
 
RANDSPUBLICATIONS                                                                                                                      Page No. 67-78 

 

  

randspublications.org/index.php/ijssll 67 

 

 

 

Digital Innovation, Psychological Empowerment, And Human 
Resource Capability as Determinants of Sme Performance in 
Southwestern Nigeria: A Socio-Technical Systems Approach 
 
NJOKU, Charity Oluchi 1, FALOYE Dotun O. 2, ENYIOKO, Chilaka Onyekachi 3 

1Doctoral Student, Business Administration, Achievers University Owo, Nigeria  
2Department of Business Administration, Adekunle Ajasin University 
3Department of Business Administration, Achievers University 
 

 Doi https://doi.org/10.55640/ijssll-06-04-06 

ABSTRACT 

 

This study examines the combined effect of digital innovation, psychological empowerment, and human resource capability 
on the performance of Small and Medium-sized Enterprises (SMEs) in South-western Nigeria. Digital innovation, 
characterized by the adoption of technologies such as artificial intelligence, cloud computing, and e-commerce platforms, 
has become a critical driver of operational efficiency, customer engagement, and competitive advantage. However, SMEs in 
Nigeria face persistent challenges including limited infrastructure, high implementation costs, and inadequate digital skills, 
which constrain effective adoption. In parallel, psychological empowerment—defined by employees’ sense of autonomy, 
competence, meaning, and impact—plays a vital role in enhancing motivation, job satisfaction, and productivity. Human 
resource capability further strengthens organizational performance through the development of employees’ skills, 
knowledge, and competencies. 
A quantitative survey research design was adopted, with data collected from 500 SME operators across six South-western 
states using a multi-stage sampling technique. Data were analyzed using multiple regression analysis. The findings reveal 
that psychological empowerment significantly influences SME performance, explaining a substantial proportion of 
performance variation. Moreover, digital innovation and human resource capability were found to complement 
empowerment in driving organizational outcomes. Importantly, the study establishes a strong synergistic relationship 
among the three variables, indicating that their combined effect is greater than their individual contributions. The study 
concludes that SMEs that integrate digital technologies while fostering employee empowerment and developing human 
resource capabilities achieve superior performance. It recommends that SME managers adopt a holistic socio-technical 
approach to enhance sustainability and competitiveness. 
 
 

INTRODUCTION 

Digital innovation refers to the application of new 

technologies to existing business models, which leads to 

significant improvements in operations, customer experience, 

and revenue generation. Digital innovation in business also 

refers to the integration of technology to streamline 

operations, enhance products or services, and improve 

customer experience. Over the years, digital transformation 

has been identified as a major catalyst for improving the 

efficiency, productivity, and competitiveness of SMEs globally. 

This technological shift has enabled organizations to increase 

efficiency, improve customer engagement, and gain 

competitive advantages (Miller & Overby, 2021).  Digital 

innovation encompasses the adoption of new and emerging 

technologies such as artificial intelligence (AI), big data 

analytics, cloud computing, blockchain technology, and the 

Internet of Things (IoT) to enhance business operations 

and competitiveness (Bharadwaj et al., 2021). SMEs, which 

constitute a significant proportion of business enterprises 

in Nigeria, face an increasing demand to integrate digital 

innovations to optimize their processes and sustain 

market relevance. The ability to effectively leverage digital 

tools can determine an SME's growth trajectory, 

sustainability, and overall performance. However, in 

developing economies like Nigeria, digital innovation 

adoption in SMEs has been relatively slow due to limited 

access to technology, inadequate infrastructure, and high 

implementation costs. Moreover, even when SMEs do 

adopt digital technologies, they often struggle with the 

integration of these innovations into their business 
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processes, resulting in suboptimal performance. 

In the context of Nigerian SMEs, the role of digital tools 

ranging from basic software for financial management to 

advanced e-commerce platforms is becoming increasingly 

important for staying competitive. However, many Nigerian 

SMEs struggle with the implementation of these technologies 

due to limited resources, technological knowledge, 

infrastructure limitations, inadequate digital skills, and high 

costs associated with the adoption of digital tools (Sulaimon & 

Alabi, 2022; Akinwale & Shittu, 2023).  

Psychological empowerment, on the other hand, is the process 

through which employees feel a sense of control over their 

work and are motivated to engage in organizational decision-

making. Psychological empowerment in the workplace is also 

defined as the intrinsic motivation that drives employees to 

take initiative and make decisions regarding their work. 

Psychological empowerment positively influences employee 

productivity, satisfaction, and creativity (Sokro, 2023). When 

employees feel empowered, they contribute more effectively 

to organizational goals, which can ultimately lead to better 

business outcomes for SMEs. Empowered employees are 

likely to demonstrate higher levels of job satisfaction, 

creativity, and commitment, which in turn contributes to 

overall organizational performance (Sokro, 2023). 

Empowered employees tend to be more committed, 

productive, and innovative, thus positively influencing the 

performance of an organization (Siddique & Riaz, 2022). SMEs 

that invest in psychological empowerment can harness the full 

potential of their workforce, leading to better decision-

making, improved performance, and innovation (Musa, 2024). 

