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Abstract 

Purpose: Financial performance explains an 

organisation’s ability to achieve its financial 

goals and continue surviving, however of late 

many microfinance institutions (MFIs)’s 

financial status has not been good. This study was 

conducted to examine the extent of dynamic 

capabilities’ effect on financial performance of 

MFIs in Uganda.  

Methodology:  

This study on MFIs adopted a pragmatism 

paradigm which allows for triangulation of 

methods thus adopted a mixed methods approach 

and collected cross-sectional data using 

questionnaires and interview guide. The unit of 

analysis were Tier IV UMRA licenced MFIs and 

unit of inquiry were senior managers (i.e., 

General Managers, Accountants, Credit 

Managers, Internal Auditors and Human 

Resource Managers) of Tier IV UMRA-licensed 

MFIs in Uganda for the quantitative study and 

MFIs' board chairmen for the qualitative design. 

After data collection which was preceeded by 

instrument piloting and validation, data was 

subjected to various tests including testing its 

compliance to parametric assumptions, and later 

analysed using regression techniques. 

Findings: This study confirmed a positive 

relationship between dynamic capabilities and 

financial performance of MFIs in Uganda (Beta 

=.714, p < .01). This finding specifically reveal 

that sensing, seizing and reconfiguration 

capabilities of a firm have a great potential in 

improving its financial performance. Business 

entities are consequently advised to attentively 

sense, seize and reconfigurate their capabilities if 

they are to better their financial performance. 

Recommendations: In view of the affirmation 

that dynamic capabilities influence financial 

performance, authors call upon organisations to 

allocate sufficient resources towards 

enhancement of their various internal and 

external capabilities. 

Theoretical Implications:The power of dynamic 

capability theory in explaining dynamic 

capabilities-financial performance relationship 

has been exhibited in the microfinance industry. 

A related call is made by this study for 

practitioners to put much attention on sensing and 

seizing market and technological opportunities 

and reconfiguring their financial services in line 

with global trends.   

 Keywords: Financial Performance, Innovation, 

Dynamic Capability, Microfinance Institutions, 

Uganda 
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INTRODUCTION  

Financial performance of microfinance institutions (MFIs) has over years attracted the attention of 

researchers and policymakers globally because of its implications on not only survival of 

businesses themselves but also national economies (Bhawe & Jha., 2025 & Kamukama et al., 

2017). MFIs have reportedly continued to contribute to employment creation capacity of  

countries, which has helped in closing the unemployment gap, poverty alleviation, and 

improvement on livelihoods of communities they serve; in effect contributing to the country’s 

GDP (AMFUI 2023). They achieve this social and economic impact through increasing access 

to credit for the economically active poor who are voluntarily or involuntarily unbanked, thus 

leading to an increase in financial inclusion (Mishra., 2024 & Sahu et al., 2024). This connects 

to Uganda’s ten-fold growth strategy of achieving 2040 vision where the size of the conomy 

will double through systematic implementation of National Dvelopment Plans (NDP 

II,III,IV), progressively achieved through attainment of sustainable development goals 

(SGDs; 1, 2, 3, 4 & 8) (Chigona., 2024). This study has interest in studying MFIs and 

specifically Tier IV UMRA licensed because they provide financial services such as loans, 

savings, money transfers, insurance among others to low-income clients who are excluded from 

the formal financial institutions (Fadikpe et al., 2022). Tier IV microfinance institutions i.e savings 
and credit cooperatives, village saving groups and non-deposit taking microfinance institutions 

operate at grassroot levels and largely serve low income individuals and small businesses (Banda 

et al., 2025 & Marfo et al., 2025), an area that previous studies have not given sufficient attention. 

This study defines financial performance as the ability of a firm to operate efficiently, profitably, 

survive, grow and react to environmental opportunities and threats (Keski̇n et al., 2025 & Isibor et 

al., 2022). The big assumption here is that as MFIs utilize well their financial resources, they 

generate returns (Nyamache, 2024) and gain the capacity to meet their clients credit needs. 

