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How Firm Performs Under Stakeholder Pressure:
Unpacking the Role of Absorptive Capacity and

Innovation Capability
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Abstract—Organizational innovation capability is a critical com-
petitive strategy to generate and execute ingenious ideas necessary
to offer new services, processes, and products to stay relevant
and competitive. This becomes important in the context of small
and medium-sized enterprises (SMEs) who depend significantly
on stakeholders for an uninterrupted supply of relevant resources
to produce and provide offerings to the markets amidst fierce
market competition to stay competitive. We draw upon resource
dependence and dynamic capabilities theory to investigate how
stakeholder pressure acts upon SMEs to utilize their absorptive ca-
pacity of developing innovation capability to improve their overall
performance. We collected data from 291 SMEs from the manufac-
turing sector to test the hypotheses of the study. Results suggest that
absorptive capacity mediates the influence of stakeholder pressure
on innovation capability. Furthermore, innovation capability too
mediates the relationship between absorptive capacity and firm
performance. This article contributes to theoretical and practical
implications.

Index Terms—Absorptive capacity (ACAP), firm performance
(FPERF), organizational innovation capability, small- and
medium-sized enterprises (SMEs) stakeholder pressure.

I. INTRODUCTION

F IRM innovation capability (FIC) is relevant [96] when
firms face increased stakeholder pressure (SKTPRES) [37]

to practice environmental management practices [93] to stay
competitive. The innovation capability of firms denotes its ca-
pability to convert strategic resources into new products/goods
and processes [98] while meeting environmental standards to
the level of satisfaction of their key stakeholders [93], [96]. A
firm’s perception of SKTPRES vis-à-vis innovative products and
services reflects its strategic responses [37], [65], [68] to engage
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and collaborate with stakeholders to stay relevant. Thus, firms’
strategic responses to the SKTPRES aim at gaining legitimacy
for the express purpose of ensuring an uninterrupted and con-
tinuous supply of resources from their varied stakeholders [14]
for firms to survive and thrive.

Notwithstanding the increasing empirical interests in SKT-
PRES on small- and medium-sized enterprises (SMEs) [19] to
embed ecology in their innovative capabilities [16], [25], [38],
[55], our current understanding remains very limited. We pro-
pose that SKTPRES pushes SMEs to develop and leverage their
absorptive capacity (ACAP) to stimulate their innovative capa-
bilities for enhanced market and financial performance (FINP).
Thus, we theoretically and empirically examine how SMEs use
their ACAP and innovative capability as a strategic response
to SKTPRES and taking care of their market and FINP. We
used resource dependence theory (RDT) [30], [63] and dynamic
capabilities theory (DCT) [17], [80] to examine how resource-
dependent SMEs [30], [63] use dynamic capabilities (DCs) [17],
[80], namely, ACAP and innovative capabilities to attain their
aims and objectives. Accordingly, our study addresses gaps in
the literature on how SMEs use their ACAP to reconfigure their
routines, systems, and processes [84] to adhere to SKTPRES
for uninterrupted access to critical resources under the control
of the stakeholders [28].

We contribute to RDT [30], [63] and DCT [17], [80] while
understanding how SMEs use SKTPRES to their advantage and
develop learning and innovation capabilities for enhancing their
market and FINP. Our study extends prior research works on
the growing interest in how SKTPRES and SMEs intentions
to produce and sell innovative products and service can coexist
together [23], [39], [70], [92], [94]. Next, this article emphasizes
the interdependence of ACAP and innovation capabilities as the
acquisition (ACQ) of the external knowledge and their assimila-
tion (ASSIM) with the prior established competitive knowledge
does not have any value if the firm lacks innovation capabilities.
Finally, the article contributes to the IEEE Transactions on Engi-
neering Management by exploring the external environment that
affects organizational strategies and practices, namely, SMEs’
ability to absorb external knowledge with past knowledge to
develop innovative capabilities to stay relevant and competitive
in the markets.

