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ABSTRACT

This study was conducted to determine the best fit model of business performance among the
informal sectors in Region 12, Philippines. A conceptual model comprising of managerial
capabilities, psychological empowerment, and the entrepreneurial intention was studied to
explore their relationship. The study was done in Region 12, utilizing a quantitative research
approach, specifically structural equation modeling (SEM) to determine the best fit model. A
total of 400 respondents participated in this study. Findings revealed that managerial
capabilities, psychological empowerment, and entrepreneurial intentions significantly impact
the business performance of the informal sector. Moreover, results suggested that hypothesized
model 5 is the best fit model. It was also found that managerial capabilities and entrepreneurial
intention significantly influence business performance. Thus, managerial capabilities and
entrepreneurial intention are strong predictors of business performance among the informal
sectors.
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Introduction

Business performance is an important subject matter for academicians, managers, and, most
importantly, for entrepreneurs (Zulkiffli & Perera, 2011). Accordingly, business performance
is generally measured in terms of organizational accomplishment (Gonzalez-Benito & Suarez-
Gonzélez, 2010). In fact, studies have focused on the importance of business performance
(Song, Droge, Hanvanich, Calantone, 2005; Gruber, Heinemann, Brettel, & Hungeling, 2010;
Thomas & Theresa, 2008) as it will afford the optimal understanding of the factors which may
contribute to the general performance of the business together.

In the Philippine context, the informal sector was technically termed in the Social Reform and
Poverty Alleviation Act of 1988 (RA 9485) as: “poor people who run enterprises that are very
small in scale and not registered with any national government agencies.” Throughout the
country, of the 100.98 million population, 10.5 million were recognized as informal sector
operators (Philippine Statistics Authority, 2008). These business establishments and business
institutions can also increase budget efficiency, consumer satisfaction, safety and market value
(Valmohammadi & Roshanzamir, 2015).

Small and Medium Enterprises (SME’s) are confronted with various problems and challenges.
For instance, Abdullahi, Jakada, and Kabir (2016) highlighted some business-related factors
such as financing challenges, recruitment of incompetent workers, limited demand for the
products sold, inadequate technology, worries on multiple tax charges, wrong location,
deplorable infrastructural facilities, and limited capacity to innovate. Osalor (2012) emphasized
that the most alarming problems that affect the performance of SME’s are the source of funds
or capitalization and the surging interest on loans that make them harder to achieve the
performance they wanted to achieve (Ofoegbu, Akanbi, & Joseph, 2013). Amongst the many
points, Gano-An (2019) emphasized that informal sectors do not have formal working spaces,
acclaimed non-permanency, restricted or inaccessible financing opportunities, and non-
profitability of their ventures.

Henceforth, it is on the above scenario that the researcher is prompted to measure the direct
and indirect effect of managerial capabilities, psychological empowerment, entrepreneurial
intention and business performance of managing proprietors of informal sector in Region XII
by identifying the strongest antecedents that dynamically influence the variable that can only
be determined through the use of Structural Equation Modelling approach. Moreover, this
study would give enriched literature and provide knowledge in the best fit model that would
contribute meaningful research findings and would benefit managing proprietors of the
informal sector, government agencies, public and private sectors, students and researchers in
gaining better insights and understand the importance of improving business performance.

The objective of the Study

This study intended to determine the level of business performance, psychological
empowerment, and entrepreneurial intentions of the managing proprietors of informal sector
in Region XII and to present the best fit model of business performance of the informal sector.

Theoretical Framework

This study is based on the resource-based theory (Wernerfelt, 1984), which outlines that the
resources and capabilities of the business are the fundamental factors of business performance
(Seedee, Sulaiman, & Ismail, 2015). The resource-based theory is of great relevance in the
context of small scale businesses because it contends that the long-term existence of small and
medium enterprises largely is dependent on a business’ distinctive product offerings, and the
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growth of this uniqueness over time is by fostering the business’s core capabilities (Kelliher &
Reinl, 2009). Competence has been defined as the positioning of planned competitive priorities
(strategy) and materializes the competitive priorities which are its results. A firm has a
particular competence if it has a robust capacity in the field that is also considered as significant
(Kim & Arnold, 1992). These strong capabilities considered as means of achieving various
activities, dependent on the available assets (Grant, 1991). Resources may be those tangible
and intangible properties owned by the business. Hence, capabilities are form of the business’s
joint resources utilized in generating productive results.