Employees in these businesses are often not psychologically 

empowered, leading to low job satisfaction, reduced 

productivity, high turnover, the lack of psychological 

empowerment among employees and limited human resource 

development initiatives are impeding the full potential of 

these enterprises. Research has shown that empowered 

employees tend to demonstrate higher levels of creativity, 

productivity, and job satisfaction, which are essential for the 

growth of any organization. However, many SMEs in 

Southwestern Nigeria fail to provide their employees with the 

necessary psychological empowerment to foster engagement 

and commitment, which directly impacts the overall 

performance of the firm. Additionally, many SMEs suffer from 

a lack of well-developed human resource capabilities, which 

limits their ability to fully utilize their workforce to drive 

business performance. What is the combined effect of digital 

innovation, psychological empowerment, and human 

resource capability on the performance of SMEs in 

Southwestern Nigeria? determine the combined effect of 

digital innovation, psychological empowerment, and human 

resource capability on SME performance in Southwest Nigeria. 

H₀: Digital innovation, psychological empowerment, and 

human resource capability do not have a significant combined 

effect on the performance of SMEs in Southwestern 

Nigeria. 

LITERATURE REVIEW 

Digital innovation can take many forms within SMEs, 

including automating routine tasks, improving 

communication systems, and introducing new products 

and services that leverage digital technologies. SMEs in 

Southwestern Nigeria have increasingly recognized the 

potential of digital innovation to overcome resource 

constraints and access global markets. However, 

challenges such as limited technological infrastructure, 

lack of skilled labor, and resistance to change often hinder 

the widespread adoption of digital innovation in this 

region (Olugboyega & Adebayo, 2020). 

However, the extent of digital innovation adoption among 

SMEs in Southwestern Nigeria remains uneven. Factors 

such as inadequate infrastructure, high internet costs, 

cyber-security concerns, digital literacy gaps, and cultural 

resistance limit the full exploitation of digital 

opportunities (Olugboyega & Adebayo, 2020). 

Nevertheless, studies increasingly show that SMEs which 

successfully integrate digital technologies demonstrate 

superior agility, improved customer experiences, 

optimized operations, and enhanced market 

responsiveness (Adegbite et al., 2022). Thus, digital 

innovation is no longer optional but imperative for SMEs 

aiming for sustainable growth in today’s hypercompetitive 

and digitized economy. 

The deployment of digital innovation in SMEs is 

multifaceted, involving both technological and 

organizational dimensions. According to Ciriello et al. 

(2018), digital innovation transcends mere technology 

adoption; it encompasses the reconfiguration of business 

models, operational processes, and customer relations to 

leverage the unique capabilities that digital tools provide. 

This holistic perspective is crucial for understanding how 

SMEs in Southwestern Nigeria can harness digital 

innovation not only as a technological upgrade but as a 

strategic enabler of competitive advantage. The concept of 

digital innovation ecosystems, as discussed by Vecchio et 

al. (2020), further elucidates this point, highlighting how 

SMEs operate within broader networks of stakeholders, 

including suppliers, customers, regulatory bodies, and 

technology providers, all of which collectively shape the 

innovation landscape. The Italian Circular Economy 

Stakeholder Platform (ICESP) exemplifies how such 

ecosystems facilitate knowledge exchange and resource 

sharing, thereby fostering innovation that aligns with 

sustainability and circular economy principles. This 

framework is particularly relevant for SMEs in Nigeria, 

where resource constraints necessitate collaborative 
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approaches to innovation. 

Digital innovation encompasses the deployment and 

integration of digital technologies to create new or improved 

business processes, products, or services, thereby enhancing 

organizational performance and competitiveness. Within the 

context of Small and Medium-sized Enterprises (SMEs), digital 

innovation is particularly critical as it offers avenues for 

overcoming resource constraints, expanding market reach, 

and improving operational efficiency (Rozak et al., 2021; Ali, 

2022). The dynamic and rapidly evolving digital landscape 

compels SMEs to adopt innovative digital tools and strategies 

to sustain growth and navigate the complexities of the 

contemporary business environment, especially in emerging 

economies such as Nigeria’s Southwestern region. 

Rozak et al. (2021) argue that digital innovation in SMEs is not 

merely the adoption of technology but involves strategic 

planning and organizational agility to effectively leverage 

digital assets. Their study highlights how social media 

engagement and digitalization strategic plans serve as key 

drivers of performance improvements in SMEs by fostering 

customer interaction and streamlining internal processes. 

This aligns with Ali’s (2022) findings, which emphasize the 

role of digital innovation in enhancing green supply chain 

practices, thereby contributing positively to business process 

performance and overall SME sustainability. These insights 

demonstrate that digital innovation extends beyond 

technology adoption; it requires a holistic integration into 

business models and operational frameworks to translate into 

tangible performance benefits. 

Psychological Empowerment in the Workplace 

Psychological empowerment in the workplace represents a 

fundamental construct that significantly influences employee 

attitudes, behaviors, and ultimately organizational 

performance. Defined originally by Spreitzer (1995) as a 

motivational construct manifested in four cognitions meaning, 

competence, self-determination, and impact psychological 

empowerment reflects an individual’s intrinsic task 

motivation and subjective experience of control within their 

work environment. This construct has gained increasing 

attention in organizational research due to its capacity to 

enhance employee engagement, creativity, and performance, 

which are critical components for Small and Medium 

Enterprises (SMEs) striving for competitiveness, particularly 

in dynamic and technologically evolving environments such as 

those found in Southwestern Nigeria. 

The conceptualization of psychological empowerment by 

Spreitzer (1995) remains foundational, emphasizing that 

employees who perceive their work as meaningful, believe in 

their abilities to perform tasks effectively, feel autonomous in 

their decision-making, and perceive that they can influence 

organizational outcomes are more likely to exhibit higher 

levels of motivation and work performance. This 

perspective aligns with the broader theoretical 

understanding that empowerment is not merely a 

structural or procedural phenomenon but fundamentally 

an individual psychological state that mediates the 

relationship between organizational practices and 

employee outcomes. The relevance of this construct in the 

context of SMEs in Southwestern Nigeria is underscored 

by the need for SMEs to adapt swiftly through digital 

innovations, where empowered employees can leverage 

new technologies more innovatively and effectively (Edu, 

Agoyi, & Agozie, 2020; El-Haddadeh, 2019). 