The rest of this article is organized as follows. Theoretical
lenses and hypotheses formulation are discussed in Section II,
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followed by methods in Section III, results in Section IV. Finally
Section V, concludes this article.

II. THEORY AND HYPOTHESES FORMULATION

This article used the RDT and DCT as theoretical lenses to
understand and examine how firms use the ACAP to navigate
through varied SKTPRES to develop innovation capability that
augments superior firm performance (FPERF). The assumption
underlying the RDT is that enterprises are not self-contained but
they depend on external environments’ resources to attain their
objectives [30], [63]. In other words, RDT attempts to explicate
how dependence on assets external to the firms influences the
focal firm’s actions, network exchanges, and outcomes [63].
Furthermore, RDT builds on numerous microviewpoints (e.g.,
exchange, control, and culture) to comprehend how organi-
zations develop strategies, plans, and policies to employ and
manage their external business environment [30]. Therefore,
the degree of dependency between firms and the external envi-
ronment depends upon, namely, resources necessary to produce
products/goods and services, availability of alternative sources
of cost-effective raw materials, and who owns the resources
and his/her discretion over the resources [8], [9], [64]. Drawing
upon the RDT, we argue that to understand the firm’s behaviors,
one should understand the context of that firm’s behaviors [63]
through leaders and managers for the firm to plan and act in a
manner best suited to reduce ecological uncertainty and depen-
dence [30]. Hence, we posit that the more the firm depends on
resources at the discretion of its stakeholders, the firm will have
little choice but to use its absorptive to enhance its innovation
capability [83]

In such a context, we argue that firms need to sharpen and
leverage their DCs to understand, analyze, absorb, and integrate
SKTPRES, who control vital resources that the firm needs,
into existing products/goods through developing its innovation
capability. The DCT suggests that organizations that use their
potentialities in all its totality to develop DCs have a better
chance to stay competitive in the markets and have superior
FPERF [80]. Teece et al. [80] define DCs as a firm’s abilities to
install, integrate, construct, and remodel the capabilities both
inside and outside its boundary in a manner best suited to
resolve pulls and pressure exerted upon firms in the dynamic
business environment. DC is of inherent strategic importance
to the organization as it supports the firms to augment their
profits in dynamic and uncertain business environments [44].
Therefore, the organization should rely on their DCs to stay
relevant and competitive in the markets [80]. The DCs enable the
organizations to monitor incessantly, and control and refurbish
their useful capabilities in reply to a fast-changing business
environment [10]. Extant literature suggests that ACAP should
be considered as DCs that support collaborative learning and
communication in the organization [36], [97]. Zahra and George
[97] while modifying Cohen and Levinthal [12] model of ACAP
into potential and realized ACAP that organizations use to
identify, distinguish, and integrate external knowledge for the
commercial use to stay competitive in the dynamic and uncertain
markets. Therefore, we contend that ACAP is a firm’s DC that

needs to adjust to the changes in the external environment and
to reply suitably to prevailing uncertainty [24], [97] through DC
as the theoretical lens has its own share of criticism [71].

A. Stakeholder Pressure

Stakeholder refers to any person or group who affects and gets
affected by the achievements of an organization’s key goals [23],
[50]. An organization produces externalities that affect several
individuals or groups internal and external to the organization
[23]. These externalities regularly result in increased pressure
from varied stakeholders to reduce negative impacts and increase
positive ones [70]. Social legitimacy requires an organization
to engage with its varied stakeholders, the internal and the
external, to develop and sustain organizational capabilities [70]
as the organizational capabilities help firms to deal with varied,
conflicting pressures from the stakeholders [69] productively.
The regulatory bodies and the government being the most ob-
vious external stakeholders [23] push an organization’s internal
stakeholders to reconfigure its systems, routines, processes, and
strategy [92] to develop its innovation capabilities for enhanced
performance. Therefore, for an organization to be successful and
competitive in the markets, it becomes imperative for them to
manage its relationships with all its stakeholders, i.e., the indi-
viduals, the groups, the agency, and the governmental bodies,
who have even little or more interest or stake in the organization
[3]. Drawing upon the RDT, the firms always depend upon
resources under the control of the external stakeholders [62].
The firms receive these resources uninterruptedly if external
stakeholders perceive them legitimate [32]. Therefore, the firms
should adhere to SKTPRES for uninterrupted access to critical
assets under the control of the primary stakeholders [28] and
that in a way triggers the firm’s ACAP to stay relevant and
competitive in the business environment [84].

