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ABSTRACT

Using Schumpeter’s theory of innovation, which situates innovation as a driver of economic change, this study
investigated the influence of innovation among family businesses as a driver for entrepreneurial performance
in the Kabarole District in Uganda. Traditionally, innovation became popular after WWII, associated with
technological development and competitive advantage. Kabarole and Uganda at large have traced
entrepreneurial changes since the 1980s to better the integration into markets for local goods, but the reliance
on outside processed items has limited innovation and expansion for the family businesses in Kabarole. Using
a statistically based design, 70 registered sole enterprises were examined using regression to observe the
association between innovation (in terms of product innovation, process innovation, and strategic
management) and entrepreneurial performance. The results showed significantly positive associations for
product development (B = 0.325, p = 0.002), process management (B = 0.212, p = 0.025), and strategic
management (8 = 0.475, p < 0.001), among which the strongest influence came from strategic management.
The model accounted for 67.3% of variance in performance (R?= 0.673), clearly demonstrating the key driving
force as innovation. Results were consistent with Schumpeterian principles that stress strategic decision-
making as crucial to growth. While the global perspective demonstrates innovation's correlation to market
share and competitiveness, Kabarole's dependence on foreign products shows a localized divide. The
research highlights the importance of localizing innovation-driven policies to improve entrepreneurial results
and recommends policies that promote ingenuity and managerial talent within family firms. This will help
advance the debate regarding the appropriateness of innovation in developing economies, underscoring its
universality and compelling regions to look inward.
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1. BACKGROUND

The business world is often equated to an ecosystem: the environment is comprised of interacting
organizations and individuals much like the biological ecosystem (Moore, 1993). Entrepreneurship is no
different, as it can be thought of as its own ecosystem, with new ventures being created, maturing, needing
to adapt, or becoming extinct(Acs, 2013). In the 1900s the concept of innovation did not become popular until
after the Second World War in 1945. This is the point in time when people started to talk about technological
product innovation and tie it to the idea of economic growth and competitive advantage(Godin, 2019). Joseph
Schumpeter (1883-1950) is often credited for being the one who made the term popular and he contributed
greatly to the study of innovation economics. In business, innovation can be a catalyst for growth and
Schumpeter (1934) argued that industries must incessantly revolutionize the economic structure from within,
that is to innovate with better or more effective processes and products, as well as market distribution, such
as the connection from the craft shop to factory. In Uganda, Balunywa et al. (2013) pointed out that there has
been a very large shift in the status of entrepreneurs in the Ugandan economy. Since the 1980s their reliance
on subsistence has greatly decreased, and integrated consumerism has proliferated and expanded rapidly.
Ugandans of Asian origins were the first to access new opportunities emerging from colonialism and the post-
colonial era. They were heavily purged in the 1970s, but have risen again to participate in the revival of the
country. They have been joined by thousands of new non-Ugandan entrepreneurs who have taken advantage
of the government’s liberalization policies and the growth of opportunities. Today, innovation is the multi-
stage process whereby organizations transform ideas into new/improved products, services, or processes in
order to advance, compete and differentiate themselves successfully in their marketplace(Baregheh et al.,
2009). Karabulut (2015) describes innovation as a strategic tool for firms to survive and gain competitive
advantages in the global marketplace and Acs, (2013) argues that innovation is characterized as doing
something new as an idea, product, service, market, or technology in a new or established organization.
GUNDAY et al's., (2020) opinion, innovativeness is one of the fundamental instruments of growth strategies
to enter new markets, to increase the existing market share, and to provide the company with a competitive
edge. Scholars view an entrepreneur in many ways, but mainly as an innovator who is responsible for the
creation of new products, new methods of production, and new processes, and who is also capable of
identifying new markets (Schumpeter, 1949) cited Olu et al., (2017). Entrepreneurship is the act of creating
a business while building and scaling it to generate a profit. However, the intent behind starting up a business
is beyond profit i.e., transforming the world by solving big problems like unemployment, improving livelihood
among others. In that context, entrepreneurial performance is the individual’s ability to be effective in many
careers (e.g., medication, store, suppliers, marketing, etc.) to help in achieving better outcomes in
negotiations (Lewicki et al., 2003), and attain business growth. Entrepreneurial performance focuses on
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promoting primary business concepts, developing new products, identifying market opportunities, make a
modern environment, building healthy investor relationships, and also being ready to react to amazing market
patterns through innovation (DeNoble et al., 1999). This is evident that if businesses in Kabarole are to grow
through developing new products, identifying new markets, creating a modern environment, and building
healthy investor relationships, the concept of innovation has to be given priority in evaluating entrepreneurial
performance of family businesses in Kabarole district. Furthermore, as different businesses are looking
forward to maximizing revenue, the question lies on how best the owners, and/or family members in respect