Methodology

This study used a descriptive-correlational method. Descriptive research provides an accurate
image regarding the characteristics of a particular situation and concentrates on describing the
variables that exist therein (Christensen & Burke, 2008). In a correlational study, it is
frequently used to determine connections among constructs and to permit the calculation of
future events from present information (Stangor, 2004). To generate the best fit model for the
study, the researcher utilized a structural equation modeling (SEM) technique. Structural
equation modeling or SEM is a statistical modeling technique that is viewed as a combination
of factor analysis, and regression, or path analysis. The concentration of SEM is on theoretical
variables represented by latent factors. The model indicates a structure for the covariances
between measurable variables (Hox, Moerbeek, & Van de Schoot, 2017). Moreover, SEM is
the most suitable tool to test the observed associations among set of variables to a theoretical
prediction about how these variables should be casually interrelated.

Moreover, structural equation modeling is a multifaceted method of data analysis as compared
to other statistical approaches or techniques. It is a mathematical method used for defining
causal conclusions from a mixture of observational data and theoretical postulations (Bhatta,
Albert, Kahana, & Lekhak, 2017; Hair, Babin & Krey, 2017; Pearl, 2012). Structural equation
modeling can be applied to conclude the interrelationships among the model variables. Through
the help of structural equation modeling, relationships between and among latent and observed
variables can be represented in a model and further determined. Structural equation modeling
can be done in various ways. First, a model needs to be outlined. This step is called model
specification. The second stage is model identification, followed by model estimation. And
finally, model testing. If the model is not worthy enough to pass all the required parameters,
the model should be modified and then follow the abovementioned steps again (Hasman, 2015).

Results

Business Performance

Reflected in Table 1 are the data on the level of business performance of the informal sector.
The overall mean rating is 3.74, with a standard deviation of 0.59, described as high. This
means that the informal sector agrees on the level of their performance. Sorted out from highest
to lowest as follows: 3.77 or high for increase in sales, this means that despite the challenging
business factors experienced by the informal sector, there was an increase of their daily sales,
monthly and over the past years, 3.75 or high for profitability, 3.69 or high for innovativeness,
this means that their business has been able to provide innovative products or services to
customers, come out with modern technology to improve, and come out with innovative ideas
in obtaining distinctive competencies than competitors.
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Table 1. Level of Business Performance

Indicator SD Mean Descriptive Level
Increase in Sales 0.63 3.77 High
Profitability 0.66 3.75 High
Innovativeness 0.68 3.6 High
Overall 0.59 3.74 High

Managerial Capabilities

Presented in Table 2 are the data on the level of managerial capabilities of informal the sector.
The overall mean rating is 3.85, with a standard deviation of 0.46, described as high. This
means that the informal sector agrees on such capabilities. All seven indicators of managerial
capabilities generated an overall mean rating of 3.85, with a standard deviation of 0.46
described as high. This means that business acumen, innovation, ownership, market
orientation, results focus, perseverance, and leadership-oriented capabilities are always evident
among informal sector.

Table 2. Level of Managerial Capabilities

Indicator SD Mean Descriptive Level
Business Acumen 0.69 3.80 High
Innovation 0.59 3.93 High
Ownership 0.65 4.05 High
Commercial Orientation 0.66 3.80 High
Results Focus 0.64 4.00 High
Perseverance 0.70 3.91 High
Leadership-oriented capabilities 0.72 3.63 High
Overall 0.46 3.85 High

Psychological Empowerment

Depicted in Table 3 are the data on the level of psychological empowerment of the informal
sector. The overall mean rating is 4.27, with a standard deviation of 0.50, described as very
high. It means that the informal sector strongly agrees that they are empowered.

Table 3. Level of Psychological Empowerment

Indicator SD Mean Descriptive Level
Meaning 0.61 4.47 Very High
Competence 0.58 4.33 Very High
Self-Determination 0.58 4.22 Very High
Impact 0.69 4.05 Very High
Overall 0.50 4.27 Very High

Entrepreneurial Intention

Table 4 illustrates the data on the level of the entrepreneurial intention of informal sector. The
overall mean is 3.60, with a standard deviation of 0.44, described as high. This means that the
informal sector agrees with their intention. The mean ratings are as follows: 3.54 for high on
social network, this indicates that the social network of informal sector influenced their
intentions toward business start-up and is strengthened by frequency of contact with their
family and friends, more so, their strong ties with business-related knowledge, skills and
experience provide access to specific information and resources necessary for business start-
up and their values, attitude, information, and skills gained from strong ties, contribute toward
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increased entrepreneurial intentions; 3.71 or high for perceived desirability, this indicates that
the informal sector was attracted to start a business because of their family, friends, cultural
influences and personal exposure to entrepreneurship; 3.55 or high for perceived feasibility,
this indicates that the informal sector started their business because of their previous experience
in business, who also believe in themselves.