B. Absorptive Capacity

ACAP denotes an enterprise’s capability to advance its un-
derstanding, assessment, absorption, and application of outside
knowledge by incorporating particular undertakings that the
firm has been pursuing [12] to attain the competitive advantage
and superior performance. Cohen and Levinthal [12] suggest
that an effective ACAP possesses an incredible amount of past
knowledge to detect the worth of new facts, information, and
knowledge that it integrates and uses during the value creation
processes. Therefore, ACAP becomes a bridge between the
firm’s external environmental factors and innovation related
actives [40], [47], [51] to create value for enhanced performance
[45], [74]. ACAP denotes the firm’s capability to produce and
organize knowledge for increasing the operational capabilities
to attain competitive advantage [97]. Furthermore, ACAP is a
multidimensional construct that helps the firm identify, acquire,
create, and arrange critical knowledge in its systems, processes,
and routines to enhance its innovation capability [83] but it is
also a known fact that ACAP is developed for other reasons
than the innovation capabilities of the firms [61]. The absorbed
knowledge enables the firm to adjust and develop its abilities
by reconfiguring strategic resources to achieve the present and
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future needs and make appropriate responses to the changes in
the business environment [97].

C. Firm Innovation Capability

While there are different ways an organization achieves a
competitive advantage, innovation and strategic flexibility are
two of the most important ones to have a competitive edge over
rivals in the dynamic markets [4]. FIC refers to what an organiza-
tion offers (product/service innovation) to the markets and how it
produces and provides (process innovation) those offerings [22].
Innovation capability enhances the firm’s performance [7], [86].
Firms’ capabilities to obtain and install innovation resources
explain the performance differential amongst organizations in
the same industry segment [17], [75], [80]. The innovation
capability of a firm comprises the generation and execution of
ingenious ideas [6], [41] necessary for the enhanced FPERF
[33], [66] through the introduction of new services, processes,
and products to stay relevant and competitive [81]. Therefore,
innovation capability is vital for firms. It allows companies
to offer new products and services to the customers [5], [59]
to beat competitions from rivals and enhance the FPERF [6],
[81]. As such, innovation capability is an essential activity for
enterprises, and if they fail to innovate, they risk eliminated from
the marketplace [48].

D. SKTPRES and Absorptive Capacity

RDT explains how organizations often depend on resources
under the control of the stakeholders [62] and they made re-
sources available to organizations when they consider enter-
prises as legitimate [78]. Therefore, it is pertinent for firms
to develop organizational capabilities to foster and facilitate
stakeholder engagement [70] to reduce varied SKTPRESs [69].
Such organizational capabilities push the firms to engage in
organizational learning and use their ACAP to obtain, integrate,
convert, and exploit external information and knowledge for the
companies [2], [89]. ACAP is path dependent, in that if the
firm has a history of successfully absorbing SKTPRES through
continuous engagement with them to stay competitive, there is
a high probability that the firms will use their capabilities to
do so in the future too [12]. Drawing upon the RDT, we posit
that organizations adhere to SKTPRES [70] as the later control
over the vital resources that firms require to stay competitive
[28] should engage in leveraging its ACAP to stay relevant and
competitive. Thus, the SKTPRESs act upon the firm to leverage
its ACAP [84] to exploit relevant knowledge and resources to
stay competitive through enhanced FPERF [12], [26], [97]. As
a result, we hypothesize the following:

1) H1a: Regulatory SKTPRES influences ACAP.
2) H1b: Community SKTPRES influences ACAP.
3) H1c: Organizational SKTPRES influences ACAP.

