0.874. While the
CFl is slightly below the ideal cutoff of 0.95, it is still within an
acceptable range, suggesting an overall good fit. On the other
hand, the Tucker-Lewis index (TLI) is 0.916, which is just
below 0.95, and the root mean square error of approximation
(RMSEA) is 0.071 with a 90% confidence interval (CI) [0.061—
0.079], indicating an acceptable model fit for the knowledge
management capability measurement model.

Results of the descriptive analysis

Table 5 shows a description of theoretical variables for the
variables used in this study.

Based on Table 5, measured on a 5-point Likert scale, all
variables and constructs reported adequate mean levels.

Simple mediation analysis

A simple mediation analysis was conducted, and the results
of this are shown in Table 6. The test here was to investigate
the hypothesis that knowledge management capability
mediates the relationship between innovation capability and
financial performance as shown in Table 6.

Based on Table 6 and through a simple mediation analysis,
the following three conclusions are made.

TABLE 3: Knowledge management capability scale confirmatory factor analysis
and internal consistency output.

Factor and respective items CFA Alpha if item
loadings deleted

Knowledge management capability

My organisation has processes to gain knowledge on our 0.531 0.714

suppliers, customer and partners.

My organisation can generate new knowledge from 0.534 0.731

existing new knowledge.

My organisation has processes in place to distribute 0.601 0.634

knowledge throughout the organisation.

My organisation holds periodic meetings to inform 0.535 0.721

employees about the latest innovations.

My organisation has formal processes to share the best 0.522 0.796

practice among the different fields of activities.

In my organisation, knowledge is accessible to those 0.634 0.686

who need it.

My organisation has processes for using knowledge to 0.586 0.704

develop new products or services.

Note: Cronbach’s alpha = 0.861; Joreskog rho = 0.746; average variance extracted = 0.532.
CFA, confirmatory factor analysis.

http://www.sajim.co.za . Open Access

Note: Cronbach’s alpha = 0.716; Joreskog rho = 0.702; average variance extracted = 0.565.
CFA, confirmatory factor analysis.
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TABLE 4: Model fitness indices for the established measurement models.

Measurement  CMIN/df CFI TL SRMR  RMSEA 90% CI
model

Innovation 2.435 0.853 0.745 0.045
capability

Financial 2.231 0.834 0.933 0.012
performance

Knowledge 2.363 0.874 0.916 0.044 0.071 0.061-0.079
management
capability

0.067 0.062—-0.081

0.057 0.000-0.134

CMIN/df, discrepancy/Chi-square divided by degree of freedom; CFl, comparative fit index;
TLI, Tucker—Lewis index; SRMR, standardised root mean square residual; RMSEA, root mean
square error of approximation; Cl, confidence interval.

TABLE 5: Descriptive summary of main theoretical variables (N = 261).

Variables Mean SD
Innovation capability 3.20 0.85
Knowledge management capability 4.80 1.18
Financial performance 3.30 0.81

Note: Innovation Capability and Knowledge Management Capability were measured on a
S-point Likert scale (1 — Strongly Disagree, 2 — Disagree, 3 — Neutral, 4 — Agree and 5 —
Strongly Agree). Financial performance was measured on a 5-point Likert scale ranging from
1 - Weaker-5 — Stronger.

SD, standard deviation.

TABLE 6: Mediation analysis to determine the mediating effect of knowledge
management capability on the relationship between innovation capability and
financial performance.

Effects Unstandardised 95% ClI Significance of beta
beta coefficients coefficients
beta SE LLCI uLcCl t-value p
Direct effect(s)
IC (X) = KMC (M) 0.2142* 0.0265 0.1746 0.1895 5.5435 <0.0001
KMC (M) = FP (Y) 0.2135*% 0.0454 0.0007 0.2342 1.8374 <0.0001
IC (X) = FP (Y) 0.4114* 0.0412 0.3434 0.4323 8.3435 0.0475

Total effect of Xon Y 0.4253* 0.0352 0.3144 0.5132 9.6747 <0.0001
Indirect effect of XonY 0.0424* 0.0134 0.0055 0.0515 - -

Note: Number of bootstrap samples for percentile bootstrap confidence intervals = 10 000;
predictor as the independent variable (X); outcome as the dependent variable (Y).

IC, innovation capability; FP, financial performance; KMC, knowledge management
capability; M, mediator variable; SE, standard error; LLCI, lower-level confidence interval;
ULCI, upper-level confidence interval; Cl, confidence interval.

*, Significant effect at alpha = 0.05.

Firstly, concerning hypothesis 1, while controlling for
knowledge management capability (mediator), the results of
the regression path analysis indicated that innovation
capability had a positive and statistically significant
association with financial performance (B = 0.4114, ¢ = 8.3435,
p=0.0475). In addition, the total effect of innovation capability
on financial performance is statistically significant (B = 0.4253,
t=9.6747, p = < 0.0001). These results suggest that innovation
capability has a direct and positive association with financial
performance. As innovation capability is a significant
predictor of financial performance after controlling for the
mediator, knowledge management capability, this result is
consistent with partial mediation.

