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Abstract

Small and medium enterprises (SMEs) are central to economic development and
employment generation, particularly in emerging economies such as Bangladesh.
This study investigates the determinants of small business performance using firm-
level data from 1,603 enterprises drawn from the World Bank Enterprise Survey.
The analysis examines how firm characteristics, business strategies—specifically
business planning, record-keeping and customer orientation—and owner attributes
influence performance outcomes. Owner education is introduced as a moderating
variable to assess its effect on the relationship between strategic planning and firm
performance. Employing a multivariate moderation regression framework, the
results reveal that owner education significantly strengthens the positive association
between business planning and performance. The findings highlight the importance
of owner—manager education in effectively implementing business strategies to
enhance the resilience and performance of SME in Bangladesh.
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Introduction

Small and medium enterprises (SMEs) form the backbone of most economies,
particularly in developing countries. Globally, they account for about 90% of all
businesses and employ nearly half of the world’s workforce (World Bank, 2022).
When informal enterprises are included, SMEs contribute almost half of the
national gross domestic product (GDP) in many economies. In Bangladesh, as in
other low and middle income nations, the SME sector plays a pivotal role in
driving economic growth and development. SME, together with micro-enterprises,
constitute 99% of private sector businesses in Bangladesh (Asian Development
Bank, 2015). The sector employs approximately 70%—80% of the non-agricultural
labour force and contributes nearly 25% to Bangladesh’s GDP and around 40% to
total manufacturing output (Ahmmed, 2018).

Bangladesh recognises micro, SMEs (MSME's) as key drivers of employment
generation, poverty reduction and equitable income distribution, while
simultaneously fostering overall economic growth (Dhar et al., 2024). Supported
by a vibrant entrepreneurial culture, the country has cultivated a diverse MSME
sector encompassing industries such as textiles, agriculture, manufacturing and
technology (Alam, 2021). The entrepreneurial ecosystem has evolved through
policy initiatives such as the SME Policy 2019 and Industrial Policy 2016, which
promote access to finance, training and infrastructure, among others (Dhar et al.,
2024; Khondker & Pettinotti, 2024). This ecosystem is shaped by multiple
stakeholders, including government agencies, financial institutions, educational
organisations, NGOs and private sector actors (Alam, 2021).

Despite their economic significance, MSMEs in Bangladesh face persistent
challenges. These include limited access to finance (Dhar et al., 2024), inadequate
technology adoption, weak infrastructure, and regulatory and bureaucratic hurdles
(Kumar & Suppiah, 2023). Moreover, women entrepreneurs encounter
disproportionate barriers compared to their male counterparts, often rooted in
cultural norms and unequal access to resources (Sarkar, 2024).

Given the central role of SMEs in economic development, research on their
success and failure has expanded considerably in recent years, with growing
emphasis on identifying the determinants of firm performance (Keats & Bracker,
1988). Although findings remain mixed, much of this literature highlights firm
characteristics as primary predictors of performance (Baker etal., 2021). However,
other scholars have underscored the importance of technological capability and
understanding consumer behaviour as critical drivers of financial outcomes
(Poudel et al., 2019). Additionally, owner demographics—such as age, experience
and education—have been shown to significantly influence firm performance
(Kalleberg & Leicht, 1991). Overall, the literature broadly agrees that
organisational factors and owner attributes jointly shape business outcomes, often
exerting greater influence than strategy alone (Blackburn et al., 2013).

In the context of Bangladesh, the research has identified innovation, product
quality, cost efficiency, reliability and service excellence as central to SME
performance (Islam et al., 2009). Furthermore, entrepreneurial characteristics,
rather than firm-level traits, were found to be key drivers of SME success in
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Bangladesh (Aminul Islam et al., 2011). It has also been observed that strategic
execution among Bangladeshi private enterprises remains weak, constrained by
limited flexibility and rigid organisational cultures (Dhar et al., 2022). Although
managers recognise the importance of coordination and behavioural control,
many firms—particularly smaller and younger ones—continue to struggle to
align strategic intent with effective implementation.

Building on this context, the present study aims to advance the literature on
small firm performance by examining the combined effects of strategic planning
and owner characteristics on firm outcomes. Using SMEs in Bangladesh as a case
study, it investigates whether strategic planning significantly contributes to firm
performance relative to other strategic factors and explores how owner education
moderates the relationship between strategic planning and performance outcomes.