E. Absorptive Capacity and FIC

ACAP is path dependent that builds on a firm’s cur-
rent knowledge [13] and collects strategically relevant data,

information, and knowledge from the business environment to
nurture strong innovation capabilities [20], [49]. The ACAP
is that an organization uses to create and utilize knowledge
[97] through the higher order investments [13], [87], [97] and
that explains differential competitive advantage amongst the
companies [20]. Firms that make it a habit to assimilate and ex-
ploit strategic market information and knowledge continuously
develop a tendency to capitalize on fluctuating business envi-
ronments through enhancing innovation capabilities to produce
and sell innovative goods to meet the needs of the customers
and beat rivals in the markets [40], [99]. Several researchers
suggest that firms should question their well-established beliefs,
values, norms, routines, and problem-solving skills to increase
organizational ACAP to strengthen and enhance their innovation
capabilities to stay competitive and relevant in the dynamic
markets [57], [76], [77], [95]. As organizations have access to
varied external knowledge, it helps develop their dispositions to
question their established premises and enlarge their problem-
solving repertoire essential for FICs [40], [58], [74]. Therefore,
the following hypothesis is proposed.

H2: ACAP positively influences FICs.

F. FICs and Firm Performance

Innovation occurs if firms have an appropriate set of abilities
to bring about changes in their offerings that they introduce to the
markets [42]. Firm innovates to keep pace with the intense mar-
ket competition, fast-changing needs of the customers, and inno-
vative products to beat rivals’ offerings to enhance competitive
advantage for superior market and FINP [15], [40]. Innovation
capability is the firms’ strategic internal capabilities that result in
an enhanced performance [60]. FICs help respond to the market
demands and thereby realize their aim of sustaining or enhancing
their overall performance [15], [75]. On the other hand, there are
conflicting results for the relationships between innovation and
FPERF [54], [88] as it is not sure that the customers will like
and buy new products and services as offered to them [102].
Therefore, we argue that innovation capability influences the
FPERF as several colleagues found that FICs result in innovative
products and services offerings to the customers and that helps
cope with the changing business environment and offerings from
the rival companies [31], [79]. Drawing upon the DCT, we posit
that organizations with specific innovation capabilities, namely,
product and process innovation capability, achieve enhanced
performance [11], [53], [56]. Thus, the following hypothesis
is proposed.

H3: FICs positively influence FPERF.

G. SKTPRES and FICs: The Role of ACAP

Firms with ACAP have enhanced abilities to convert ex-
ternal information and knowledge into innovative goods and
services that they offer to the customers. ACAP requires a
stock of prior knowledge that the firm has along with new
information and knowledge [49], [67] to generate innovative
products and services [72], [100]. We argue that firms could
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absorb external business-related information and knowledge
when their organizational knowledge repositories and indi-
vidual employees’ cognitive minds are receptive to external
knowledge-based [1], [67]. Simultaneously, firms having co-
operative relations with their key stakeholders will positively
affect their competitive advantage [23]. Therefore, firms need
to appropriately utilize their ACAP to recognize, manage, and
respond to what their stakeholders ask them to [43]. The most
apparent stakeholders, namely, the regulatory bodies, the cus-
tomers, and the government [23] push internal stakeholders
to discover how an organization can reconfigure its systems,
routines, processes, and strategy [92], [94] to develop its inno-
vation capabilities for superior performance. SKTPRES forces
firms to engage in innovations in goods and services [70],
[101] through reconfiguration in their systems, processes, and
routines [17], [80] for them to keep receiving resources unin-
terruptedly [32]. Drawing upon both the RDT and the DCT,
we posit that organizations receive an uninterrupted supply of
necessary resources if the stakeholders perceive them legitimate
[32]. Thus, in search of legitimacy from the stakeholder, firms
need to use their ACAP to acquire and assimilate the exter-
nal knowledge for superior innovation capabilities necessary
to stay competitive in the markets. Therefore, we propose the
following hypothesis.