Table 4. Level of Entrepreneurial Intention

Indicator SD Mean Descriptive Level
Social Network 0.68 3.54 High
Perceived Desirability 0.59 3.71 High
Perceived Feasibility 0.59 3.55 High
Overall 0.44 3.60 High
Discussion

Business Performance

The overall high level of business performance is the result of ratings of the respondents on the
variable’s measurement construct like an increase in sales (high), high ratings for profitability,
and innovativeness, which has a high level as well. This denotes that their business was able to
make profit daily despite the external business factors. This rating supported the idea of Ngek
(2015), who posited that performance of small scale business is a key concern and wide as they
assume a vital job in supporting financial development and advancement. Since independent
ventures assume a huge job in the economy, their performance is firmly connected with the
performance of the economy as well (Islam, Khan, Obaidullah, & Alam, 2011). Organizations
gain and support competitive edge because of the capacity to re-establish, incorporate and
extend their current abilities, which empower the firm to continue and increment firm
performance (Sok, O’Cass, & Sok, 2013).

Managerial Capabilities

The level of managerial capabilities is high, which indicates that respondents have a clear
understanding of the key business drivers inside the organization. Supporting the previous
studies of Ahmed (2017) who proposed that the businesses are appreciated based on their
capabilities. The excellent managerial capabilities can be attained because of the investment in
human capital through developing managerial skills and knowledge (King, Hebl, George, &
Matusik, 2010).

Psychological Empowerment

The overall high rating on psychological empowerment is incongruent with the empirical
findings of Rababah (2017) who posited that psychological empowerment could improve
directly and indirectly on the business’ performance. Besides, empowerment has been greatly
utilized and recognized in the across disciplines (Pranic & Roehl, 2012). According to
Llorente-Alonso and Topa (2018) psychological empowerment is considered an inspirational
concept of self-effectiveness to allow workers to have their initiatives.

Entrepreneurial Intention

The respondent rated entrepreneurial intention as a high level, and this means that social
network is influenced own intentions toward business start-up. Supporting the study of
Mappigau, Ir, and Maupa (2012), both internal and external aspects of entrepreneurial intention
significantly influence the growth of small and medium businesses directly and positively.
Moreover, from the findings of the study of Giagtzi (2013) they specified that positive
perceptions of feasibility and desirability increased self-employment intents. An individual
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may have the capability of being business visionary in light of the fact that he possesses
competency and self-viability yet may not make the change into enterprise due to an absence
of intention (Krueger, Hansen, Michl, & Welsh, 2011).

The best fit model for business performance of the informal sector

Figure 1. The Best Fit Model

The model clearly exemplifies the position of managerial capabilities and entrepreneurial
intention as predictors of business performance. However, it could be gathered from the model
that out of the seven indicators of managerial capabilities, only three remained as significant
predictors of business performance to wit; ownership, market orientation, and results focus.
For entrepreneurial intention, only two out of three indicators were found to affect business
performance namely: perceived feasibility and perceived desirability. On the part of the
business performance, only two out of three indicators remained to be measured; these are
profitability and increase in sales. Therefore, the findings suggest that business performance of
informal sector was best anchored on: managerial capabilities, which was measured in terms
of ownership, market orientation and results focus, and entrepreneurial intention, which was
measured in terms of perceived feasibility and perceived desirability.

Conclusion

Based on the findings of the study, the following conclusions were drawn. The respondents
perceived that the level of business performance was high, which means that the informal sector
agreed on such performance. The respondents observed a very high level of psychological
empowerment, which showed that it was strongly agreed by the entrepreneurs in the informal
sector. The respondents manifested a high level of managerial capabilities, which means that
the informal sector agreed on the level of such capabilities. A high level of entrepreneurial
intention on the part of the respondents means that it is agreed by the informal sector.
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Recommendations

Based on the results of the study, the researcher proposes the following recommendations:
For the non-government organizations that help alleviate the condition of the informal sector
of the society, they may consider looking into this situation and pour out whatever aide they
can provide to this sector. Based on the findings, it can be seen that at some point, they are
innovative and practiced the leadership capabilities that a particular entrepreneur necessitates.
Aside from their earning capacity, there is a need to help this sector as most of them were living
below the poverty line.

Then, local government units may subsidize their operations utilizing the local fund for
commerce & development to further develop their entrepreneurial abilities and innovative
skills. This is very important as businesses are exponentially increasing, and competition is
getting tougher. As shown in the results, informal sectors are good sources of innovation and
innovative ideas may help them achieve success in their entrepreneurial ventures.

On the other hand, the local economic enterprise office may lend help in the form of financial
and technical assistance for them to reach the highest level of performance. This study clearly
emphasizes the fact that entrepreneurs of the informal sector have strong willingness to engage
in business as it showed that their entrepreneurial intention is of high level and is correlated
with business performance. Efforts to strengthen the informal sector and allowed them to make
some representations in the business environment needs to be carried and intensified.

Most importantly, a sound economic policy intended for the informal sectors must be embraced
by each governmental subdivision that will allow a home-based producer in the value chain
process, that will permit the sidewalk vendor to participate in formal trading and that they will
have an equal opportunity with large players on the incentives and aid of the government.
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