Recent meta-analytic evidence by Llorente-Alonso, García-

Ael, and Topa (2023) provides compelling empirical 

support for the positive antecedents and outcomes 

associated with psychological empowerment. Their 

synthesis indicates that empowerment is significantly 

enhanced by supportive organizational climates, 

participative leadership, and clear communication, factors 

that are increasingly mediated by the adoption of digital 

innovation capabilities within SMEs. For instance, digital 

tools and cloud-based services, as highlighted by El-

Haddadeh (2019), facilitate information accessibility and 

collaborative decision-making processes, thereby 

fostering a sense of autonomy and impact among 

employees. This digital infrastructure enables 

psychological empowerment by reducing traditional 

hierarchical constraints, promoting a culture of trust and 

innovation, and aligning individual goals with 

organizational strategic objectives. 

Human Resource Capability and Organizational Success 

Human resource capability plays a pivotal role in shaping 

organizational success, particularly within Small and 

Medium-sized Enterprises (SMEs) operating in dynamic 

and competitive environments such as Southwestern 

Nigeria. The strategic utilization of human capital 

resources is essential for SMEs to adapt to rapid 

technological advancements, including digital innovation, 

and to leverage psychological empowerment to enhance 

performance outcomes. The literature underscores that 

human resource capability comprises the skills, 

knowledge, experience, and competencies embedded in 

employees, which collectively drive organizational 

processes and innovation adoption (Demartini & Beretta, 

2019; Zulqurnain, Bi, & Mehreen, 2018). SMEs that 

actively invest in developing these capabilities are better 

positioned to navigate uncertainties and operational 

disruptions, thereby achieving improved performance 

metrics. 

Human resource capability is a critical determinant of 

small and medium-sized enterprises' (SMEs) 
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performance, especially in dynamic and resource-constrained 

environments such as Southwestern Nigeria. It encompasses 

the knowledge, skills, competencies, and abilities that 

employees possess and deploy to achieve organizational goals. 

In the context of SMEs, where operational flexibility and 

innovation are paramount, the capability of human resources 

significantly influences digital innovation adoption, 

psychological empowerment, and ultimately firm 

performance. According to Oliveira et al. (2023), the future of 

work demands that organizations, including SMEs, invest in 

the continuous development of human resource capabilities to 

foster psychological empowerment and adaptability amid 

evolving technological landscapes. This assertion underscores 

the importance of human resource capability not only as a 

functional asset but also as a psychological enabler that shapes 

employees' engagement with digital innovation and 

organizational objectives. 

Performance Indicators of SMEs 

SME performance measurement encompasses a multi-

dimensional framework that includes both financial and non-

financial metrics. Financial indicators typically involve 

profitability (net income, return on assets), growth (revenue 

growth, market share increase), and liquidity ratios. Non-

financial indicators, however, increasingly dominate scholarly 

discourse as they capture aspects such as: customer 

satisfaction and retention, employee engagement and 

retention, innovation rate (new product development, process 

innovations), social and environmental impact and 

operational efficiency (cycle time reduction, waste 

minimization).  

Performance measurement in Small and Medium-sized 

Enterprises (SMEs) is also a multifaceted construct that 

encompasses financial, operational, and strategic dimensions. 

The complexity of assessing SMEs’ performance is heightened 

when evaluating the influences of digital innovation, 

psychological empowerment, and human resource capability, 

especially within the socio-economic context of Southwestern 

Nigeria. Central to understanding SMEs’ performance is the 

identification and application of appropriate performance 

indicators that reflect the unique challenges and dynamic 

environments in which these enterprises operate. SMEs in 

Southwestern Nigeria are often evaluated on these 

parameters to assess their effectiveness in responding to 

market demands, adapting to technological advancements, 

and managing internal processes. SMEs that effectively 

integrate digital innovation, psychological empowerment, and 

human resource capability tend to outperform their 

counterparts in terms of both financial and non-financial 

outcomes. These factors enable SMEs to innovate, improve 

their operational efficiency, and create value for stakeholders. 

SMEs Performance in the Context of Digital Innovation, 

Psychological Empowerment, and HR Capability 

Small and Medium-sized Enterprises (SMEs) represent a 

critical segment of the economy in Southwestern Nigeria, 

contributing significantly to employment generation and 

economic development. Understanding the drivers of 

SMEs performance within this context is essential, 

particularly as digital innovation, psychological 

empowerment, and human resource (HR) capability 

increasingly shape organizational outcomes. The interplay 

of these factors influences SMEs’ capacity to compete, 

adapt, and grow in an evolving business environment. This 

section critically examines the existing literature on SMEs 

performance by integrating perspectives on digital 

innovation, psychological empowerment, and HR 

capabilities, underscoring their combined impact on 

organizational effectiveness. 

Digital innovation has emerged as a pivotal factor 

influencing SMEs performance, especially in developing 

economies such as Nigeria. The adoption of digital 

technologies facilitates operational efficiency, enhances 

customer engagement, and enables new business models, 

which collectively contribute to improved performance 

metrics. Putra, Kusumawati, and Kartikasari (2023) 

emphasize that digital innovation not only streamlines 

processes but also serves as an enabler for psychological 

empowerment by fostering employee autonomy and 

competence through technology-enabled work 

environments. This empowerment, in turn, catalyzes 

better job performance and organizational outcomes. Such 

findings are corroborated by Schermuly et al. (2022), who 

argue that leadership styles that support digital 

transformation also positively influence psychological 

empowerment, which then mediates the relationship 

between innovation and performance. Thus, SMEs that 

strategically harness digital innovation while promoting 

an empowering culture tend to achieve superior 

performance outcomes. 