to this study are competent or innovative to meet the goals for starting up a business.

Innovation has been documented as a tool for business growth through entrepreneurship. According to Seth
(2021), entrepreneurship is important for several reasons, from promoting social change to driving innovation.
Entrepreneurs are frequently thought of as national assets to be cultivated, motivated, and remunerated to
the greatest possible extent. Some of the most developed nations such as the United States are world leaders

due to their forward-thinking innovation, research, and entrepreneurial individuals.

A study by Olu et al. (2017) on the impact of innovation on entrepreneurial success in business enterprises
in Nigeria proved that innovation has a significant and positive relationship with product quality and corporate
image that were seen as indicators of entrepreneurial performance in the study. Furthermore, Canh et al.
(2019) examined the individual effects of product and process innovations, and their interactions with external
collaboration, on firm performance and corporate social responsibility (CSR) activities. Results revealed that
process and product innovations are beneficial to firm performance in terms of market share, but not return
on total assets. This implied that investment in innovative activities requires time to make positive changes
in profitability, but it may help with winning customer loyalty. Rosli & Sidek (2013) confirmed that product
innovation and process innovation influenced firm performance significantly, and their results inform SMEs
and policymakers that innovation is a critical factor in today’s entrepreneurial activities. In relation to this
study, entrepreneurial performance measured through product development, widening of the market share

among others can only be achieved if the owners of the business are innovative to support the business.

Locally, a survey was conducted in the process of writing this proposal, and it was found out most of the
entrepreneurs in Kabarole were focused on business growth and startup. The question was on how best they
would promote their businesses to meet the goals of starting a business. Furthermore, it was noted that most
of the individuals were dependent on the already processed and manufactured products from other regions,
and there was no means of identifying new market segments for those products which clearly describe the
level of entrepreneurship in the region. The failure to modify the local raw materials to produce new products
and identify the new markets limits innovation in the district and as a result, leads to dependence and profit

repatriation from Kabarole. Thus the impact of innovation on the entrepreneurial performance of a family
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business in Fort portal city can only be measured on the extent to which they can adjust to innovative activities

to attain profitability and community recognition (Canh et al., 2019) for long term survival.

The understanding of innovation and entrepreneurship lies upon individuals managing the business rather
than the businesses themselves. This study adopts Schumpeter’s theory of innovation (1943) which posits
that business innovation is the major reason for increased investments and business fluctuations. According
to Schumpeter, the cyclical process is almost exclusively the result of innovation in the organization, both
industrial and commercial. By innovation he means, the changes in the methods of production and
transportation, production of a new product, change in the industrial organization, opening up of a new
market, etc. This theory focuses on identifying an opportunity through invention and putting it into action for

changes in the business operations.

Schumpeter’s theory becomes relevant to the topic of the study as most of the family businesses in Kabarole
are started with the view of making profits however, the researcher focused on how innovative these
businesses are in raising profit. Researchers like Sledzik (2013) have argued that the generation of innovation
no longer depends on individual personalities but involves the cooperation of many different actors. This
requires cognitive capabilities that increase the diffusion and thus the understanding of innovation leading to
entrepreneurship. He further says that Schumpeters innovation and entrepreneur concept is universal and
still evolving in principles of Neo-Schumpeterian economics. Thus, this study adopted Schumpeter’s theory
of innovation to evaluate the applicability of his arguments in Fort portal city in respect to the impact of

innovation on family businesses as a catalyst for entrepreneurial performance.