However, even when worldwide over MFIs serve as critical engines for social-economic 

development (Kamoga, 2024 & Mensah, 2025), their financial performance is is not good which 

has continued to threaten their survival (Kamukama et al., 2017). For example, their loan portfolio 

quality has continued to deteriorate, experiencing a rise in  portfolio at risk (PAR) from 6.4% in 

2009 to 7% in 2018. Impact Finance Barometer, (2021) reports a 33% average increase in portfolio 

at risk across all MFIs worldwide. The same source reports an average decline on return on assets 

(ROA) by 1.4 points between 2009 and 2018 for MFIs in Africa. At regional level 75% of SMEs 

(MFIs) have not lived to celebrate their 3rd birth day (Shitambasi & Makori, 2025). This is not 

different from the experience in Kenya where 46% of SMEs have closed their doors in the second 

year due to poor financial performance while others experienced a decline in assets by 7% in the 

year 2017 (Muithya & Muathe, 2020). The Uganda scenario is also not unique from the above 

presented MFIs performance experiences characterised by not only declining ROA but also ROE, 

net interest margin, and the increase in cost-to-income above the global standard of 50% 

(Muhammad et al., 2024; Bank of Uganda, 2019). All these demonstrate the problem of poor 

financial performance of MFIs elsewhere and in Uganda necessitating interventions to save the 

microfinance industry from severe financial shocks, thus warranting an empirical investigation. 

Quite a number of perspectives have been used in the study of financial performance including 

strategic management practices (Rwakasoro et al.,2025); tax incentives (Aheebwa et al., 2025); 

managerial competencies (Amanyire et al.,2024) and corporate board leadership structure 

(Rwakihembo et al., 2023). Aclose scrutiny on these studies depict context differences where 
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financial performance was interogated in the NGOs sector, private limited firms, small and 

medium enterprises and only afew studies looked at microfinance institutions specifically Tier IV. 

As authors we observe differences in terms of research designs and methodologies used despite 

these studies lacking interest in dynamic capabilities. This is so even when scholars elsewhere 

have realised dynamic capabilities as a source of solutions to business collapse (Kitenga et al., 

2020). As firms globally, intensify their search for lasting solutions to their financial health 

challenges, Kitenga et al., (2020) and Teece, (2017) appreciate the power of dynamic capabilities 

as strategy for surviving in the the dynamic global competition. 

Dynamic capabilities in this study are used to refer to the capacity of an organization to create, 

extend and or modify its resource base (Pundziene et al., 2021; Kitenga et al., 2020). Dynamic 

capabilities reflect a firm’s orientation and ability to constantly integrate, reconfigure, and renew 

its resources capabilities and reconstruct its core capabilities in response to the changing business 

environment to attain and sustain competitive advantage (Teece, 2017). Such capabilities comprise 

sensing, seizing, and integration (Chemutai et al., 2022) which among others enable a firm to 

identify favorable opportunities and potential threats to develop strategies for dealing with these 

external factors (Sivusuo, 2019); enable a firm to make strategic choices and investment decisions 

on externally sensed opportunities (Teece, 2012) and enabling a firm to combine and synchronize 
information, assets, routines, processes, and operations to attain competitive advantage (Chemutai 

et al., 2022). These definitional ensights on dynamic capabilities mean that a firm is enabled to 

withstand market shocks and remain as a going concern. 

The relationship between dynamic capabilities and financial performance has been documented in 

quite a number of firm performance literature (Saddam et al., 2023; Pereira-Moliner et al., 2021; 

Pundziene et al., 2021; van Lieshout, 2021;  Kitenga et al., 2020; Teece, 2017). These studies 

recognize dynamic capabilities as a significant predictor of financial performance. Other streams 

of literature however report negative effects on these relationships (Hernández-Linares et al., 

2021) making the debate on dynamic capabilities and financial performance inconclusive. The 

above presented perilous financial situation for MFIs despite these empirical disagreements call 

for a new study to examine the extent of dynamic capabilities’ effect of financial performance of 

MFIs in Uganda. Theoretically, this study contributes to exitant financial performance literature 

alerting firms especially in the financial industry to leverage the potential of their dynamic 

capabilities as a firm-level strategy to achieving good financial health. In terms of paper 

organisation literature review follows next. Later methods follow, results and discussion next. 