1) H4a: ACAP mediates the influence of regulatory SKTPRES
on FICs.

2) H4b: ACAP mediates the influence of community SKTPRES
on FICs.

3) H4c: ACAP mediates the influence of organizational SKT-
PRES on FICs.

H. ACAP and Firm Performance: The Role of FICs

ACAP helps a firm to collect, assimilate, absorb, and exploit
external knowledge from the business environment with prior
established knowledge [52], [97] necessary for sharpening its in-
novation capabilities to produce products and services to satisfy
customer’s needs [40], [99]. ACAP helps organizations wisely
select their customers, ascertain their needs, and tailor their
products to satisfy their customers’ needs, thereby generating
superior customer satisfaction and loyalty [85]. Organizations
with developed ACAP are in a position to seize and exploit avail-
able opportunities in dynamic markets [35] and convert these
prospects into money-making goods and services [85], [97].
Furthermore, ACAP acts as a bridge between the fast-changing
business environment and innovation-related actives inside an
organization [40], [47] to create value in the firms’ offerings
to attain competitive advantage and superior performance. As a
result, previous studies suggest that ACAP positively influences
FPERF [40], [97]. Simultaneously, several studies found that
ACAP strengthens and enhances FICs to produce innovative
products and services necessary for an organization to stay com-
petitive and relevant in its business environment [76], [77], [95].
Innovation capability is the strategic internal capabilities that
influence superior FPERF [60]. Organizations with developed
innovation capabilities respond swiftly to the market demands,
resulting in increased performance [15]. Therefore, we propose
the following hypothesis.

H5: FICs mediate the influence of ACAP on FPERF.

Based on the hypotheses derived from the aforementioned
extant literature, we propose a conceptual research framework
in Fig. 1.

III. METHODS

A. Sample and Procedure

We approached 647 manufacturing sector SMEs in the United
Arab Emirates (UAE) and talked to their chief executive officer
and/or chief operating officers (COOs) about the study’s purpose
and requested them to participate in this article. However, only
597 SMEs agreed to participate in this article. We distributed
the in-person survey questionnaire on SKTPRES and FPERF to
the COOs, and the ACAP questionnaire to the human resource
managers and the firm’s innovation capabilities managers. As
per the understanding, we visited these participating SMEs after
two weeks of distributing the survey questionnaire and received
filled innovation-related from only 187 and made a request to
the rest of the SMEs, who agreed to participate in our study,
to return the questionnaire in next two weeks. In the second
and third field visit, we received filled-in questionnaires from
another 154 SMEs. After that, we stopped collecting filled-in
questionnaires from the remaining 251 SMEs, to whom we had
distributed the questionnaires, as they were not showing interest
in taking part in our study. Thus, we received a filled-in survey
questionnaire from 341 SMEs but could use 291 response sets.
The remaining 50 sets of triadic responses were not valid for
our study’s purpose, as the respondents had left many items
unanswered. Following [104], we used the translation-back-
translation method to develop a questionnaire in Arabic and
English for the convenience of the participating respondents in
this article as many of them were fluent in Arabic than English.

