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ABSTRACT 

 

Innovation capabilities have become an important component for small and 

medium enterprises (SMEs) in the industrial sector to cope with intense 

competition and to meet customers’ needs. Due to inconsistency in the findings 

of previous studies on the antecedent factors that may influence these 

capabilities, this study intended to empirically examine the relationships 

between entrepreneurial orientation, absorptive capacity, market orientation, 

and technological innovation capabilities among the industrial SMEs in an 

unstable environment, and also to determine whether market orientation has a 

mediating role in the relationship between entrepreneurial orientation, 

absorptive capacity, and technological innovation capabilities . This study 

adopted the Resource-Based Theory as an underpinning theory for its 

assumptions and to develop its model. Self-administered questionnaires were 

distributed to the industrial SMEs owners in the Kurdistan region of Iraq. A 

total of 432 innovative enterprises were involved in this study, making an 

overall 63.9% response rate. This study utilized the partial least squares 

structural equation modelling (PLS-SEM) to establish the validity and 

reliability of the measurement model and to test the relationships. The 

outcomes of this study show that both absorptive capacity and entrepreneurial 

orientation have significant influences on technological innovation capabilities. 

Furthermore, the results indicate that market orientation has a partial mediating 

role in the nexus between absorptive capacity and technological innovation 

capabilities, but it has not been found to mediate the relationship between 

entrepreneurial orientation and technological innovation capabilities. This study 

offers theoretical and practical contributions for academics and professionals. 

The limitations of the study have been addressed and some valuable 

suggestions for future research work are offered.     

 

 

Keywords: absorptive capacity, entrepreneurial orientation, market orientation,        

       technological innovation capabilities. 
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ABSTRAK 

Keupayaan inovasi telah menjadi satu komponen penting bagi industri kecil 

dan sederhana (IKS) dalam sektor industri untuk menghadapi persaingan 

sengit dan memenuhi keperluan pelanggan. Oleh kerana dapatan kajian 

terdahulu mengenai faktor-faktor yang boleh mempengaruhi keupayaan-

keupayaan ini didapati tidak konsisten, maka kajian ini cuba untuk mengkaji 

secara empirikal hubungan antara orientasi keusahawanan, kemampuan 

untuk menyerap, orientasi pasaran, dan keupayaan inovasi teknologi bagi  

industri IKS dalam persekitaran yang tidak stabil. Selain itu, kajian ini juga 

bertujuan untuk menentukan sama ada orientasi pasaran memainkan peranan 

sebagai perantara dalam hubungan antara orientasi keusahawanan, 

kemampuan untuk menyerap, dan keupayaan inovasi teknologi. Kajian ini 

menggunakan teori berasaskan sumber sebagai teori yang menjadi asas bagi 

andaian dan asas untuk  membangunkan modelnya. Soal selidik tadbir 

kendiri telah diedarkan kepada pemilik industri IKS di wilayah Kurdistan, 

Iraq. Sebanyak 432 buah syarikat inovatif terlibat dalam kajian ini, 

menjadikan kadar tindak balas secara keseluruhannya sebanyak 63.9%. 

Kajian ini menggunakan pemodelan persamaan terkecil berstruktur (PLS-

SEM) bagi mewujudkan kesahan dan kebolehpercayaan  pengukuran model 

dan untuk menguji hubungan-hubungan tersebut. Hasil kajian ini 

menunjukkan bahawa kemampuan untuk menyerap dan orientasi 

keusahawanan mempunyai pengaruh yang besar ke atas keupayaan inovasi 

teknologi. Tambahan pula, keputusan menunjukkan bahawa orientasi 

pasaran memainkan peranan sebagai perantara separa dalam pertalian antara 

kemampuan untuk menyerap dan keupayaan inovasi teknologi, tetapi tidak  

menjadi perantara bagi hubungan antara orientasi keusahawanan dan 

keupayaan inovasi teknologi. Kajian ini memberikan sumbangan dalam 

bidang teori dan praktikal kepada ahli akademik dan profesional. Batasan 

bagi kajian ini telah ditangani dan beberapa cadangan yang bernilai bagi 

kajian akan datang turut dikemukakan. 

 

 

Kata kunci: kemampuan menyerap, orientasi keusahawanan, orientasi      

pasaran, keupayaan inovasi teknologi.  
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CHAPTER ONE 

INTRODUCTION 

 

1.1 Research Background  

It is well known that the industrial sector usually develops faster than other 

economic sectors, due to the distinctive capability of industries to embrace 

technological and manufacturing innovations and modern management 

methods, in addition to their orientation towards production specialization in 

various fields. Hence, industrial enterprises play a vital role because they 

overlap with other sectors and have great opportunities to contribute to a larger 

portion of the gross domestic product (GDP) (Bakar & Ahmad, 2010; Pullen, 

de Weerd-Nederhof, Groen, & Fisscher, 2012).   

 

The private industrial sector, especially Small and Medium Enterprises (SMEs), 

plays a focal role to achieve noticeable economic leaps and high income levels, 

which can be sustained for the long-term through production and exportation 

activities (González-Loureiro & Pita-Castelo, 2013; Westerberg & Frishammar, 

2012).  Additionally, SMEs serve as an efficient way to bring about the new 

technologies that contribute to  developing and integrating all other economic 

sectors (Guo & Shi, 2012).  

 

Since 2007, a growing interest in the industrial SMEs has been emerging in the 

Kurdistan region of Iraq, particularly, to move the industry wheel and solve the 

problem of unemployment (Batal, Alrawy & Ali, 2011). Nevertheless, there are 
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