Conclusion and recommendations apear last. 

Problem statement 

The government of Uganda has done a lot towards enhancement of performance of MFIs, 

including giving different forms of financial aid, passing necessary legislations and establishing 

regulatory bodies. However  weak financial performance in form of increasing operating costs and 

PAR, and weak ROA still haunt Uganda's microfinance industry (AMFUI report, 2023). Besides 

the contextual challenges surrounding MFIs, existing literature on financial performance still lacks 

reliable evidence on the role of dynamic capabilities in the context of MFIs in Uganda. Moreover, 

existing  studies on the financial performance of MFIs tested other predictors like firm 

characteristics (Nkundabanyanga et al., 2019), social outreach (Meyer, 2019), corporate 

governance (Iqbal et al., 2019), and organizational culture (Joseph & Kibera, 2019), disregarding 

dynamic capabilities despite the theoretical support.  Other streams of literature on these 
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relationships either concentrated on developed economies or assessed other firms, such as 

technological firms (Mikalef et al., 2021), commercial banks (Odwaro et al., 2022), and 

manufacturing firms (Dao et al., 2021). Since Tier IV MFIs exhibit distinctive structural and 

philosophical characteristics authors observe that there is need for an altered approach in 

examining their financial performance compared to conventional financial institutions. Authors 

observe that existing literature can hardly be generalized to Tier IV MFIs given the diversity in 

their regulations, blended social and commercial goals, and their focus on low-income customers 

who are excluded by traditional commercial banks (Malik et al., 2020). This study investigated the 

the relationship between dynamic capabilities and the financial performance of UMRA licensed 

Tier IV MFIs in Uganda.  

Review of Literature and Hypothesis Development 

Theoretical Review 

Dynamic Capability Theory 

Dynamic capability theory (DCT) as advanced by Teece, Pisano and Shuen, (1997) and later 

improved by Teece, (2007) is one of the organisational capability explanations that hinges on the 

assumption that for any organisation to ably compete in conditions of twenty-first-century global 

competition and rapid innovation, should not solely rely on traditional sources of competitive 
advantage such as industry structures and strategic positions; or the efficiencies of learned routines 

and standard operating procedures but rather aim at leveraging on building its capacity to sense, 

seize, and shape new market opportunities that can enable it thrive in the current market volatility 

and technological dynamism (Denrell & Powell, 2015). The theory contenders believe that without 

the organisation enhancing its ability to integrate, build, and reconfigure internal and external 

competencies it cannot succeed in addressing rapidly changing environments. This study strongly 

holds on DCT to remind the reader that the landscape of global business competition has 

fundamentally changed and that the new competitive environment requires new ways of thinking 

about competitive advantage (Chemutai et al., 2022). Congruently, microfinance institutions 

specifically Tier IV can enhance their financial performance by sensing market and technological 

opportunities and threats, seizing the market opportunities, and reconfiguring their key financial 

services to match the global trends in the financial sector. Therefore, the present study argues that 

MFIs possessing the dynamic capabilities as posited by Teece (2007) are more likely to have sound 

financial performance than those not possessing them. Even when there are standing criticisms on 

DCT regarding  its ambiguity (criticising it using attributes like "vague" or "redundant") on the 

mechanism by which dynamic capabilities influence financial performance (Dias & Renato, 2017), 

there is much to appreciate the imperative of aligning all organizational activities and processes 

with effective implementation of dynamic capabilities (Collis & Anand, 2019). This theory strength 

has been supported empirically, for example by Damanpour, (2020) and affirming that firms which 

have abilities to sense and seize new market opportunities are 70% more likely to outwit their 

competition which in turn influence their financial performance. 