Table II presents 291 triads (n = 291×3) from 291 SMEs
(N = 291) who participated in the study. The average age of
the COOs was 43.6 years, about 70% of them were male, and
around 95% had minimum bachelor-level degrees in humanities,
sciences, social sciences, engineering, and technology. Simi-
larly, the HR managers’ average age was 39.26 years, around
71% of them were male, and approximately 84% of them had
bachelor degrees from across humanities, science, business,
engineering, and technology. On the other hand, the average
age of the production managers was 37.52 years, 80% were
male, and about 92% had minimum bachelor degrees in science,
engineering, technology, and business. Furthermore, Table II
illustrates that approximately 60% of the SMEs in this article
were born between 2002 and 2006, and the remaining about
40% of the SMEs were born between 2007 and 2011. About
60% of the SMEs had employee counts in the range 201–300
with 7% of them had a minimum of 50 to a maximum of 100
employees at the study time.

Furthermore, Table I suggests that those who responded early
and those who responded after several reminders did not differ
significantly in their responses to the items in the survey ques-
tionnaire. Therefore, we do not find any evidence of nonresponse
bias. It means that the sample represents the populations from
where they were picked and the results of the study could be
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Fig. 1. Conceptual research framework.

TABLE I
TEST FOR NONRESPONSE BIAS

TABLE II
DETAILS ABOUT SAMPLE AND ORGANIZATION
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TABLE III
TESTING FOR CONVERGENT VALIDITY OF SKTPRES AND ACAP

generalized to a larger population of SMEs in the UAE. The
COOs responded to a questionnaire on SKTPRES and FPERF at
one point in time. In contrast, the HR manager and the production
managers responded to ACAP and FIC, respectively.

B. Measures

SKTPRES: It had ten items for measuring regulatory, com-
munity, and organizational SKTPRES, adopted from Henriques
and Sadorsky [29]. The sample item includes “pressure from
governmental agencies and pressure from the customer.” The
Cronbach’s alpha was 0.887, 0.826, and 0.790 for regulatory,

community, and organizational SKTPRES, respectively (see
Table III) and the goodness of fit indices of SKTPRES measuring
instruments (χ2/df = 1.693; p < 0.008; TLI = 0.977; CFI =
0.983; SRMR= 0.039; RMSEA= 0.049) were in the acceptable
range.

ACAP: It had 15 items, four for ACQ, three for ASSIM, four
for transformation (TRF), and four for exploitation (EXPLT),
adopted from Jansen et al. [34]. The sample item includes
“employees regularly interact with customers to obtain business-
related new knowledge.” The Cronbach’s alpha for ACQ, AS-
SIM, TRF, and EXPLT dimensions of the ACAP scale was 0.901,
0.853, 0.888, and 0.857, respectively. The goodness of fit indices
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TABLE IV
TESTING FOR CONVERGENT VALIDITY OF FIC AND FPERF

of ACAP scale (χ2/df = 2.168; p < 0.001; TLI = 0.954; CFI =
0.963; SRMR= 0.039; RMSEA= 0.063) were in the acceptable
zone.

FIC: It had five items adapted from Calantone et al. [6]. The
sample item includes “my firm pursues novel ways to do things.”
The Cronbach’s alpha was found to be 0.873 (see Table IV). The
FICs scale was assessed for the goodness of fit indices (χ2/df =
2.403; p < 0.035; TLI = 0.979; CFI = 0.989; SRMR = 0.021;
RMSEA = 0.070) and they were in the acceptable zone.

FPERF: It had nine items, five items for financial and four
items for market performance (MKTP), adopted from Tippins
and Sohi [82] and [103]. The sample item includes “my firm
enters the new market quickly as compared with the competi-
tors.” The Cronbach’s alpha was 0.932 and 0.894 for financial
and MKTP, respectively (see Table IV) and the goodness of the
fit of the measures (χ2/df = 2.879; p < 0.001; TLI = 0.961;
CFI = 0.972; SRMR = 0.041; RMSEA = 0.069) were in the
acceptable range.