The remainder of this article is structured as follows. The second section
outlines the theoretical framework, reviews relevant literature and develops
hypotheses on the factors influencing firm performance. The third section
describes the data, methodology and variables used in the analysis. The fourth
section presents and interprets the empirical results, followed by a discussion of
policy and practical implications in the fifth section. The final section concludes
with the study’s limitations and directions for future research.

Theoretical Framework, Literature Review and
Hypothesis Development

The definition of small firms differs across countries and sectors, with no universally
accepted standard (Storey, 1994). According to Bangladesh’s industrial policy
(2010), manufacturing firms with assets up to Tk 300 million (US$3.86 million) and
250 employees, and service or trade firms with assets up to Tk 150 million (US$1.93
million) and 100 employees, are classified as MSMEs (Asian Development Bank,
2015). This study adopts the World Bank’s definition, which classifies small firms
as those employing fewer than 100 workers (World Bank, n.d.).

Although definitions of performance vary, financial indicators remain the
primary tools for assessing firm performance, complemented by subjective
measures such as stakeholder satisfaction (Delen et al., 2013). This study focuses
on financial indicators to assess firm performance.

One of the earliest explanations of firm growth dynamics is Gibrat’s law of
proportionate growth, which posits that firm growth is random and independent of
firm size (Gibrat, 1931; as cited in Fiala & Hedija, 2019). Building on this,
Mueller’s (1972) life cycle theory of a firm suggests that firms initially grow
through innovation, improved processes, marketing and management, followed
by rapid expansion until market saturation slows growth. The resource-based
view further explains performance differences by emphasising that firms possess
heterogeneous, imperfectly mobile and non-substitutable resources that create
sustained competitive advantage (Barney, 2001; Wernerfelt, 1984).

Macroeconomic and sociopolitical factors, such as GDP growth, inflation,
road safety and refugee inflows in Bangladesh, also influence sectoral performance.
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Kuri et al. (2025) studied tourism performance in Bangladesh and revealed that
infrastructure improvements enhance long-term tourism demand and the need to
align tourism strategies with sustainable development goals by integrating cleaner
energy, road safety and social inclusivity initiatives.

Storey (1994) emphasises the value of examining the growth of small firms through
a combination of three interrelated domains: the characteristics of the entrepreneur(s),
the firm’s demographics and its business strategy. These three components, each
encompassing a set of relevant factors, collectively shape the success trajectory of
small businesses. Figure 1 illustrates the interaction among these spheres.

Storey (1994) categorises various determinants within each of the three
components. Entrepreneurial characteristics and resources encompass factors
such as motivation, educational background, managerial experience, number of
founders, prior self-employment, family business history, social marginality,
functional skills, training, age, prior business failure, sector-specific experience,
previous firm size exposure and gender. Firm-specific characteristics include
variables such as age, sector, legal form, location, size and ownership structure.
Strategy-related factors capture elements such as workforce and management
training, access to external equity, technological sophistication, market positioning
and responsiveness, planning, product innovation, managerial recruitment,
government support, customer concentration, competitive environment, access to
information and advice, and export orientation.

The conceptual framework underpinning this study is grounded in Storey’s
(1994) model, which posits that the interaction among three core components
determines firm performance. The study investigates the relationship between
each of these components and firm performance and further extends the model to
examine the moderating role of owner’s education in the relationship between
business planning and firm performance. A visual representation of the conceptual
model is presented in Figure 2.

The
entrepreneur,

Figure |. Theoretical Framework.
Source: Storey (1994).
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Business Strategy and the Firm’s Performance

Recent research has increasingly emphasised the strategic dimensions of small
firm growth, and how owner—managers adapt to dynamic business environments
(O’Farrell & Hitchens, 1988). This study focuses on three key strategic dimensions:
marketing (customer orientation), business planning and financial recording.
Among these, financial reporting has received comparatively limited attention,
and evidence of its direct link to firm growth remains inconclusive (McMahon,
2001; McMahon & Davies, 1994).

Customer orientation is a key strategic dimension that focuses on understanding
and responding to customer needs. It is widely recognised as a driver of customer
satisfaction, loyalty and improved firm performance. Empirical studies show that,
when supported by strong business and social networks, customer orientation can
substantially boost sales and overall firm outcomes (Nenech, 2018).