Innovation has been seen as a lubricant for entrepreneurship and business growth. This is due to the growing
importance of innovation to human beings in general and entrepreneurship in particular. Though innovation
has been documented to improve product development, market identification, building relationship through
entrepreneurship among others, businesses owned by families in Kabarole on a greater extent still depend
on already processed and manufactured goods that contradict the findings of different scholars and
researchers like Olu et al. (2017) who proved that innovation has a significant and positive relationship with
product quality and corporate image and perception of entrepreneurship performance. The positive
arguments above are not convincing and do not fit in the context of Kabarole that increases debate on

innovation and entrepreneurship.

Many empirical studies have also been conducted to examine the relationship between this strategic factor
and firm performance(Canh et al., 2019; Karabulut, 2015; Olu et al., 2017; Rosli & Sidek, 2013) but small
businesses in the context of Kabarole continue to depend on large business acting as agents for large
business which describes the gap in the trend of innovation in the entrepreneurial performance of family
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businesses in the district. Furthermore, innovation depends on one’s creativity that is backed up by the
managerial competency of the innovator running that business, the innovative capacity among family
businesses, and the possible challenges limiting innovation for entrepreneurial performance that has not

been documented by the previous scholars in the scholarly fraternity that needs to be addressed.

The limited information on the topic in the study area gives a high opportunity for this study as most of the
family businesses in the area are small-scale businesses and the divergence in the deep understanding of
the concepts gives this study, high priority to provide. Thus, the study assesses the innovation among family
businesses as a strategic tool for entrepreneurial performance in Fort Portal, Central Division. The study was
further guided by the hypothesis, there is a positive and significant relationship between innovation and

entrepreneurial performance among family businesses.
2. METHODOLOGY

The study was assessed on a descriptive approach employing quantitative means of data collection and
analysis. Data was gathered from registered sole-enterprises employing between 3-10 employee under
household management. Upon a successful field visit in the central division of Fort portal, 85 enterprises
were assessed to form the population of the study based on employment, registration, location and nature of
operation. A sample of 70 enterprises was determine using Krejcie and Morgan table (1970). Purposive and
random sampling techniques were employed to select respondents to participate into the study. A Cronbach
of 0.821 was obtained on pretest of the data collection tool of the study. Consent forms were used to ensure
integrity of the study. Descriptive and Inferential statistics were used to validate the hypothesis of the study

were a regression was utilized on assessing the strength of the relationship between the IV and DV.
3. RESULT OF THE STUDY

3.1. Descriptive Statistics

3.1.1. Characteristics of family businesses

The table below provides insights into SME characteristics based on years of operation, industry, and
workforce size. Results revealed that 51.4% of SMEs had operated for less than five years and 48.6% of
SMEs operated for over five years. Most SMEs were retail accounting for 32.2% and Textile/Clothing (14.2%)
are the most prominent industries, while tourism (Service) accounted for the smallest share (12.9%). In terms
of workforce size, the majority of SMEs employ 3-5 people (65.7%), with fewer businesses having 5-8 (12.9%)
or 8-10 (21.4%) employees. This indicated that small-sized SMEs, particularly in retail and textiles, dominated
the entrepreneurial landscape. Both newer and established businesses play an active role in driving

innovation.
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Entrepreneurial Performance

Variable Category F :
requencies Percentages
Years of operation Less than 5 Years 36 51.4
More than 5 Years 34 48.6
Industry Retalil 31 32.2
Hotel/Restaurant 11 35.7
Textile/Clothing 23 14.2
Tourism(Service) 5 12.9
No of Employees 3-5 46 65.7
5-8 9 12.9
8-10 15 214

3.1.2. Cross tabulation on the Innovation and entrepreneurial performance.

Table 1: Cross-tabulation for Innovation and Entrepreneurial performance

Entrepreneurial Performance

Variable Category Better n/(%) Weak n(%)