Emprical Review 

Dynamic Capabilities and Financial Performance 

Just like Chemutai et al., (2022)’ argument especially in line with the innovation theory, 

“superior competitiveness of firms in a particular industry is based on their efficiency in creating 

unique valuable products and services that satisfy customers”. This premise tends to emphasise 
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that innovation is an indispensable driver of competitiveness (Sharma & Rai, 2015) since it allows 

a firm to adapt to changes in its surroundings, create answers to new challenges, and take practical 

measures (Sabahi & Parast, 2020). The authors are made to believe through these emprical 

connotations that dynamic capabilities of a firm which among others explain its ability to identify 

favorable opportunities and potential threats to develop strategies for dealing with these external 

factors (Sivusuo, 2019); to make strategic choices and investment decisions on externally sensed 

opportunities (Teece, 2012) to combine and synchronize information, assets, routines, processes, 

and operations to attain competitive advantage (Chemutai et al., 2022); by and large can turn 

around its financial performance towards its favour. It generally means that this firm can 

successfully implement, create and introduce a new or significantly improved product 

(good/service) or process (method of delivery/practice/relationship), business models and ways of 

working which leads to significant outcomes, efficiency, effectiveness or quality (Vărzaru & 

Bocean, 2024).  It explains the potential gained for the firm to continuously develop ideas that can 

be ultimately transformed into value (Wahl & Füller, 2022).  This claim has been supported in 

many literature streams, for example Pereira-Moliner et al., (2021) who examined the relationship 

between dynamic capabilities and the performance of 3-and 5-star hotels in Spain and confirmed 

a positive association between dynamic capabilities and performance. A related study conducted 
by Saddam et al., (2023) in Malaysia basing on yearly data of 62 firms confirmed significant effects 

of dynamic capabilities on firm’s financial performance. The study utilized secondary data from 

annual reports spanning 2012-2021 and  observed that dynamic capabilities contributed to a 

positive return on these firm’s performance, and consequently observed that in the current 

competitive era, awareness of dynamic capabilities should be prioritized and that a company must 

demonstrate strong financial performance as measured by ROE, ROA, profitability, capital 

adequacy, and liquidity. Other studies including Pundziene et al., (2021); Kitenga et al., (2020); 

Teece, (2017) and Van Lieshout, (2021) observed similar effects, however an attempt by 

Hernández-Linares et al.,( 2021) basing on the samples from 509 Spanish small and medium-sized 

enterprises (SMEs) failed to find evidence to confirm the association. This study established that 

not all dynamic capabilities dimensions are equally important for SME performance. Besides the 

aspect of disagreement that exhibit in these studies, a critical analysis on them shows that they 

mainly focused on other sectors like hotels (Pereira-Moliner et al., 2021),  ICT industry (Santoro 

et al., 2019) and were also carried out in advanced economies like Spain, Italy and Malaysia. It, 

therefore, remains elusive whether dynamic capabilities influence financial performance in the 

context of Tier 4 UMRA-licensed MFIs in Uganda. On the basis of gaps in literature as presented 

above, this study drew a hypothesis that was later tested, thus; 

H1: Dynamic capabilities are positively associated with the financial performance of Tier 4 

UMRA-licensed MFIs in Uganda. 

METHODS 

This study on MFIs adopted a pragmatic paradigm upon which choice of methods used based. It 

employed a cross-sectional design, where data were collected at a single point in time. A sequential 

explanatory mixed-methods design (QUAN-Qual) was used (Almeida, 2018), where quantitative 

data from senior managers (i.e., General Managers, Accountants, Credit Managers, Internal 

Auditors, and Human Resource Managers) and qualitative data from MFIs' board chairmen were 

collected to investigate the relationship between financial performance and dynamic capabilities. 

The major reasons for the selection of these respondents is that they participate in strategic 
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decision-making within MFIs (AMFIU Directory, 2021) thus deemed to possess relevant 

information on studied variables. Table 1 below has details on the sampling frame showing 

regions, number of SACCOs and population studied. 