Psychological empowerment is a multidimensional 

construct encompassing meaning, competence, self-

determination, and impact, which collectively influence 

employee motivation and performance (Zimmerman, 

1995). In the context of SMEs in Southwestern Nigeria, 

psychological empowerment assumes particular 

significance given the resource constraints and dynamic 

market conditions that characterize this setting. Orlowska 

and Laguna (2023) demonstrate that psychological 

empowerment enhances job satisfaction and mitigates 

burnout, factors that are crucial for sustaining employee 

performance in demanding environments typical of SMEs. 

When employees perceive themselves as empowered, 

they exhibit higher levels of engagement, creativity, and 
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resilience, which translate into improved organizational 

performance. Furthermore, Yu et al. (2023) highlight that 

psychological empowerment mediates the relationship 

between perceptions of decent work and work immersion, 

suggesting that empowered employees are more likely to be 

deeply involved in their tasks, leading to enhanced 

productivity and SME performance. 

Socio-Technical Systems Theory 

Socio-Technical Systems (STS) Theory, developed by Trist and 

Bamforth (1951) at the Tavistock Institute, advances the 

argument that the effective functioning of an organization 

relies on the joint optimization of its social and technical 

subsystems. Unlike traditional mechanistic approaches that 

focus purely on technological advancement, STS theory 

underscores the importance of human factors in the 

implementation and success of technological innovations. For 

SMEs, particularly in emerging economies like Nigeria, the 

success of digital innovation efforts is contingent not solely on 

the sophistication of the technology adopted but also on the 

willingness, adaptability, and competencies of employees 

(Agarwal & Brem, 2022). Digital transformation projects often 

fail when insufficient attention is given to the workforce’s 

needs, such as training, motivation, and psychological 

readiness. Thus, SMEs must integrate digital initiatives with 

practices that foster psychological empowerment and skill 

development. 

STS theory is highly relevant to this study because it suggests 

that SMEs aiming to enhance performance must treat the 

adoption of digital technologies and the development of 

human capabilities as interconnected processes. The 

misalignment between social and technical systems can result 

in resistance to change, technology underutilization, and 

ultimately, suboptimal organizational performance (Pasmore, 

2020; Uzonwanne, 2021). The Socio-Technical Systems (STS) 

theory provides a robust conceptual framework for 

understanding the complex interplay between social and 

technical elements within organizations, particularly in the 

context of Small and Medium Enterprises (SMEs) operating in 

dynamic environments such as Southwestern Nigeria. STS 

posits that organizational performance is optimized when 

there is a joint optimization of both social and technical 

subsystems, emphasizing that technological innovations must 

be complemented by human and social considerations to 

achieve desired outcomes (Aminu & Shariff, 2015; Pulka, 

Ramli, & Bakar, 2017). This theoretical lens is particularly 

relevant when examining digital innovation, psychological 

empowerment, human resource capability, and their 

combined impact on SMEs’ performance. 

Digital innovation represents a quintessential technical 

subsystem component within SMEs, encompassing the 

adoption and integration of digital technologies to enhance 

operations, marketing, and service delivery. The impact of 

digital innovation on SMEs’ performance is significantly 

mediated by the social subsystem, which includes human 

resource capabilities and psychological empowerment 

(Roostika, 2019; Aminu & Shariff, 2015). Roostika (2019) 

underscores the importance of resource-based 

capabilities, highlighting that the mere implementation of 

digital technologies does not automatically translate to 

improved performance unless SMEs possess the necessary 

human resource skills and adaptive capacity to leverage 

these innovations effectively. This supports the STS 

assertion that technical advancements must align with 

social elements such as employee competencies and 

motivation to yield optimal organizational outcomes. 

Psychological empowerment, a critical social subsystem 

factor, encompasses employees’ perceptions of meaning, 

competence, self-determination, and impact within their 

organizational roles. It plays a pivotal role in enabling 

SMEs’ human resources to engage proactively with digital 

innovation initiatives (Gorondutse & Hilman, 2016; Amin, 

2015). Employees who feel psychologically empowered 

are more likely to embrace technological changes, exhibit 

innovative behavior, and contribute to strategic decision-

making, thus driving SMEs’ performance. Gorondutse and 

Hilman (2016) demonstrate that organizational culture, 

which heavily influences psychological empowerment, 

mediates the relationship between ethical perceptions and 

SMEs’ performance, suggesting that a supportive social 

environment amplifies the benefits derived from 

technological investments. This interplay aligns with STS 

theory’s emphasis on harmonizing social and technical 

subsystems to foster sustainable performance 

improvements. 

Human resource capability, defined as the cumulative 

knowledge, skills, and abilities of employees, forms a 

foundational pillar in the socio-technical nexus influencing 

SMEs’ competitiveness (Pulka et al., 2017; Oladimeji, 

Ebodaghe, & Shobayo, 2017). Pulka et al. (2017) present a 

framework where marketing capabilities, resource 

acquisition, risk management, and opportunity 

recognition dimensions heavily dependent on human 

resource capability contribute significantly to SMEs’ 

performance. This multidimensional capability portfolio 

underscores that technical tools alone are insufficient; 

rather, it is the effective application of human resources in 

navigating opportunities and risks that determines 

performance outcomes. Oladimeji et al. (2017) further 

elaborate that globalization’s impact on Nigerian SMEs is 

mediated by their adaptive capabilities, which include 

human resource development and technological 

readiness, reflecting the socio-technical balance advocated 

by STS theory. 