Strategic planning is a key managerial practice linked to organisational
effectiveness, yet evidence on its impact on small firm performance remains
inconclusive. While several studies have reported a positive association between
formal strategic planning and improved performance (Bracker & Pearson, 1986;
Schwenk & Shrader, 1993), others note that many small firms operate successfully
without formalised planning systems (Robinson & Pearce, 1984). Furthermore,
some scholars contend that informal or unwritten planning approaches can

Business Strategy
(Planning, Record
keeping, and Customer
Orientation)

Firm’s
Performance
(Profit)

Entrepreneur’s
Characteristics (Owner
education, age,
gender)

Firm’s
Characteristics
(Firm's Age, size,
ownership)

Figure 2. Conceptual Model.
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generate performance outcomes comparable to those achieved through formal
planning, suggesting that excessive structure may introduce unnecessary rigidity
and complexity (Thurston, 1983).

Based on the foregoing discussion, the following hypotheses are proposed to
examine the relationship between business strategy and firm performance:

H,: Maintaining systematic record-keeping has a positive effect on SME’s
financial performance.

H,: A customer-oriented strategy enhances a small firm’s financial
performance.

H,: The implementation of strategic planning positively influences the
financial performance of SMEs.

Entrepreneur’s Characteristics and the Firm’s Performance

Scholars have long emphasised owner—manager characteristics—such as age,
education, personal objectives, attitudes and values—as key determinants of firm
growth (O’Farrell & Hitchens, 1988). Storey’s (1994) framework highlights age,
strategic leadership, knowledge and managerial capability as central entrepreneurial
attributes influencing firm performance. These traits enable owners to interpret
environmental changes, address challenges and adapt strategies effectively
(Williams & Ramdani, 2018). Although experience is expected to enhance
managerial competence, empirical findings on the relationship between owner age
(as a proxy for experience) and firm performance remain mixed (Acar, 1993).

Gender has also been examined as a determinant of firm performance. Some
studies suggest that male-owned firms tend to outperform female-owned firms
(Khalife & Chalouhi, 2013; Rosa et al., 1996), whereas others highlight women-
owned enterprises’ resilience and long-term survival advantage in specific
contexts (Kalleberg & Leicht, 1991; Maliranta & Nurmi, 2019).

Based on the above discussion, the following hypotheses are proposed:

H,: Owner age contributes positively to SME performance.
H: Male-owned firms perform better than female-owned firms.

Owner Education and Its Moderating Role

Higher educational attainment strengthens managerial resources, raises income
expectations and fosters motivation for superior performance (Kangasharju,
2000). Accordingly, human capital—embodied in education and personal
commitment—is viewed as a critical determinant of microenterprise success
(Berrone et al., 2014). Empirical evidence supports a positive association between
owner education and firm outcomes in both developed and emerging contexts,
such as the United States (Fairlie & Robb, 2009) and Turkey (Karadag, 2017),
though some studies find no significant link (Barbieri & Mshenga, 2008). Given
these discussions, this study predicts the following:
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H_: Owner education positively influences SME performance.
H_: Owner education positively moderates the relationship between business
planning and SME performance.

Firm Demographics and Performance

As Storey (1994) highlights, firm-specific characteristics—such as age, size and
ownership structure—play an important role in shaping small firm performance.
The relationship between firm age and performance has been interpreted in
diverse ways. Some studies suggest that the likelihood of failure declines as
firms mature, implying a negative relationship between age and mortality (Aga
& Francis, 2017). Others contend that once firms reach a certain level of
maturity, age ceases to be a major determinant of performance (Kalleberg &
Leicht, 1991).

Mueller’s (1972) life cycle hypothesis links firm age to performance, proposing
that growth rates tend to decline as firms mature. He further contended that firm
age was a stronger predictor of growth than size, with younger firms expanding
more rapidly than their older counterparts (Mueller, 1972). Subsequent research
supports this life cycle pattern, showing that firm performance generally decreases
with age (Coad et al., 2018; Yazdanfar & Ohman, 2014). For instance, Cowling et
al. (2018) found a negative association between firm age and growth among UK
SMEs following the 2008—-2009 global financial crisis.