Table 1: Population and Sample size 

Regions UMRA Category  

 Total number of 

NDTS 

Sample Total number of 

SACCOs 

Sample 

Central 127 79 47 29 

South Western 7 4 43 28 

Northern 2 1 3 2 

Eastern 8 5 5 3 

Total 144 89 98 62 

Total Population 144+98 242 

Sample 89+62 151 

Source: UMRA Directory (2024)  

The study used proportionate stratified sampling to ensure that each region in Uganda was 

represented in the sample in proportion to its size, which helped in reducing sampling bias and 

improving the accuracy of estimates for the entire population and for each region, enabling 

comparisons of characteristics across regions (Ahmed, 2024). Questionnaires and interview guides 

helped in collecting quantitative and qualitative data respectively. Specifically, data from the 

senior management team (i.e General Managers, Accountants, Credit Managers, internal auditors, 

and Human Resource managers) was collected using questionnaires whereas, data from board 

chairmen of Tier IV UMRA was collected using interview guides. It is important to note that data 

collection was preceded by instrument validation using industry and academic experts and the 

results in terms of validity and reliability of research instruments can be seen in Tables 2 and 3 

below. For the qualitative data three assessments of confirmability, credibility, and transferability 

were conducted, as suggested by Enworo, (2023) to establish the validity of the interview guide. 

Another pertinent activity as part of methodology was operationalization of the study variables for 

purposes of easing measurement. As indicated in Table 4 below, the instruments used by Teece 

(2012), Sivusuo (2019), and Chemutai et al., (2022) were adapted for dynamic capabilities which 

is the independent variable covering sensing, seizing and reconfiguration. On the other hand, for 

financial performance as the dependent variable, researchers modified the instruments used in 

previous studies by Kamukama and Sulait, (2017), Rwakihembo et al., (2020), Kule et al., (2020), 

and AMFUI (2023). The areas of focus were profitability (ROA, net interest margin, and cost-to-

income), liquidity (current ratio and capital adequacy), the loan portfolio (nonperforming loans 

ratio, portfolio at risk, risk coverage ratio), and financial efficiency (operating cost ratio). 
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Table 2: Reliability Analysis Results  

Construct Cronbach's Alpha Number of Items 

Dynamic Capabilities    

Sensing .756 15 

Seizing .726 10 

Configuration  .759 6 

Source: Primary Data (2025)  

Table 3: Content Validity Index (CVI) for Variables 

Construct CVI 

Dynamic Capabilities   

Sensing .789 

Seizing .826 

Configuration  .722 

Source: Primary Data (2025) 
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Table 4: Operationalization and Measurement of Variables 

Variable Dimensions Citations Sample questions 

Dynamic 

Capabilities 

Sensing 

Seizing 

Configuration 

Teece (2012), Sivusuo 

(2019),  

Chemutai et al., 2022 

How do you define new opportunities? 

 How do you get to know about the needs of 

your clients? 

 

What are the good things clients like about 

your products? 

 

What business model do you have? 

 

How are the operations of your firm today 

different from those before? 

 

 

Financial 

performance 

Profitability 

(ROA, net interest 

margin and cost-

to-income)  

Liquidity (current 

ratio and capital 

adequacy) 

Loan portfolio 

(nonperforming 

loans ratio, portfolio 

at risk, risk 

coverage ratio  

Financial efficiency 

(operating cost 

ratio) 

Kamukama and Sulait., 

2017; 2018; Rwakihembo 

et al., 2020; Kule et al., 

2020), AMFUI, (2023) 

 

What is the MFIs return on Equity 

 

What is MFIs return on Assets 

 

What is MFIs profit margin 

In a spirit of adherance to research ethics, the study sought permission and clearance from Mbarara 

University of Science and Technology (MUST) Research Ethics Committee and the Uganda 

National Council for Science and Technology (UNCST) before undertaking data collection. A part 

from seeking consent at the firm level from UMRA and the MFIs' authorities before engaging their 

staff in the study, efforts were made to ensure voluntary participation, explaining the purpose of 

the study to respondents and their rights. The study also complied with the copyright principles of 

all published material. Two statistical software packages were utilised to analyse data, where SPSS 

version 26 was used for quantitative data analysis, and NVivo for qualitative data analysis. In line 

with advice from Pallant (2020) data cleaning preceeded hypothesis testing. Quantitative 

data analysis enabled extraction of descriptive statistics and correlation coefficients as evidences 

on the variables studied. For qualitative data analysis, the study employed inductive content 

analysis, which permits the identification of themes and patterns in the expressive words used in 

the raw data and the literature review (Epoka, 2023; Kuckartz & Radiker, 2023). Qualitative 

responses were transcribed into themes to support the quantitative data.  