Empirical studies within the Nigerian context corroborate 
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the STS perspective by illustrating how digital innovation 

initiatives must be embedded within an enabling social 

framework to enhance SMEs’ performance (Amin, 2015; 

Aminu & Shariff, 2015). Amin (2015) employs a structural 

equation modeling approach to demonstrate that 

entrepreneurship orientation and learning orientation both 

social constructs significantly influence SME performance, 

particularly when coupled with technological innovation. This 

indicates that psychological empowerment and human 

resource capability are vital social enablers that facilitate the 

translation of digital innovations into tangible performance 

gains. Similarly, Aminu and Shariff (2015) identify 

determinants such as managerial competencies and 

organizational learning as critical in leveraging technological 

advancements, emphasizing the inseparability of social and 

technical factors in SMEs’ operational success. 

Beyond the direct impacts on performance, the STS 

framework also elucidates the dynamic and reciprocal 

relationships between digital innovation, psychological 

empowerment, and human resource capability. Massis et al. 

(2015) discuss how family involvement in SMEs an important 

social subsystem factor affects performance by shaping 

organizational culture and decision-making processes, which 

in turn influence the adoption and utilization of technological 

innovations. This layered interaction highlights that social 

subsystems are not static but evolve in response to technical 

changes, reinforcing the need for continuous alignment and 

co-optimization advocated by STS theory. 

Moreover, the complexity of SMEs operating in Southwestern 

Nigeria, characterized by resource constraints, market 

volatility, and socio-cultural factors, necessitates a socio-

technical approach to performance enhancement. Gorondutse 

and Hilman (2016) indicate that organizational culture 

mediates the relationship between perceived ethics and 

performance, suggesting that social values and norms 

critically shape how technical innovations are perceived and 

utilized. This cultural dimension aligns with STS theory’s 

recognition of social subsystem elements as culturally 

embedded and pivotal in shaping technological integration 

and organizational outcomes. 

In summary, the Socio-Technical Systems theory offers a 

comprehensive framework for investigating the 

interdependencies between digital innovation (technical 

subsystem) and psychological empowerment and human 

resource capability (social subsystem) within SMEs in 

Southwestern Nigeria. The theory asserts that optimizing 

SMEs’ performance requires a holistic approach where 

technological advancements are harmoniously integrated 

with human and social factors, fostering an environment 

conducive to innovation, learning, and adaptive capacity. This 

co-optimization is supported by empirical evidence 

demonstrating that neither digital innovation nor human 

resource capability alone suffices; rather, their synergy 

through psychological empowerment and supportive 

organizational culture is essential for enhancing SMEs’ 

competitiveness and sustainability in the complex 

Nigerian business environment (Roostika, 2019). 

Therefore, future research and practical interventions 

targeting SMEs’ performance improvements in 

Southwestern Nigeria must adopt a socio-technical 

perspective to capture the multifaceted and interrelated 

determinants of success. Ilesanmi and Afolabi (2024) 

conducted a mixed-method study to explore the influence 

of digital innovation on SME performance in Lagos and 

Ogun States. The researchers adopted a convergent 

parallel design, combining both quantitative and 

qualitative data collection simultaneously. The 

quantitative aspect involved a structured questionnaire 

administered to 400 SME owners and managers, selected 

through stratified random sampling across the two states. 

For the qualitative component, 20 in-depth interviews 

were conducted with purposively selected digital-savvy 

SME operators. Data were analyzed using descriptive 

statistics, regression analysis, and thematic analysis for 

the qualitative part. The findings revealed that digital 

innovation significantly enhanced customer reach through 

the deployment of e-commerce platforms and social media 

marketing strategies, which collectively contributed to a 

25% average increase in annual turnover. The study 

affirmed the relevance of the Technology-Organization-

Environment (TOE) framework (Tornatzky & Fleischer, 

1990), showing that technological readiness, 

organizational capability, and external environmental 

pressures jointly influenced digital adoption outcomes. 

Recommendations included the need for policymakers to 

support digital infrastructure and for SME owners to 

prioritize organizational learning to leverage digital tools 

effectively. 

Eze, Chukwu, and Onuoha (2023) conducted an empirical 

study that assessed the role of absorptive capacity in the 

digital innovation-performance relationship among SMEs 

in Enugu and Anambra States. The researchers adopted an 

explanatory sequential design, beginning with a 

quantitative survey of 300 SMEs, followed by 10 key 

informant interviews. The sampling technique was 

multistage, incorporating cluster sampling for geographic 

representation and purposive sampling for interviews. 

The quantitative data were analyzed using Structural 

Equation Modeling (SEM), while the qualitative data were 

thematically coded. Findings demonstrated that SMEs 

with higher absorptive capacity defined as their ability to 

identify, assimilate, and exploit external digital knowledge 

displayed greater agility in digital experimentation and 

more effective integration of technological innovations. 

These firms experienced significantly higher sales growth 

and process efficiency compared to those with lower 
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absorptive capacity. This outcome aligned with the Dynamic 

Capabilities Theory (Teece et al., 2016), emphasizing the 

importance of continuous learning and adaptability for 

competitive advantage.  The study recommended capacity-

building initiatives, including targeted training programs and 

knowledge-sharing platforms to enhance SMEs’ absorptive 

capabilities. 