At the same time, older firms often demonstrate greater resilience and
accumulated capabilities that enhance their long-term survival prospects, supporting
apositive link between age and sustainability (Acar, 1993). Studies also demonstrated
that the failure rate decreases as the firm’s size increases, supporting the liability of
smallness (Carreira & Teixeira, 2011; Fackler et al., 2013).

Regarding the relationship between firm size and performance, this study
considers Kalleberg and Leicht’s (1991) conclusion that size influences growth,
contrasting with Dunne and Hughes’s (1994) finding that smaller firms grow
faster than larger ones. Regarding ownership structure in shaping firm performance,
Storey (1994) noted that firms with shared equity were more likely to grow than
those that were unwilling to share ownership. Nonetheless, empirical research on
the ownership—performance relationship remains limited.

Based on these insights, the following hypotheses are proposed:

Hy: Firm age positively influences firm performance.
H,: Firm size has a significant influence on firm performance.
Data Definition and Methodology

Sample and Data Collection

This study utilises data from the World Bank’s survey of micro and small enterprises
conducted in Bangladesh between 2008 and 2014. Given the SME sector’s critical
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role in employment and income generation, Bangladesh provides a suitable case for
analysis. The survey instrument, which was developed jointly by the World Bank
and the University of Warwick, assesses business practices in areas such as
marketing, inventory management, record-keeping and financial planning, alongside
firm and entrepreneur characteristics (McKenzie & Woodruff, 2016).

The survey offers a representative sample of firms defined by specific size
thresholds, with the firm (specifically, SMEs) serving as the unit of analysis.
Twenty-six questions evaluated core business practices employed in daily
operations, including marketing, purchasing and inventory control, costing and
record-keeping and financial planning.

The dataset comprises responses from 1,725 small enterprises randomly selected
from urban areas across 19 districts in Bangladesh. The sample was stratified by
firm size, based on full-time employment, and by industry type, including
manufacturing, trade and services. After excluding observations with missing data
and those with 100 or more paid employees, the final sample comprises 1,603 firms.

Variables and Measures

Dependent Variable

This study employs firm financial performance, commonly used as a dependent
variable in entrepreneurship and small business research, as the primary outcome
variable. Despite its prevalence, the conceptualisation and measurement of firm
performance remain contested, with scholars debating its definition, dimensionality
and appropriate indicators (Santos & Brito, 2012). While performance can be
viewed through both financial (e.g., profitability) and non-financial (e.g.,
stakeholder satisfaction) dimensions (Quinn & Rohrbaugh, 1983), financial
indicators are favoured for their objectivity, comparability and reliability (Walker
& Brown, 2004). Accordingly, consistent with prior studies (Walker & Brown,
2004; Yazdanfar & Ohman, 2014), this article adopts profitability, measured as
the natural logarithm of annual profit, as a proxy for firm performance in the
regression analysis.

Independent Variables

The independent variables used in this study were derived from survey responses,
and their construction, along with the related items, is summarised in Table 1.

Costing and Recording. Financial record-keeping serves as a key explanatory variable,
capturing the extent of a firm’s financial documentation practices, as many small
enterprises lack complete financial statements. The recording index was developed
from six survey questions through factor and reliability analysis, and used to measure
the comprehensiveness of their record-keeping, ranging from 0 to 1.

Marketing or Customer Orientation. Customer orientation reflects the firm’s
responsiveness to market needs, measured through the owner’s interaction with
customers and suppliers. This index, constructed from survey questions on
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customer feedback, follow-ups with former clients and supplier negotiations, was

derived using factor and reliability analysis and ranges from 0 to 1.

Planning. Strategic and financial planning represents an important dimension of
entrepreneurial orientation and firm proactiveness. Firms that establish annual sales
targets, prepare cost budgets and monitor progress towards these goals are considered
to demonstrate higher planning capacity. The index, based on four survey items,
ranges from 0 to 1 depending on the comprehensiveness of planning activities.

Control Variable

This study includes control variables that are theoretically and conceptually
justified as relevant determinants of firm performance. Firm age, measured by the

Table I. Factor Analysis and Reliability Test.

Survey Questions/Variables

Factor
Loading Eigenvalue

Initial

Cronbach’s
a

Maintain records

2.

3.