IV. RESULTS

A. Measurement Scale Validation

We calculate both convergent and discriminant validity of all
the measurement instruments used in this article. The Cron-
bach’s alpha for the measuring instruments was found above
0.70 and they all range from 0.790 to 0.932 (see Tables III and
IV). According to Fornell and Larcker [21], the measuring scales
should have average variance explained (AVE) > 0.50, and the
scale composite reliability (SCR) should be > 0.70. Tables III

and IV depict that AVE for the constructs ranged from 0.557 to
0.733 and the SCR ranged from 0.790 to 0.932, suggesting that
the constructs have convergent validity [21]. Furthermore, we
tested for the discriminant validity of the constructs. We found
that the factor loading of individual items on their respective
construct ranged from 0.719 to 0.919 (see Tables III and IV)
and the square roots of AVE were greater than the correlations
amongst the constructs in this article (see Table V). Therefore,
measuring instruments used to measure the respective constructs
in this article had discriminant validity [18].

B. Structural Model

1) Testing for Direct Hypotheses: Table VI illustrates
that Hb1 [ACAP<—CSP], H2 [FIC<—ACAP], and H3
[FPERF<—FIC] are supported (β = 0.253; t = 3.814; p <
0.001), (β = 0.505; t = 9.959; p < 0.001), and (β = 0.356;
t = 6.483; p < 0.001), respectively. On the other hand, H1a
[ACAP<—RSP] and H1c [ACAP<—OSP] were rejected (β
= 0.098; t = 1.527; p < 0.127) and (β = 0.030; t = 0.514; p
< 0.607), respectively. Thus, this article supports the previous
findings, wherein community SKTPRES positively influences
ACAP [28], [70], ACAP to positively influence FIC {e.g., [40],
[99]}, and FIC positively affects FPERF [40] and [60]. On the
other hand, our study suggests that regulatory and organizational
SKTPRES do not impact the firm’s ACAP.

2) Testing for Indirect Hypotheses: The results in Table VII
depicts that H4b [FIC<—ACAP<—CSP] and H5 [FPERF<—
FIC<—ACAP] are supported (β = 0.128; p < 0.001) and (β
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TABLE V
TESTING FOR DISCRIMINANT VALIDITY

#Diagonal bold value shows square roots of average variance extracted.

TABLE VI
TESTING FOR DIRECT EFFECT

TABLE VII
TESTING FOR INDIRECT EFFECT

= 0.18; p < 0), respectively. On the other hand, Table VII
depicts that H4a [FIC<—ACAP<—RSP] and H4c [FPERF<—
FIC<—OSP] are rejected (β = 0.049; p < 0.094) and (β =
0.015; p < 0.576), respectively. We found that ACAP mediates
the influence of community SKTPRES on FICs. Therefore, this
article advances the extant literature [32], [101], [70] on how
the firm leverages its ACAP to gain social legitimacy for unin-
terrupted supply of resources from the stakeholders to produce
innovative products and services. Similarly, we found that FIC
mediates on the influence of ACAP on FPERF and that our
study’s finding advances the previous studies in the field [40],
[60].

V. DISCUSSION AND CONCLUSION

This article extends prior research related to intricate linkages
among SKTPRES, ACAP, innovation capability, and FPERF.
This article also offers practical implications for leaders and
policymakers.

A. Theoretical Implications

This article contributes to the advance theory in several ways.
First, it contributes to the advance resource-dependency theory
[30], [63] and DCT [105], [80] to understand how community
SKTPRES and ACAP help SMEs to develop strong innovation
capability for superior FPERF. This article suggests that SMEs’
are not self-contained as they depend on resources from the
external environments to attain their objectives [30], [63]. That
attests that leaders and managers comprehend how they should
develop a firm’s strategies, plans, and policies to employ and
manage their external business environment [30]. Therefore,
SMEs should use their ACAP to enhance their innovation ca-
pabilities [80] and produce innovative products and services to
satisfy the needs of their customers [24], [46], [97].