Adebayo, Hassan, and Bakare (2023) focused on the impact of 

digital innovation on SME growth in Lagos State using a cross-

sectional survey design. A total of 250 SME operators were 

surveyed through a structured questionnaire, selected using 

systematic random sampling from registered businesses 

listed by the Lagos Chamber of Commerce. Using multiple 

regression analysis, the study found that the adoption of 

digital tools such as mobile payment platforms, digital 

accounting software, and CRM systems significantly predicted 

improvements in revenue generation and market penetration. 

The regression model accounted for approximately 38% of the 

variance in SME performance indicators. The authors 

concluded that digital innovation serves as a catalyst for 

business scalability and recommended that government and 

business associations facilitate access to affordable digital 

tools and create enabling environments for technology 

diffusion. 

METHODOLOGY 

Research Design 

This study employs a quantitative survey research design, 

which is particularly suited for studies seeking to understand 

relationships between independent variables (digital 

innovation, psychological empowerment, human resource 

capability) and a dependent variable (SME performance). The 

choice of a survey design is underpinned by its capacity to 

collect a large volume of data from a wide population in a cost-

effective and efficient manner, thereby facilitating statistical 

generalization. This design allows for the exploration of 

the causal connections between digital innovation, 

psychological empowerment, HR capability, and SME 

performance, while also accommodating the complexity of 

real-world data. A correlational design also enables the 

study to identify and quantify the degree of association 

between these constructs, which is critical in 

understanding their impact on SME performance in the 

context of Southwestern Nigeria’s dynamic business 

environment. 

According to Creswell (2014), survey research is an 

effective strategy for obtaining self-reported data from 

individuals, especially when the goal is to describe trends 

or test theories. In alignment, Saunders et al. (2019) affirm 

that survey design is appropriate when examining cause-

effect relationships, which is a major thrust of this study. 

Moreover, in contemporary research on entrepreneurial 

development and innovation, Nguyen and Nguyen (2024) 

highlighted the robustness of survey methods in testing 

hypothesized relationships using inferential statistical 

techniques such as Partial Least Squares Structural 

Equation Modelling (PLS-SEM). Thus, this study adopts a 

cross-sectional survey design, collecting data at a single 

point in time from SME operators across six Southwestern 

states in Nigeria.  

The population for this study consists of managers and 

employees working within SMEs in the Southwestern 

region of Nigeria. These participants are deemed relevant 

as they are directly involved in the operational, strategic, 

and decision-making processes of their respective 

organizations. The target population of this study includes 

registered SMEs operating in the six states of 

Southwestern Nigeria. Data from the Small and Medium 

Enterprises Development Agency of Nigeria (SMEDAN) 

and the National Bureau of Statistics (2023) estimated the 

number of registered SMEs in the region as follows: 

Table 1: Target Population of Registered SMEs in Southwestern Nigeria

 

S/N State Number of Registered SMEs 

1 Ekiti 8,540 

2 Lagos 37,500 

3 Ogun 15,300 

4 Ondo 10,400 

5 Osun 9,760 

6 Oyo 13,500 
 

Total 95,000 

Source: SMEDAN & NBS Report, 2023
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The sample size for this study is 399 respondents.  The study 

employs a multi-stage sampling technique comprising 

purposive and stratified random sampling methods. In the 

first stage, Purposive Sampling was utilized. The six 

Southwestern states were selected based on the concentration 

and heterogeneity of SMEs. At the second stage, Stratified 

Sampling: SMEs were stratified based on their sector of 

operation (e.g., manufacturing, services, ICT, agriculture). At 

the third stage, Simple Random Sampling was applied.  A 

random sample was drawn from each stratum to ensure that 

all sectors are adequately represented. The sample size was 

calculated using Yamane’s (1967) formula: 

n  =          N 

  [1+N(e)2] 

Where: 

n = sample size 

N = total population (95,000 SMEs) 

e = margin of error (5% or 0.05) 

 

n  =            95,000 

  [1+95,000(0.05)2] 

n  =            95,000 

  [1+95,000(0.0025)] 

n  =            95,000 

        [1+237.5] 

 

n  =            95,000 

             238.5 

 n  = 398.74 

Thus, the sample size is approximately 399 SMEs. 

However, to improve generalizability and accommodate 

potential non-responses, the researcher increased the 

sample size to 500 SMEs. 

 

Table 2: Sample Size Distribution across Southwestern States

 

S/N State SME Population Sample Size (Proportionate Allocation) 

1 Ekiti 8,540 45 

2 Lagos 37,500 197 

3 Ogun 15,300 81 

4 Ondo 10,400 55 

5 Osun 9,760 52 

6 Oyo 13,500 70 
 
Total 95,000 500 

This objective, which seeks to examine the effect of digital 

innovation on the performance of small and medium-sized 

enterprises (SMEs) in Southwestern Nigeria, multiple 

regression analysis was employed. Digital innovation was 

operationalised using measurable indicators such as the 

adoption of digital technologies, automation of operational 

processes, integration of e-commerce platforms, and 

utilization of digital communication tools. SME performance, 

on the other hand, was measured using indicators such as 

profitability, market expansion, customer satisfaction, 

operational efficiency, and sales growth. Multiple regression 

analysis was appropriate for this objective because it enables 

the study to determine the magnitude, direction, and 

statistical significance of the relationship between digital 

innovation and SME performance. The regression 

coefficients indicates the extent to which changes in digital 

innovation predict variations in performance outcomes, 

while the coefficient of determination (R²) show the 

proportion of variance in SME performance explained by 

digital innovation. This provides empirical evidence 

regarding whether digital innovation significantly 

contributes to improved enterprise performance. 