Able to use records to see how much cash the
business has on hand at any point in time
Records every purchase and sale made by the
business

Keeps written business records

Uses records regularly to know whether

sales of a particular product are increasing or
decreasing from one month to another

Has records documenting that there exists
enough money each month after paying business
expenses to repay a loan in the hypothetical
situation that this business wants a bank loan
Has a written budget, which states how much
is owed each month for rent, electricity,
equipment maintenance, transport, advertising
and other indirect costs to the business

0.871

0.852

0.826
0.775

0.677

0.517

4.184

0.862

Marketing/customer orientation

Asked existing customers whether there are
any other products the customers would like
the business to sell or produce

Asked a supplier about which products are
selling well in this business’ industry

Talked with at least one former customer to
find out why the former customer has stopped
buying from this business

0.829

0.780

0.758

1.932

0.716

Business planning

2.
3.

4.

Compares their sales achieved to their target at
least monthly

Has a target set for sales over the next year
Has a budget of the likely costs their business
will have to face over the next year

Review the financial performance of their
business and analyse where there are areas for
improvement at least monthly

0816

0.734
0.667

0.630

1.788

0.705

Note: KMO measure of sampling adequacy = 0.82.
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number of years in operation, is considered a control variable as consistent with
prior studies (e.g., Coad et al., 2018). Firm size, proxied by the number of paid
employees, is included to account for size-related effects commonly observed in
small firm performance studies (e.g., Stam & Elfring, 2008). The owner’s age in
years serves as a proxy for managerial experience, which has been shown to
positively influence business performance (Gielnik et al., 2017). Owner education,
measured as total years of formal schooling (ranging from 0 to 20 years), is
included both as an independent variable and as a moderator assessing the impact
of business strategy on performance. Next, ownership structure is controlled for
given evidence that ownership type may affect firm growth and performance
(Davidsson & Henrekson, 2002). Finally, in line with the standard production
theory, particularly the Cobb—Douglas production framework, the logarithm of
capital stock is included as a control variable to account for variations in firms’
productive capacity and scale, thereby mitigating potential bias arising from
differences in capital intensity (Bloom & Van Reenen, 2007).

Reliability and Validity Test

Several tests were conducted to ensure the reliability and validity of the dataset.
Factor analysis was first employed for data reduction, based on the premise that
multiple observed variables share similar response patterns due to their association
with a common latent factor (Hutcheson, 1999). Thirteen observed variables were
reduced to three underlying constructs using the eigenvalue-greater-than-one
criterion. The Kaiser—Meyer—Olkin (KMO) measure of sampling adequacy was
0.82, which, according to Kaiser (1974), is considered ‘meritorious’. To further
confirm the number of extracted factors, a parallel analysis was conducted
following the approach recommended by Patil et al. (2008).

A reliability test was conducted using Cronbach’s o to assess internal
consistency. Coefficients of 0.70 or higher are generally regarded as acceptable
(Cronbach, 1971, as cited in Su et al., 2015). As presented in Table 1, all constructs
yielded Cronbach’s a values above 0.705, surpassing the reliability threshold.

Regarding common method bias, the survey design incorporated a combination
of dichotomous items and quantitative response questions, reducing the likelihood
of bias. As noted by Jordan and Troth (2020), such bias typically occurs when
both independent and dependent variables are collected simultaneously using
identical response formats (e.g., Likert scales). Given the diverse question
structure of the dataset, the risk of common method bias is minimal.

Model Description

The preceding discussion underpins the conceptual framework for this analysis.
Based on Storey’s (1994) model of three key determinants of firm success (Figure 3),
the framework incorporates owner education as a moderating variable between
business strategies and firm performance. Similar frameworks have been applied
in prior studies (Khan et al., 2021).
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Recent research has further introduced diverse moderating variables, such as
strategic flexibility in Bangladeshi SMEs (Dhar et al., 2022), family ownership in
Saudi firms (Bazhair & Sulimany, 2023), financial literacy in developing countries
(Okello Candiya Bongomin et al., 2017), entrepreneurship education in South
Indian SMEs (Selvan et al., 2025) and financial distress in Indian firms (Agarwal
et al., 2024). Accordingly, this study estimates two models: a baseline model and
an extended model incorporating the moderating effect of owner education.