Product Innovation Yes 45 (64.3) 10 (14.3)
No 12 (17.1) 3(4.3)

Process Management ~ Better 30 (42.9) 12 (17.1)
Good 17 (24.3) 1(14)
Weak 10 (14.3) 0(0.0)

Strategic Management ~ Better 32 (45.7) 1(1.4)
Good 25 (35.7) 9(12.9)
Weak 0(0.0) 3(4.3)

3.2. Regression Analysis on Innovation and entrepreneurial performance.

To assess and validate the hypothesis of the study, a regression analysis was performed at 95% confidence
interval and p<.05 was considered statistically significant. The analysis focused on the product development,
process management and strategic management as key descriptors of innovation the IV of the study and

entrepreneurial performance was dependent variable of the study.

From the results, product development showed a positive and statistically significant relationship with
entrepreneurial performance (B = 0.325, p = 0.002). These statistics implied that as family businesses
focused on enhance their product development, their entrepreneurial performance improved overtime. The
standardized coefficient (Beta = 0.305) indicates a moderate impact of product development initiative on
entrepreneurial performance. Additionally, process management is also positively and significantly
associated with entrepreneurial performance (f = 0.212, p = 0.025). The standardized Beta coefficient (Beta
= 0.240) suggests that process management contributes positively and significantly but with less impact on

the dependent variable. Lastly, the study findings showed that strategic management demonstrated the
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strongest influence on entrepreneurial performance among the three predictors (3 = 0.475, p < 0.001, Beta
= 0.450). These finding underscores the critical role of strategic decision-making and planning in fostering

entrepreneurial success among family businesses.
Model summary

Form the analysis, the model summary explained a substantial portion of the variance in entrepreneurial
performance, with an R-squared value of 67.3% and an Adjusted R-squared of 65.8%. These statistics
suggests that the three independent variables collectively account for a significant proportion of changes in
entrepreneurial performance among family business pinning the Innovation among family business role in
enhancing entrepreneurial performance. Furthermore, the f-statistic (f = 45.712, p < 0.001) confirms that the
overall regression model is statistically significant, indicating that the combination of product development,

process management, and strategic management effectively predicts entrepreneurial performance.

Table 1: Regression analysis on the predictor of innovation and entrepreneurial performance.

Model Unstandardized Coefficients Stand.ar.d ized
Coefficients p-value

Variables (B) (SE) (Beta)

Constant 2.103 0.453 - 0.000
Product Development 0.325 0.110 0.305 0.052
Process Management 0.212 0.098 0.240 0.025
Strategic Management 0.475 0.122 0.450 0.000
R-squared 0.673

Adjusted R-squared 0.658

F-statistic (df) 45.712 (3, 66) 0.000

4. DISCUSSION OF THE RESULTS

In this context, the results of this study support Schumpeter’s (1934) foundational premise that innovation
serves as a catalyst for economic transformation, particularly in family businesses in Kabarole District,
Uganda. Schumpeter’s theory frames innovation as the force behind “creative destruction,” emphasizing the
necessity for businesses to continuously transform processes, products, and markets to remain competitive.
This aligns with the study’s findings, where strategic management emerged as the strongest predictor of
entrepreneurial performance (8 = 0.475, p < 0.001), followed by product development and process
management. The dominance of strategic management highlights Schumpeter’'s emphasis on systemic
organizational change, suggesting that long-term planning and adaptive decision-making are crucial for
leveraging innovation in dynamic markets (Sledzik, 2013). These findings resonate with Karabulut's (2015)
argument that innovation serves as a strategic tool for survival in global markets, as strategic management

enables firms to align innovation efforts with market demands and resource allocation.
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The positive relationship between product development and entrepreneurial performance (B = 0.325, p =
0.002) supports Olu et al.’s (2017) findings in Nigeria, where innovation significantly improved product quality
and corporate image. However, Kabarole’s reliance on externally manufactured goods, as highlighted in the
study, stands in stark contrast to this ideal. While global literature emphasizes endogenous innovation
(Baregheh et al., 2009), businesses in Kabarole often act as intermediaries for processed goods from other
regions, limiting local value addition. This dependency mirrors colonial-era dynamics observed by Balunywa
et al. (2013), where non-Ugandan entrepreneurs historically dominated market opportunities. The
persistence of this trend highlights systemic barriers, such as limited access to capital or technical expertise,
which hinder local innovation despite liberalization policies. Addressing this contradiction requires targeted

interventions to unlock Kabarole’s entrepreneurial potential.