Second, this article contributes to the rising interest in in-
tegrating community SKTPRES and ACAP perspectives into
investigating SMEs’ innovation capacity [23], [69], [73], [92],
[94]. Recent literature suggests that the firm produces externali-
ties that affect internal and external stakeholders [23] and invites
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varied SKTPRES on the firm to gain social legitimacy [70]. In
the search for social legitimacy, firms fall back on their ACAP for
twin purposes, namely, to deal effectively with a fast-changing
business environment and speed up innovation-related activities
[40], [47] to stay relevant in the markets. Our study extends their
views that ACQ and EXPLT of external information and knowl-
edge (e.g., [40] and [47]) and their ASSIM with established
knowledge power innovation capacity and that the firm uses to
offer innovative products and services to their customers. There-
fore, this article suggests that firms should keep reinventing their
established beliefs, values, norms, and routines to sharpen and
strengthen their ACAP in a manner best suited to enhance their
innovation capabilities [76], [77], [95].

Third, this article contributes to advancing knowledge on
the linkages among ACAP, innovation capabilities, and perfor-
mance. We suggest that SMEs’ performance depends upon their
innovation capabilities. In addition to that, innovation capabili-
ties mediate the influence of ACAP on FPERF. Therefore, this
article advances previous studies on how firms should utilize
their innovation capabilities to produce innovative products and
services to satisfy the customers’ needs to stay competitive in
their markets and earn profits [31], [79]. Moreover, this article
offers an understating of why and how SMEs should utilize their
innovation capabilities to augment their market and FINP [53].

Overall, this article contributes to advancing the theoretical
understanding of symbiotic relationships between SMEs’ ecol-
ogy, ACAP, and innovation capabilities and their impact on the
firm’s market and FINP.

B. Managerial Implications

This article makes three vital practical contributions. First,
SMEs should engage their community stakeholders to get their
feedback about their offerings and their behaviors in the markets
vis-à-vis the offerings of their competitors. In general, SMEs de-
pend upon resources under the control of the external stakehold-
ers. They keep receiving these critical resources uninterruptedly
if stakeholders perceive the firm’s behaviors and offerings as
legitimate. Therefore, as the SMEs are resource-dependent, they
should develop their strategies, plans, and policies to satisfy their
critical stakeholders in anticipation of an uninterrupted supply
of strategic resources for the former to stay alive, competitive in
the markets be relevant. Second, this article suggests that what is
relevant today may not stay relevant tomorrow. Therefore, SMEs
should engage in continuous renewal processes for the seamless
ASSIM and EXPLT of external knowledge with the established
knowledge for enhancing innovation capabilities to produce
products, goods, and services that have a feature to satisfy
the customers’ present and future needs. In that sense, SMEs
should possess capabilities to produce and organize knowledge
essential for increasing their operational capabilities to achieve
and withstand competitive advantage in the markets. Third, it
is true that innovative products and services do not always
guarantee enhanced FPERF but they increase the probability
of better market and FINP. SMEs’ innovation capabilities are
their strategic internal capabilities for continuous growth when
the markets are populated with too many offerings from the

competitors that the customers have varied choices. They will
undoubtedly prefer those products and services, which have
features to satisfy their current and future needs. Last but not
least, note that this article context is the UAE and the findings
of this article have significant implications for the sustainable
economic growth of the UAE, wherein the government intends
to attain sustainable growth while preserving its environment.

C. Limitations and Direction for Future Research

Like any other study, this article has its limitations. First, this
used quantitative techniques to study what makes SMEs perform
well. We suggest that future studies utilize mixed methods to
unravel new facts to understand and explain what makes SMEs
perform well. Second, we used the organizational-level variables
to investigate how resource-dependent SMEs use their DCs to
stay relevant in the markets. We suggest that future studies
use individual and organizational-level variables to understand,
explain, and predict SMEs’ market and FINPs. Third, we con-
ducted this article on the manufacturing sector SMEs, limiting its
generalizations to all kinds of SMEs. Therefore, future research
should extend our research model to conduct a comparative
study on SMEs’ manufacturing and service sectors for greater
generalization of the study’s findings.
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