Basic model. The basic model is in the following form:

PERFORM = f(RECORD, CORIENT, BPLAN, OEDU, OAGE, PWORK, FAGE,
OWNSHIP, MALE, LCAPSTK).

In the moderation model, an interaction term is created by multiplying the business
planning variable by the moderating variable, the owner’s education level
(OEDU). This constitutes a two-way interaction, as it involves both independent
and moderating variables (Dawson, 2014). Both variables are quantitative, and as
noted in the literature, there are no restrictions on whether variables in a moderation
model must be categorical or continuous (Allen, 2017; Warner, 2020).

A model with an owner’s education as a moderator is as follows:

PERFORM = f(RECORD, CORIENT, BPLAN, OEDU, OAGE, FAGE, PWORK,
OWNSHIP, MALE, LCAPSTK, BPLAN x OEDU),

Firm’s Characteristics

R1 (Firm’s Age, size,
4 ownership)
R3 "x Record

: %
BY e ) Keeping ~
RS /7,1 O

R6

Customer H2 »| Firm’s Performance
Orientation
o>
= 5
Busi :
P? 3
usiness B\g
pa Planning
H
Pa d Entrepreneur’s

Characteristics (Owner
education, age, gender)

Figure 3. Methodological Framework.
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where PERFORM denotes firm financial performance, serving as the dependent
variable. RECORD represents the status of record-keeping, and CORIENT
captures the degree of customer orientation. BPLAN indicates whether the firm
has a formal business plan, while OEDU refers to the education level of the owner.
OAGE and FAGE denote the age of the owner and the firm, respectively. PWORK
represents the number of paid workers. OWNSHIP refers to the ownership
structure of the firm, and MALE is a binary variable indicating whether the
manager is male. LCAPSTK denotes the natural logarithm of the firm’s capital
stock. The interaction term (BPLAN x OEDU) captures the moderating effect of
owner education on the relationship between business planning and firm
performance.

Results

This section presents the descriptive statistics of the variables and the empirical
results from multivariate regression analysis.

Correlations and Multicollinearity

The correlation analysis (Table 2) reveals that firm performance is moderately
associated with record-keeping (» = 0.422), number of paid workers (r = 0.541)
and capital stock (» = 0.446), indicating that firms with better record-keeping
practices, larger workforces and higher capital investment tend to perform better.
Owners’ education (» = 0.277) and business planning (» = 0.187) also show a
positive relationship with the firm’s performance. Firm and owner age display
small positive correlations, suggesting a limited influence of experience and
maturity on performance. Customer orientation and gender show negligible
correlations with performance, implying minimal direct effects.

Table 2. Pairwise Correlations.

Variables | 2 3 4 5 6 7 8 9 10 I

(I) perform 1.000

(2) record  0.422 1.000

(3) corient —0.035 0.083 1.000

(4) bplan 0.187 0.350 0.070 1.000

(5) oedu 0.277 0.294 0.085 0.163 1.000

(6) oage 0.187 0.115 —0.037 0.035 —0.039 1.000

(7) pwork ~ 0.541 0212 0.024 0.198 0.170 0.179 1.000

(8) fage 0.142 0.036 0.070 -0.011 0.048 0.346 0.105 1.000

(9) ownship 0287 0.128 0.007 0.076 0.092 0.027 0.345 —0.021 1.000

(10) male 0.039 —0.034 —0.035 —0.010 —0.052 0.019 —0.003 0.038 —0.013 1.000
(I'l) lcapstk 0.446 0247 0.064 0.136 0287 0217 0454 0.294 0.198 —0.009 1.000
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The correlation matrix also helps assess potential multicollinearity among
predictors. Prior studies suggest that low to moderate correlations generally do
not pose multicollinearity concerns (Cohen et al., 2003; Kim & Miner, 2009). As
arule of thumb, correlations above 0.70 may indicate problematic multicollinearity
that could bias regression estimates (Radulovich, 2008). Since the highest
correlation in this study is 0.50, multicollinearity is unlikely to affect the reliability
or efficiency of parameter estimates.

Descriptive Statistics

The descriptive statistics (Table 3) indicate that the average firm performance score
is 12.53, suggesting a moderate level of variation across firms. A majority of firms
maintain formal record-keeping practices (60.9%) and demonstrate customer-
oriented behaviour (36.4%), whereas only 24.5% report having a formal business
plan. On average, firm owners are approximately 42 years old and have attained
around 10 years of education, while the firms themselves have operated for an
average of 12.4 years. Both capital stock and the number of paid workers exhibit
some variability, reflecting considerable dispersion in firm size within the sample.