Process management, though less influential than strategic management, still demonstrated a significant
association with performance (8 =0.212, p = 0.025). This aligns with Canh et al.’s (2019) findings that process
innovation enhances market share but does not yield immediate profitability. The delayed return on
investment in innovation, as noted by Canh et al., may explain why Kabarole’s family businesses hesitate to
prioritize process overhauls. Many enterprises in developing economies operate under resource constraints,
favoring short-term gains over long-term innovation (Rosli & Sidek, 2013). This pragmatic approach risks
perpetuating cycles of dependency, as seen in Kabarole’s ongoing challenges with profit repatriation.
Nevertheless, the study’s model, which explains 67.3% of performance variance (R? = 0.673), reaffirms that
sustained innovation—even in incremental forms—can cumulatively drive growth, echoing Gunday et al.’s

(2020) perspective on innovation as a long-term growth strategy.

The study’s focus on family businesses introduces nuances often overlooked in broader entrepreneurship
literature. Unlike corporate entities, family enterprises in Kabarole integrate traditional practices with modern
market demands, resulting in distinct innovation pathways. Schumpeter’s theory, which initially focused on
individual “entrepreneurial personalities,” evolves here into a collective effort involving familial collaboration
(Sledzik, 2013). This shift aligns with Sledzik’s Neo-Schumpeterian perspective, where innovation arises from
networked actors rather than solitary visionaries. However, Kabarole’s businesses face a paradox: while
family structures foster trust and continuity, they may also resist disruptive changes necessary for innovation.
This tension mirrors global debates on the challenge of balancing tradition with modernization in family firms
(DeNoble et al., 1999).

The study also highlights contextual gaps that warrant attention. While global scholars like Acs (2013) argue
that innovation is a universal driver of growth, Kabarole’s reliance on external goods suggests that systemic
inequities—such as colonial legacies and uneven access to resources—Iimit localized innovation. This

challenges the assumption that liberalization alone fosters entrepreneurship, as historical purges of
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Ugandan-Asian entrepreneurs in the 1970s (Balunywa et al., 2013) left market voids later filled by external
actors. Revitalizing indigenous innovation requires policies that address these historical disparities, including
improvements in technical education, financial access, and infrastructure—gaps underscored by this study’s
findings. Additionally, the study’s emphasis on managerial competency as a driver of innovation aligns with
Lewicki et al.’s (2003) assertion that entrepreneurial success depends on negotiation and adaptability.
However, Kabarole’s entrepreneurs often lack formal training, relying instead on informal networks. Bridging
these skills gap through targeted capacity-building programs could amplify the impact of innovation,

particularly given that strategic management was the strongest determinant of performance in this study.
Limitations and Future Directions

While this study provides key insights, its focus on registered small enterprises (3-10 employees) limits its
applicability to larger or informal businesses. Future research could adopt longitudinal approaches to track
the lifecycle impact of innovation, particularly in resource-constrained environments. Comparative studies

across Ugandan regions could also help disentangle the contextual factors influencing innovation adoption.
5. CONCLUSION

This study reinforces Schumpeter’s theory while highlighting its contextual limitations in developing
economies. For family businesses in Kabarole, innovation is not just a tool for competitiveness—it is a survival
strategy that requires systemic support. Policymakers must prioritize initiatives that enhance managerial
skills, promote local value addition, and address historical inequities to unlock the district’s entrepreneurial
potential. By doing so, innovation can transition from a theoretical concept to a tangible engine for inclusive

economic growth.
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