DATA ANALYSIS AND DISCUSSION 

Multiple Regression Analysis of the Effect of Psychological Empowerment on SMEs’ Performance in Southwestern Nigeria

 

Predictors Coefficient 

(B) 

Std. 

Error 

Beta 

(Standardized) 

t-value Sig. (p-

value) 

Tolerance 

(Constant) 10.284 1.104 
 

9.317 0.000 
 

Employees have autonomy in 

carrying out their duties (Q1) 

0.148** 0.039 0.156 3.795 0.000 0.721 
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Staff feel confident in making 

work-related decisions (Q2) 

0.132** 0.037 0.141 3.568 0.000 0.734 

Employees believe their 

contributions are valued by 

management (Q3) 

0.171** 0.041 0.176 4.171 0.000 0.708 

Workers feel motivated to 

perform their tasks effectively 

(Q4) 

0.193** 0.043 0.204 4.488 0.000 0.695 

Employees feel responsible 

toward organizational goals 

(Q5) 

0.119* 0.035 0.124 3.400 0.001 0.742 

Staff are encouraged to 

express innovative ideas (Q6) 

0.138** 0.038 0.147 3.632 0.000 0.729 

Psychological empowerment 

improves job satisfaction (Q7) 

0.162** 0.042 0.168 3.857 0.000 0.714 

Empowered employees show 

higher commitment to 

success (Q8) 

0.179** 0.044 0.183 4.068 0.000 0.703 

Psychological empowerment 

enhances teamwork and 

cooperation (Q9) 

0.107* 0.034 0.112 3.147 0.002 0.751 

Psychological empowerment 

positively influences SME 

performance (Q10) 

0.201** 0.045 0.216 4.467 0.000 0.689 

ANOVA 

Model Sum of 

Squares 

Df Mean Square F Sig. 

Regression 132.584 10 13.258 82.31 0.000 

Residual 68.732 409 0.168   

Total 201.316 419    

Model Summary 

Dependent Variable R R 

Square 

Adjusted R 

Square 

Std. 

Error 

Durbin-Watson 

SMEs’ Performance 0.812 0.659 0.651 0.410 1.972 

Dependent Variable: SMEs’ Performance Significant at p < 0.05; Highly Significant at p < 0.01* Source: Author’s 

Computation, 2025

The present study examined the effect of psychological 

empowerment on the performance of Small and Medium-scale 

Enterprises (SMEs) in Southwestern Nigeria. Using multiple 

regression analysis, the study assessed ten dimensions of 

psychological empowerment and their collective and 

individual contributions to SMEs’ performance. The results, as 

presented in Table 4.5, indicate that the psychological 

empowerment variables jointly explained 65.9% of the 

variation in SMEs’ performance (R² = 0.659, Adjusted R² = 

0.651). This demonstrates a strong explanatory power of the 

model. The overall regression model was found to be 

statistically significant (F = 82.31, p < 0.001), indicating a 

meaningful and robust relationship between psychological 

empowerment and SME performance in the study area. This 

finding underscores the critical role of employee-centered 

management practices in enhancing organizational 

outcomes among SMEs. Psychological empowerment 

through autonomy, motivation, recognition, decision-

making involvement, and teamwork emerges as a major 

driver of productivity, efficiency, and organizational 

effectiveness in the Nigerian SME sector. 

Among the predictors, employees’ perception that 

psychological empowerment positively influences SME 

performance (Q10) emerged as the most influential factor 

(B = 0.201, t = 4.467, p < 0.01). This suggests that when 

employees perceive empowerment as beneficial to 

organizational success, they are more likely to exhibit 

positive work behaviours that translate into improved 
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firm performance. This finding highlights the importance of 

cultivating an empowerment-oriented organizational climate 

where employees internalize the value of empowerment as a 

performance-enhancing mechanism. This result aligns with 

previous studies which emphasize that employees’ cognitive 

appraisal of empowerment significantly influences 

organizational outcomes (Spreitzer, 2023; Albrecht et al., 

2024). 

Similarly, employee motivation to perform tasks effectively 

(Q4) exerted a strong and positive effect on SMEs’ 

performance (B = 0.193, t = 4.488, p < 0.01). This indicates that 

empowered employees who feel motivated are more 

productive, innovative, and committed to achieving 

organizational objectives. Motivation serves as a 

psychological catalyst that enhances effort, persistence, and 

job engagement, thereby improving overall firm performance. 

This finding supports earlier empirical evidence that links 

psychological empowerment with intrinsic motivation and 

superior organizational performance (Deci et al., 2022; Ugwu 

& Okoro, 2023). 

The study further revealed that employee commitment to 

organizational success (Q8) significantly influenced SME 

performance (B = 0.179, t = 4.068, p < 0.01). This implies that 

empowered employees develop stronger emotional 

attachment and loyalty to their organizations, which enhances 

stability, reduces turnover intentions, and improves 

performance outcomes. This result corroborates existing 

literature that identifies commitment as a key mechanism 

through which empowerment translates into organizational 

effectiveness (Meyer & Allen, 2022; Akinwale & George, 2024). 

In addition, employees’ belief that their contributions are 

valued by management (Q3) had a significant positive effect 

on performance (B = 0.171, t = 4.171, p < 0.01). This finding 

suggests that recognition and appreciation strengthen 

employees’ sense of meaning and impact, leading to increased 

discretionary effort and improved performance. Likewise, job 

satisfaction derived from empowerment (Q7) was found to 

significantly enhance SME performance (B = 0.162, t = 3.857, 

p < 0.01). This emphasizes that satisfied employees are more 

likely to exhibit positive work attitudes that contribute to 

organizational success. 