This study made efforts towards ensuring compliance of data to different parametric assumptions. 

Among others various tests including homogeneity of variance (see table 5 below), linearity and 

normality of data (see figure 1 below) and multi-collinearity (see table 6 below) were conducted. 

This all was done in accordance with recommendations by Pallant (2020) especially in regard to 

the direction such tests give the study in terms of helping in making choices on which data analysis 
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methods to use. It is not surprising therefore that pearson correlation and rgression analysis 

techniques were used to test the research model as specified below; 

FP = b0 + b1DC + ℮……………………………. i 

Where; 

FP represents financial performance; b0, constant; b1DC, coefficient of Dynamic Capabilities; and 

℮ represents the error term. 

 

 
Figure 1: Test for Normality and linearity 

Source: Primary Data  

Table 5: Test for Homogeneity of Variance 

  Levene Statistic df1 df2 Sig. 

Financial Performance 0.000 1 106 .993 

Dynamic Capabilities  0.061 1 106 .805 

Source: Primary Data     

Table 6: Test for Multicollinearity  

Model   Collinearity Statistics 

    Tolerance VIF 

1 Dynamic Capabilities  .636 1.573 

a Dependent Variable: Financial Performance  

Source: Primary data  

Results  

Response rate 
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Out of 151 questionnaires distributed only 139 were returned well making a response rate of 

92.05%. For the qualitative design saturation was reached with the 17th respondent (Mwita, 2022). 

DemographicCharacteristics of Respondents 

The study investigated respondent characteristics in terms of age, level of education, position held 

in the organization and number of years in the current position. 

Age of Respondents 

Table 7: Age of the Respondents 

    Frequency Percent 
Cumulative 

Percentage 

valid <30 years 17 2.81 2.81 

  30-39 years 231 38.25 41.06 

  40-49 years 220 36.42 77.48 

  50-59 years 115 19.04 96.52 

  >60 years 21 3.48 100.00 

  Total 604   

Source: Primary Data 2025 

Table 7 shows that 97.19% of the respondents were above 30 years of age, indicating that majority 
were mature enough to provide informed, adequate and reliable responses to the questions. This 

can also be explained by the human capital theory, which emphasizes that individuals accumulate 

skills, knowledge and experience over time. Employees above 30 years are therefore likely to 

possess greater work experience and professional competence, making them more suitable for 

employment in microfinance institutions where financial decision making and client management 

require a high level of expertise.  
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Education Characteristics of Respondents 

Table 8: Education Background 

    Frequency Percent 
Cumulative 

percentage 

Valid Diploma 20 3.31 3.31 

  Degree 331 54.80 58.11 

  Masters 230 38.08 96.19 

  PhD 2 0.33 96.52 

  Others 21 3.48 100.00 

Total   604 100.00  

Source: Primary Data 2025 

Table 8 illustrates the education qualification of the respondents. Findings indicate that 3.31% 

were diploma holders, 54.80% held bachelors’ degree, 38.08% had masters’ degrees, 0.33% 

possessed PhDs while 3.48% had other qualifications. This high level of education among the 

respondents suggest that they possessed adequate knowledge and the ability to understand the 

questionnaire items. This is because highly educated individuals are generally more capable of 

interpreting survey items accurately and providing informed responses, which enhances the 

reliability and validity of the data collected. 

Positions held by Respondents 

Table 9: Position Held in the Organization 

  Frequency Percent 
Cumulative 

percentage 

Accountant 139 23.01 23.01 

Internal Auditor 112 18.54 41.56 

General manager 120 19.87 61.42 

Credit officer 139 23.01 84.44 

HR Manager 94 15.56 100.00 

Total 604 100.00  

Source: Primary Data 2025 

Table 9 illustrates the distribution of respondents according to their positions in Tier IV MFIs. The 

findings indicate that 23.01% were accountant, 18.54% were internal auditors, 19.87% were 

general managers, 23.01% were credit officers while 15.56 were human resource managers. This 

distribution of respondents across different positions implies that the study obtained views from 

various functional departments to reduce bias. This diversity enhances reliability of the 

information collected since most of the respondents are directly involved in key operational and 
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managerial activities of MFIs and therefore possess relevant knowledge about the subject under 

study. The diversity of positions also suggest that the responses reflect a wide range of professional 

perspectives that enhances the credibility of the study. 