Regression Results

The regression analysis comprises two specifications: the basic model and the
moderation model, the latter introducing an interaction term between business
planning and owner’s education (BPLAN x OEDU). Table 4 presents the regression
results from both models.

Record-keeping shows a consistently strong and significantly positive effect
on performance in both models at the 1% level, indicating that a unit increase in
record-keeping leads to an increase of 80% in profit. This denotes that maintaining
records is a crucial factor in improving firm outcomes. Customer orientation has
a significant negative effect on both models at the 1% level, suggesting that

Table 3. Descriptive Statistics.

Variable Mean SD Min. Max.
Performance 12.534 1.064 9.575 18.417
Record 0.609 0.366 0 |
Customer orientation 0.364 0.383 0 |
Business plan 0.245 0.308 0 |
Owner education 10.172 4.024 | 18
Owner age 41.689 10.963 18 85
Number of paid works 7.488 12.141 0 99
Firm age 12.394 12.48 0 110
Ownership 1.125 0.396 | 4
Male 0.985 0.121 0 |
Capital stock 11.652 2.235 5.298 19.554
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Table 4. Regression Results from Both Models.

Moderation

Predictors Basic Model  Significance Model Significance
Record-keeping 0.798 oo 0.805 oo
Customer orientation —-0.221 ok -0.221 ok
Business plan —0.062 —0.462 ok
Owner’s education 0.025 ohk 0.015 ok
Owner’s age 0.004 ok 0.004 ok
Number of paid workers 0.032 pork 0.032 ok
Firm’s age 0.003 0.003
Ownership of the firm (Base) (base) ok

Sole proprietor 0.324 0.329

Partnership 0.299 Hork 0.363

Cooperative 0.376 0.342

Private limited liability
Owner’s gender (Male) 0.449 Hork 0.460 ok
Capital stock 0.076 ok 0.076 ok
BPLAN x OEDU 0.038 ok
Constant 10.074 ork 10.146 oo
N 1,603 1,603
r? 0.448 0.450

Note: ¥ and ** denote 99% and 95% levels, respectively.

customer orientation, perhaps in isolation or without supporting capabilities, may
not contribute positively to performance. Business planning is not significant in
the basic model, but becomes significant at the 5% level, with a negative
coefficient in the moderation model. This implies that business planning does not
help enhance performance unless moderated by other factors, such as education.

Owner’s education has a significant positive effect on the basic model at the
1% level, and at the 5% level in the moderation model, indicating its effect is now
captured more fully through the interaction with business planning. The interaction
term (BPLAN x OEDU) is positive and significant at the 5% level, confirming
that education enhances the effectiveness of business planning. Business planning
improves performance only when coupled with higher levels of the owner’s
education.

Overall, the findings suggest that education amplifies the effectiveness of
business planning, while managerial practices such as record-keeping remain
fundamental drivers of firm performance. The moderation model offers nuanced
insights into how managerial capabilities and human capital jointly enhance the
profitability of small firms in Bangladesh. The significant interaction between
business planning and the owner’s education indicates that planning alone is
insufficient to improve performance unless supported by adequate human capital.

Other control variables, such as the owner’s age, number of paid workers,
ownership structure, gender and capital stock, exhibit positive associations with
firm performance, with most being statistically significant at the 1% level. However,
firm age does not show a statistically significant effect on the performance of SMEs
in Bangladesh.
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The results also indicate that the three components of business strategy have
mixed effects on firm performance. As hypothesised, record-keeping demonstrates
a positive and statistically significant impact, thereby supporting /7. In contrast,
customer orientation demonstrates a negative and statistically significant
relationship with firm performance, while the business plan variable shows a
negative but insignificant effect, leading to the rejection of /7, and /..

Additionally, both the owner’s experience (proxied by age) and education
exhibit positive and statistically significant associations with firm performance in
the basic model, thereby supporting /7, and 1.

