


Type of article: Original Research Article
Driving SME Performance through Dynamic Capabilities: The Role of Market Orientation



Abstract
Background: Small and medium-sized enterprises (SMEs) operate in rapidly changing and highly competitive markets, requiring adaptive strategies to sustain performance. The Dynamic Capabilities perspective highlights the importance of firms’ ability to reconfigure resources and respond to environmental changes. In this context, Market Orientation enables SMEs to understand customer needs and market trends, thereby enhancing innovation, competitiveness, and overall organisational performance.
Objectives: This study outlines the complex effects of dynamic capabilities, namely sensing, learning, integrating, and coordinating, on SME performance, and then hypothesises market orientation, which is the key moderator, which facilitates effective alignment of internal routines with changes in the environment.
Methodology: Using a powerful analytical model, which includes a sample of one hundred thirteen private SMEs,
Findings: The results of the research could suggest that learning and integrating capabilities can serve as the key drivers of performance, which, together, can explain a significant share of the organisational success in resource-constrained environments. Importantly, the results may indicate that market orientation acts as a strategic filter across the four dimensions of dynamic capabilities, hence bringing about a multiplication of the effectiveness of environmental sensing and organisational learning due to the avoidance of capital misalignment to unproductive market noise. The last structural model, which explains 38.4% of the firm performance variance, might indicate that synergy of a market-driven culture and adaptive reconfiguration routines is a core driver of strategic nimbleness and sustainability in the case of Iraqi SMEs.
Implications: Theoretical implications broaden the dynamic capabilities perspective to high-turbulence, transitioning economies, whereas practical recommendations recommend Iraqi managers regarding the prioritisation of customer and competitor intelligence as the indispensable trigger of the achievement of digital and operational excellence.
Keywords: Dynamic Capabilities; Market Orientation; SME Performance; Iraq; PLS-SEM.

Introduction
In the contemporary Iraqi economic landscape, Small and Medium-Sized Enterprises constitute the foundational pillar of the private sector, representing approximately 99 per cent of all business entities (Harash et al., 2014). These enterprises are increasingly recognized as the "blood arteries" of the economy due to their essential role in providing services, generating employment, and fostering economic diversification amid heavy oil dependency, where non-oil sectors contribute only marginally to GDP (Zaidan & Massoudi, 2025: Jasim, 2026). In major governorates such as Baghdad, Nineveh, and Basra alone, approximately 1,186,790 micro, small, and medium-sized enterprises underscore the sector's scale (Zaidan & Massoudi, 2025) The Iraqi Council of Ministers has designated the promotion of the SME sector as one of the three essential pillars of the national 2030 private sector development strategy, emphasizing its role in addressing youth and scientific staff unemployment; boosting national competitiveness; and supporting post-conflict reconstruction (Mohammadali & Abdulkhaliq, 2019; Al-Hashimy et al., 2023).
Given these turbulent conditions and resource constraints, the dynamic capabilities perspective is posited to enhance the resource-based view by building on the idea that organisations must develop processes of learning to adapt to environmental changes (Hernández‐Linares et al., 2018). Dynamic capabilities (DCs) represent a firm’s ability to integrate, build, and reconfigure internal and external competencies to address rapidly changing environments (Sari & Pratama, 2023).
These are subsequently based upon distinctive organisational processes derived from a firm’s specific asset positions and moulded by its paths (Sun et al., 2025). They may enable firms to sense opportunities and threats, to seize them via strategic responses, and to transform resource bases for sustained competitiveness—a particularly vital aspect for resource-constrained Iraqi SMEs navigating turbulent markets (Sari & Pratama, 2023). Furthermore, these capabilities typically facilitate the development of marketing capabilities in response to evolving conditions (Yi et al., 2023), and thus possess the potential to enhance performance outcomes (Sari et al., 2024). Although studies exploring DCs have attracted increased scholarly attention, empirical contributions remain limited due to the complexity of the construct’s multi-dimensional nature (Hernández‐Linares et al., 2018).
However, empirical evidence on the Dynamic Capabilities (DC)-performance link remains equivocal. While earlier conceptual work proposed a moderating effect of market orientation on the relationship between dynamic capabilities and performance (Hernández‐Linares et al., 2018), this has received scant empirical support. The literature suggests a paucity of investigative efforts on the moderating role of dynamic capabilities on entrepreneurial orientation and business performance, and substantial variability in terms of moderators necessitates further elucidation (Hernández‐Linares et al., 2018: Bii & Onyango, 2018). Inconsistencies may stem from the oversight of individual dimensions of Dynamic Capabilities (e.g., sensing, learning, integrating, coordinating) and their varying impacts (Hernández‐Linares et al., 2018). Indeed, research examining specific DC dimensions may reveal differential effects on competitive advantage, innovation, and performance. Moreover, while environmental factors moderate dynamic capability effects, substantial variability persists, necessitating exploration of other moderators (Bii & Onyango, 2018).
This investigation delineates the centrality of market orientation, a holistic commitment to generating, disseminating, and responding to market intelligence on customer needs and competitors (Ulum et al., 2023) as a key enhancer of the Dynamic Capabilities (DC)-Small and Medium-sized Enterprise (SME) performance relationship. Market Orientation (MO) complements Dynamic Capabilities (DCs) by linking internal resources to external customer focus and thereby facilitating the translation of capabilities into performance via the timely promulgation of market-oriented decisions (Randhawa et al., 2020). Previous research may corroborate Market Orientation's (MO's) positive moderating effect on capability-performance links, which underscores the complementarity between these constructs (Randhawa et al., 2020). 
Within the underexplored Iraqi Small and Medium-sized Enterprise (SME) context, where regulatory restrictions and financing barriers often abound (Abdullah, 2021), where post-conflict challenges persist (Al-Hashimy et al., 2023), and notwithstanding the documented individual contributions of dynamic capabilities and market orientation (Chiarelli, 2021; Al-Zubaidi et al., 2025), their complex interplay—most notably Market Orientation's (MO's) moderating influence upon specific Dynamic Capabilities (DC) dimensions—appears to remain scantily examined (Ribeiro et al., 2023).
By investigating how Market Orientation (MO) moderates specific Dynamic Capabilities (DC) dimensions' performance effects in Iraqi SMEs, this research may elucidate the mechanisms for the conversion of market-sensing and customer-linking activities into superior outcomes (Wójcik-Karpacz et al., 2021), addressing critical gaps and informing strategies for economic diversification and growth.