Secondly, concerning hypothesis 2, the results reveal that
knowledge management capability had a significant direct
and positive association with financial performance
(B =0.2135, t = 1.8374, p = < 0.0001). Thus, there is sufficient
statistical evidence to conclude that a firm’s knowledge
management capability to have a direct and positive
association with financial performance.

Thirdly, concerning hypothesis 3, the mediation effect was
examined using the indirect effect. A 95% bias-corrected CI
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based on 10000 bootstrap samples indicated that the indirect
effect (B = 0.0424) was entirely above zero (with 95% CI
[0.0055-0.0515]). Thus, the technology firms surveyed
performed better financially even after considering their
innovation capability quest as an indirect effect through
knowledge management capabilities. In conclusion,
knowledge management capability partially mediates the
relationship between innovation capability and financial
performance.

Discussion

The study aimed to investigate the capabilities needed to
inform the performance of small businesses in the context of
South Africa, an emerging nation. The findings can be
grouped into two main areas: tests for direct relationships
and tests for mediation.

In terms of direct relationships, both small business
innovation and knowledge management capabilities were
found to havessignificantassociations with firm performance.
These results support previous research that attests to the
role of capabilities, such as innovation and knowledge
management, on organisational outcomes (Jarmooka et al.
2021). More specifically, the study highlights the role of
these capabilities in influencing financial performance,
particularly in the context of digital transformation with the
technology sector in South Africa. As part of efforts to
achieve superior performance, businesses should prioritise
the development of capabilities related to innovation
and knowledge management to realise success, especially
financially.

Promoting innovation and knowledge management
capabilities may serve as a distinguishing factor and a
potential source of competitive advantage (Chaithanapat &
Rakthin 2021). This can be achieved by ensuring that resources
and organisational processes that foster innovation and
knowledge management capabilities are promoted (Boateng
et al. 2020; Dileo & Gonzalez-Lépez 2019). Moreover, it is
essential that managers overseeing innovation and knowledge
management capability development are adequately
capacitated to meet the demands of digital transformation.
Consideration should be given to providing appropriate
skills training for these managers (Taneo et al. 2020), as they
play a crucial role in implementing strategies for innovation
and knowledge management (Rehman & Igbal 2020). The
capacity building of such managers is an important finding
from the study, as it supports the role of innovation and
knowledge management capabilities for business success.

In terms of the second set of findings, the study found partial
mediation support for knowledge management capability in
the relationship between small business innovation capability
and financial performance. The findings underscore the
importance of linking innovation and knowledge
management capabilities in order to realise superior financial
performance in the context of digital transformation.
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Essentially, the link lies in balancing what the firm knows
best through its knowledge management efforts and what it
strives to achieve through innovation to stay ahead of
competitors (Beynon et al. 2020).

Moreover, interventions aimed at promoting knowledge
management and innovation capabilities should be
encouraged, as they are linked to improved financial
performance. Such efforts enable firms to gain experience in
navigating context-specific challenges. These challenges
require expertise in managing both innovation and
knowledge (Jarmooka et al. 2021). Based on the partial
mediation support, we argue that small businesses should
fully utilise resources and processes that support knowledge
management and innovation capabilities.

Implications

Some implications can be drawn from the study. Given the
technology industry in which the sampled small businesses
operate, there is a need to foster the development of
resources that promote innovation and knowledge
management capabilities (Papadopoulos et al. 2020).
Managerial intervention is crucial for managing innovation
and knowledge management effectively (Anand et al. 2021).
An important implication from this study, considering the
ideals of digital transformation, is the need to capacitate
managers. This requires a two-fold approach, as proposed
by Bloem and Salimi (2022). Firstly, the need for managers to
fully exploit opportunities that encourage innovation.
Secondly, mechanisms within the small business that assist
in managing both innovation and knowledge capability
development as informed by the first presented process. For
South African technology-based small businesses striving to
meet digital transformation goals, the prioritisation of
innovation capabilities and knowledge management is key
(Mashavira 2020). This study supports this by showing the
role of firm-specific capabilities — such as innovation and
knowledge management — in driving financial performance.
The study also responds to calls for research exploring
aspects related to digital transformation in emerging nations
(Boateng et al. 2020).

Limitations and future research

Despite attempting to provide a national study of technology-
based small business firms, the investigation has some
limitations. Notably, the study employed a cross-sectional
data collection design. Additionally, the focus was limited to
small business firms that align with digital sector
development. Therefore, caution should be exercised when
generalising the findings. Future research could address
these methodological limitations. Secondly, the respondents
in this study were either owners or managers of the small
technology businesses. Future studies could incorporate
multiple respondents from different managerial units to
assess the role of other organisational actors and units in
view of innovation and knowledge management capabilities
for financial success.
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Conclusion

The study focused on innovation capability and knowledge
management within small businesses. These concepts are
dynamic and can be measured in various ways. Future
research could focus on scales specific to innovation
capability and knowledge management within small
businesses. While this study lays the groundwork, future
research should continue to explore the role of these
capabilities in small business performance.
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