Notably, the moderating effect of the owner’s education on the relationship
between business planning and firm performance is both positive and statistically
significant. This result supports /7, indicating that education positively moderates
the association between business planning and the performance of small firms in
Bangladesh. As illustrated in Figure 4, the interaction effect demonstrates that the
advantages of having a business plan are contingent upon the owner’s educational
level. The firm performance increases substantially when higher education
interacts with business planning, indicating that more educated owners are better
able to translate business plans into improved SME outcomes.

The positive moderating effect of education on the relationship between
business planning and firm performance suggests that education enhances an
owner’s capacity to transform plans into effective actions. In the context of small
firms in Bangladesh, formal education likely equips owners with better analytical,
organisational and strategic management skills, enabling them to utilise business
plans more effectively. Conversely, less educated owners may lack the technical
and managerial expertise required to translate planning into improved performance
outcomes. This finding highlights managerial capability as a mechanism through
which education enhances the benefits of business planning. Overall, it

Predictive margins with 95% Cls
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Figure 4. Graphical lllustration of Interaction Effects.
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demonstrates a classic moderation effect, where education strengthens the impact
of business planning on firm performance.

The results also indicate that male-managed firms outperform their female-led
counterparts, supporting /.. Since firm age is not statistically significant, the
finding does not support the hypothesis regarding the relationship between firm
age and performance. However, firm size, measured by the number of paid
workers, has a positive and significant effect on firm performance, supporting
Hypothesis H,. Compared to sole proprietorships (reference category), partnership
firms perform significantly better, likely due to shared resources and decisions.
Cooperatives and private limited firms show positive but insignificant effects,
indicating no substantial performance difference.

Discussion and Conclusion

Firm performance and its determinants have long been a focus of scholars in
small business research. This study specifically examines the moderating role of
owner education in the relationship between business planning and firm
performance. The observed negative associations between customer orientation
and firm performance yield important implications for small business owners
and managers.

While customer orientation is important, excessive focus on customer needs
can strain limited resources, constrain operational flexibility and reinforce rigid
competitor-focused thinking (Brockman et al., 2012; Kadic-Maglajlic et al.,
2017). The negative effect observed here aligns with Grewal and Tansuhaj (2001)
and contrasts with studies suggesting that customer orientation generally enhances
performance (Ziggers & Henseler, 2016). Harris (2001) similarly found no
significant relationship between customer orientation and performance. These
findings underscore that the effectiveness of customer-focused strategies is highly
context-dependent, shaped by the interplay of internal capabilities and external
conditions rather than by customer orientation alone.

Similarly, this study suggests that the preparation of a formal business plan
does not significantly enhance firm performance in small firms, consistent with
prior research questioning the utility of formal planning in small enterprises
(Robinson & Pearce, 1984; Thurston, 1983). Excessive focus on planning may
shift owner—managers’ attention towards processes rather than outcomes.
Incorporating moderating variables, such as owner education, can strengthen the
effectiveness of business planning, providing both theoretical and practical
insights.

These findings have important implications for national SME development
and leadership strategies in Bangladesh. While business planning and customer-
oriented practices alone may not guarantee improved performance, enhancing
owner—manager capabilities—particularly through education and skill
development—can lead to better outcomes. By aligning SME support initiatives
with the contextual realities highlighted in this study, policymakers can foster a
more resilient SME sector in Bangladesh.
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Limitations and Directions of Future Research

This study, by incorporating a broader set of variables beyond those identified in
Storey’s framework, provides a more comprehensive understanding of the factors
influencing firm performance. A notable methodological contribution lies in the
application of a moderation model, which remains relatively underexplored in
this context. Furthermore, the study disaggregates business strategy into three
components—planning, customer orientation and record-keeping—and evaluates
their distinct effects on firm performance, thereby contributing to addressing
important gaps in the small business literature.

Nonetheless, future studies using longitudinal data would allow a more
rigorous assessment of the stability and direction of these relationships over time,
while tracking firm growth across multiple periods would further deepen
understanding of performance dynamics (Vinnell & Hamilton, 1999). Moreover,
adopting non-linear regression techniques could yield deeper insights into the
potentially complex and non-monotonic relationship between firm age and
performance.

Future research could further extend the present study by incorporating
emerging variables—such as technological adoption and international market
exposure—that increasingly shape small firm outcomes. Additionally, utilising
data from other countries with similar economic contexts would allow for cross-
country comparisons, thereby enhancing the external validity and generalisability
of the findings.
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