Job Tenure of Respondents 

Table 10: Number of Years in the Current Position 

  Frequency Percent Cumulative percentage 

1-5 years 235 38.91 38.91 

6-10 years 87 14.40 53.31 

11-15 years 90 14.90 68.21 

16-20 years 98 16.23 84.44 

21-25 years 94 15.56 100.00 

Total 604 100.00   

Source: Primary Data (2025) 

Results in table 10 above Indicate that 61.09% of the respondents had occupied their positions for 

over five years, while the remaining 38.91% had served for less than 5 years. This suggests that 

majority of the respondents had considerable experience and knowledge about the study. On the 

other hand, the 38.91% of the respondents who had served for less than five years suggest that the 

study captured perspectives from relatively new employees that added new insights. This 

combination of experienced and less experienced respondents provided a balanced representation 

of opinions, enhancing the quality of findings.  

Empirical Findings 

Effect of Dynamic Capabilities on Financial Performance  

Correlation Analysis Results 

Pearson correlation analysis was conducted in accordance with our study objective and hypothesis 
to assess the associations between dynamic capabilities and financial performance (Pallant, 2020).  

Table 11: Correlation Matrix 

    1 2 

1 Dynamic Capabilities  1  

2 Financial Performance .714** 1 

 

Source: Primary Data (2025) 

Results in Table 11 above indicate that there exists a positive and significant relationship between 

Dynamic Capabilities and Financial Performance (r =.714, p < .01). This result implies that an 

improvement in dynamic capabilities is associated with an improvement in financial performance. 
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Factor Analysis 

Discussion of Results 

The study examined the relationship between dynamic capabilities and the financial performance 

of Tier IV UMRA licensed MFIs in Uganda. Pearson correlation results revealed a positive 

relationship between Dynamic Capabilities and Financial Performance in Tier IV UMRA licensed 

institutions in Uganda. This is consistent with hypothesis one (H1), which predicted a positive 

relationship between dynamic capabilities and financial performance. This means that dynamic 

capabilities influences the financial performance of Tier IV UMRA licensed MFIs. Financial 

performance, in terms of enhanced profitability, liquidity, and loan portfolio quality, of Tier IV 

UMRA licensed MFIs will improve if they are able to identify opportunities in the environment, 

seize market opportunities, and reconfigure their activities.  

The findings are consistent with earlier studies by Chemutai et al. (2022), who confirmed that 

dynamic capabilities help MFIs sense new opportunities and threats, seize opportunities, and 

reconfigure key business activities to achieve sound financial performance. They concur with 

Alzoraiki et al., (2024) and Sadraei et al., (2025) who contend that firms operating in dynamic and 

uncertain environments can achieve superior performance by effectively integrating, building and 

reconfiguring internal and external competencies. These results suggest that Tier IV MFIs that 
effectively develop and utilize dynamic capabilities by sensing market opportunities, seizing them 

through timely decisions and reconfiguring internal resources are more likely to achieve superior 

financial outcomes. It equally means that Tier IV MFIs in Uganda with such capabilities can 

remain resilient and competitive since they operate under intense competitive, regulatory changes 

and evolving customer needs.This finding also suggests that if a Tier IV UMRA licensed MFI can 

scan and interpret emerging opportunities and threats, capitalize on these opportunities and 

reconfigure its activities by redesigning its business models, it will improve its financial 

performance in terms of profitability, liquidity, and loan portfolio quality. This also aligns with 

findings by Teece, Raspin and Cox (2020), who argues that firms should build the capacity to 

sense and seize available opportunities and reconfigure their activities to attain superior financial 

performance. This is true because, given the changing business environment with advancements 

in technology, a firm can only remain competitive and improve its financial performance if it is 

able to not only sense, interpret, scan, and monitor the new opportunities and threats in the 

environment but also take advantage of these opportunities by seizing its market operations and 

reconfigure its activities. This is consistent with the findings of Kitenga et al., (2020), who reported 