Furthermore, autonomy in carrying out duties (Q1) 

significantly influenced SMEs’ performance (B = 0.148, t = 

3.795, p < 0.01). This implies that granting employees 

discretion and independence in task execution enhances 

creativity, efficiency, and accountability. Similarly, 

encouragement to express innovative ideas (Q6) positively 

affected SME performance (B = 0.138, t = 3.632, p < 0.01), 

highlighting the role of empowerment in fostering innovation 

and adaptability in competitive business environments. 

The analysis also revealed that confidence in work-related 

decision-making (Q2) had a significant positive effect on 

SMEs’ performance (B = 0.132, t = 3.568, p < 0.01). This 

suggests that empowered employees who are confident in 

their decisions contribute to faster problem-solving and 

improved operational outcomes. In the same vein, 

employees’ sense of responsibility toward organizational 

goals (Q5) significantly influenced performance (B = 

0.119, t = 3.400, p < 0.05), indicating that empowerment 

fosters accountability and goal alignment among 

employees. 

Finally, teamwork and cooperation enhanced through 

psychological empowerment (Q9) was found to have a 

positive and statistically significant effect on SMEs’ 

performance (B = 0.107, t = 3.147, p < 0.05). Although its 

effect size was relatively smaller compared to other 

predictors, the result confirms that empowerment 

improves interpersonal relationships and collaboration, 

which are essential for effective organizational 

functioning. Overall, the findings demonstrate that 

psychological empowerment is a multidimensional 

construct whose impact on SMEs’ performance operates 

through motivational, cognitive, emotional, and relational 

mechanisms. The results are consistent with prior 

empirical studies that emphasize empowerment as a 

critical driver of employee effectiveness, organizational 

resilience, and sustainable growth, particularly in 

emerging economies (OECD, 2023; Alkahtani et al., 2024). 

The findings in Table 4.5 reveal that psychological 

empowerment exerts a strong and positive effect on SMEs’ 

performance in Southwestern Nigeria. Specifically, the 

regression analysis shows that empowerment enhances 

motivation, commitment, autonomy, innovation, decision-

making confidence, teamwork, and job satisfaction, all of 

which contribute meaningfully to improved 

organizational performance. This finding is consistent 

with the work of Ogunyomi and Bruning (2023), who 

observed that psychological empowerment significantly 

improves SME productivity and employee engagement in 

Southwestern Nigeria. Similarly, Adewale (2024) found 

that empowerment-oriented leadership practices enhance 

performance outcomes by strengthening employees’ 

intrinsic motivation and commitment.  

In agreement with these results, Ugwu and Okoro (2023) 

reported that empowered employees exhibit higher job 

satisfaction and organizational commitment, which in turn 

positively affect firm performance. Beyond Nigeria, global 

evidence also supports these conclusions. A comparative 

study by Kim and Beehr (2023) found that psychological 

empowerment significantly enhances organizational 

performance across both developed and developing 

economies. 

Theoretically, these findings align with Psychological 

Empowerment Theory (Spreitzer, 1995) and Self-

Determination Theory (Deci & Ryan, 2000). According to 

these theories, empowerment enhances individuals’ sense 
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of autonomy, competence, meaning, and impact, which in turn 

drives motivation and performance. The strong positive 

relationships observed in this study confirm the relevance of 

these theoretical perspectives within the Nigerian SME 

context. Taken together, the evidence from this study 

underscores the importance of psychological empowerment 

as a strategic managerial tool for improving SME performance 

in Southwestern Nigeria. The findings suggest that SME 

owners and managers should prioritize empowerment-

enhancing practices such as participative decision-making, 

recognition, autonomy, and innovation support in order to 

sustain competitiveness and long-term growth. 

CONCLUSION 

This study examined the combined and individual effects of 

digital innovation, psychological empowerment, and human 

resource capability on the performance of Small and Medium-

sized Enterprises (SMEs) in Southwestern Nigeria. The 

findings provide strong empirical evidence that these factors 

are critical drivers of SME performance in a rapidly evolving 

and competitive business environment. The results reveal that 

psychological empowerment has a significant and positive 

effect on SME performance, as demonstrated by the high 

explanatory power of the regression model. Key dimensions 

such as employee motivation, commitment, autonomy, 

recognition, and participation in decision-making were found 

to significantly enhance productivity, efficiency, and overall 

organizational effectiveness. Employees who feel empowered 

are more innovative, engaged, and aligned with organizational 

goals, which ultimately translates into improved business 

outcomes. Beyond psychological empowerment, the study 

reinforces the importance of digital innovation as a strategic 

tool for enhancing operational efficiency, customer 

engagement, and market expansion. However, the 

effectiveness of digital innovation is largely dependent on the 

presence of strong human resource capabilities. SMEs that 

invest in employee skills, knowledge, and competencies are 

better positioned to leverage digital technologies and adapt to 

changing market conditions. Importantly, the study highlights 

the synergistic (combined) effect of digital innovation, 

psychological empowerment, and human resource capability. 

Rather than operating in isolation, these factors interact to 

produce a stronger impact on SME performance. This finding 

aligns with the Socio-Technical Systems (STS) theory, which 

emphasizes that organizational success depends on the joint 

optimization of technological systems (digital innovation) and 

social systems (employees’ empowerment and capabilities). 

The study therefore rejects the null hypothesis (H₀) and 

concludes that digital innovation, psychological 

empowerment, and human resource capability do have a 

significant combined effect on the performance of SMEs in 

Southwestern Nigeria. In conclusion, for SMEs to achieve 

sustainable growth and competitive advantage, business 

owners and managers must adopt a holistic approach that 

integrates: 
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