that dynamic capabilities enable firms to achieve sound financial performance. Findings further 

indicate that MFIs with stronger adaptive capabilities are better positioned to respond to 

environmental uncertainties as supported by (Wakibi et al., 2024). For example the ability to 

redesign financial products, adopt digital service delivery channels and adjust lending 

methodologies enhances outreach and revenue generation. Findings corroborate earlier research 

indicating that capabilities such as strategic flexibility significantly enhance financial performance 

of firms (Sadraei et al., 2025). In the context of Tier IV MFIs these capabilities are critical because 

of the sectors dual objective of achieving financial performance and maintaining social outreach. 

The qualitative extracts from board chairmen of Tier IV UMRA also agreed with these quantitative 

results. For example respondent number 7 eported, thus 
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[ ] ....“….we identify new opportunities and gaps in the market through loan officer field visit 

reports, customer satisfaction surveys and client feedback meetings which we address to improve 

our financial performance”[ ].... Another respondent noted that,  

...“…we identify underserved groups like rural women and farmers who lack access to formal 

credit and design products that meet their demand, this increases our market share and outreach 

which in the end improves our financial performance”[ ]..... 

Despite the confinding of Kitenga et al., (2020), that dynamic capabilities enable firms to 

achieve financial performance, much of the contributions of existing literature were from studies 

conducted in developed economies and other types of organizations like technological firms 

(Mikalef et al., 2021), commercial banks (Odwaro et al., 2022), manufacturing firms (Dao, Minh 

& Ha, 2021; Eslami et al., 2024 & Li et al., 2022), and the media industry (Jantunen et al., 2018), 

largely ignoring the microfinance industry. This study’s contribution helps to address the above 

mentioned empirical gaps.  

The findings align with dynamic capability theory, which posits that a firm’s success or failure in 

a volatile, technologically dynamic market is driven by its capacity to sense, seize, and shape 

emerging opportunities (De Fano et al., 2026; Denrell & Powell, 2015). This corroborates findings 

by Chemutai et al., (2022), who observed that the landscape of global business competition has 
changed profoundly and that the new competitive environment requires new ways of thinking 

about competitive advantage. The positive relationship observed aligns with prior empirical 

studies that have established that firms with well-developed dynamic capabilities tend to 

outperform their counterparts in terms of financial performance. Therefore, in line with this theory, 

MFIs can enhance financial performance by sensing and seizing market and technological 

opportunities and reconfiguring their financial services in line with global trends. The study 

therefore confirms the assumptions of dynamic capability theory, thereby establishing its relevance 

in this study. Thus, a conclusion that dynamic capabilities influence the financial performance of 

Tier IV UMRA lisenced MFIs in Uganda. 

Conclusion  

Results from the study revealed a positive relationship between dynamic capabilities and financial 

performance among Tier IV UMRA licensed MFIs in Uganda. The study concludes that dynamic 

capabilities are key drivers of financial performance. Tier IV MFIs that actively develop and apply 

their sensing, seizing and reconfiguration capabilities, are more likely to achieve financial 

performance. This is because these capabilities enable firms to adapt to the changing business 

environments and remain competitive.  

Theoretical Implications 

This study findings reinforce the core proposition of dynamic capabilities theory, that in rapidly 

changing environments, firm performance stems from the firm’s ability to integrate, build and 

reconfigure internal and external competencies. This study adds another layer on other studies 

conducted on dynamic capabilities and financial performance. The newness is that these other 

studies were conducted in developed economies and selectively looked at at specific measures of 

dynamic capabilities and financial performance in different context, for example in technological 

firms (Mikalef et al., 2021), commercial banks (Odwaro et al., 2022), manufacturing firms (Dao, 

Minh & Ha, 2021; Eslami et al., 2024 & Li et al, 2022), and the media industry (Jantunen et al., 

2018), ignoring the microfinance industry. This study explored the effects of dynamic capabilities 

on financial performance of Tier IV UMRA licensed MFIs in a developing country in Afica. 
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Managers of MFIs are reminded to attentively sense, seize and reconfigurate their capabilities if 

they are to better their financial performance. 
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