Literature Review

Dynamic Capabilities Theory
The dynamic capabilities are conceptualised to enable the firms to adapt to the environment of rapid change by integrating, building, and reconfiguring internal and external capabilities (Takahashi & Sander, 2017). This theoretical perspective explains organizational process and routines that enable enterprises to become aware of opportunities and threats, and exploit them by responding with the right strategies and reshape their resource base to support the maintenance of competitiveness (Son et al., 2024). Here, the dynamic capabilities play a key role in enabling small and medium-sized enterprises (SMEs) to navigate the turbulent markets and mitigate the resource constraints to enable the growth and performance of the enterprise to become sustainable (Hernández‐Linares et al., 2018). 
In particular, dynamic capabilities can be viewed as an effective tool for the fast development of marketing capabilities as one of the constituents of operational capabilities in response to changing conditions in the market (Yi et al., 2023). According to this view, market orientation can also be considered a dynamic capability, which provides organisations with the necessary market-sensing, customer-linking, and channel-bonding capabilities, thus allowing proactive adaptation (Wójcik-Karpacz et al., 2021). According to this conceptualisation, a strong market orientation can benefit the dynamic capabilities of a firm by supplying it with relevant and timely market information that may result in better strategic choices and better performance outcomes (Hernández‐Linares et al., 2018). Moreover, the interplay of dynamic capabilities and market orientation can have a strong impact on the business model innovation of a firm (Randhawa et al., 2020). This method frames dynamic capabilities as a multi-dimensional construct, which is central to SMEs to implement change in their resource base and mitigate performance, especially due to their existing resource limitation and acute exposure to external forces (Hernández‐Linares et al., 2018). Nevertheless, similar organisations can display different levels of performance results as some differences may exist in their strategic courses and circumstances (Bii & Onyango, 2018).
SME Performance in the Iraqi Context
The Small and Medium-sized Enterprise (SME) sector can be a cornerstone of the Iraqi economy since it provides services, employs people, and diversifies the economy (AL-Obaidi, 2021; Zaidan & Massoudi, 2025). Having about 1,186,790 micro, small, and medium enterprises in the country, with major governorates, such as Baghdad, Nineveh, and Basra alone, this industry seems to be the pressing factor of youth unemployment reduction and the improvement of national competitiveness in the process of post-conflict reconstruction (Zaidan & Massoudi, 2025; Al-Hashimy et al., 2023) In addition to its social contribution, the SME sector can be hypothesized as the key tool to economic diversification that has historically been typified by excessive burden on a public sector and the high reliance on hydrocarbon endowments, which form the major part of the public revenue, but non-extractive sectors play a marginal role in the Gross Domestic Product (GDP) (Abdullah, 2021; Jasim, 2026). As a result, the Iraqi Council of Ministers has defined the progress of the Small and Medium-sized Enterprises as a part of the national 2030 strategy of the development of the private sector (Mohammadali & Abdulkhaliq, 2019).
Nevertheless, Iraqi SMEs are subjected to unique obstacles to their operations due to key constraints in their resources, internal strengths, and market potential (Shekar et al., 2021: Kareem et al., 2024). As compared to bigger corporations that can have large resource buffers to pursue exploratory projects and reduce possible liabilities, SMEs are more prone to intensive competition and increased environmental flux (Han et al., 2023, 2024). These weaknesses are further exacerbated by the presence of cumbersome regulatory frameworks, limited access to capital, and the very nature of the nascent economic systems, which are prone to instability (Hilmi, 2021; Uctu & Al-Silefanee, 2024). This turbulence can cause the core capabilities of a firm to become obsolete or irrelevant within a short time; thus, the creation of Dynamic Capabilities can, therefore, be considered a precondition to protect the long-term competitive edge and organisational survival (Khouroh et al., 2019; Yi et al., 2023).
In this harsh environment, business performance means how well an organisation meets its goals, including financial and non-financial indicators: profitability, market share, customer satisfaction, and employee retention (Tehseen et al., 2021). The viability of Iraqi SMEs is becoming increasingly dependent on how these dynamic capabilities are combined with a high market orientation in order to address the challenges of environmental uncertainty (Hernández‐Linares et al., 2018). Although these constructs are critical, the literature examining the exact process by which market orientation can adjust the use of dynamic capabilities in resource-constrained companies in turbulent, developing economies such as Iraq is limited (Chiarelli, 2021; Hernández‐Linares et al., 2018). This research question attempts to fill this research gap by clarifying the relationship between these two strategic factors, which could be useful in improving organizational output in the specific Iraqian economic environment.

The Moderating Variable: Market Orientation
As the overall dedication of the firm to the creation, sharing, and responsiveness to market intelligence related to the needs of the customers and the competitive moves (Hernández‐Linares et al., 2018; Ulum et al., 2023), market orientation is a crucial antecedent of excellent performance in any organizational setting (Ulum et al., 2023). This coherent view makes Market Orientation (MO) a compelling cultural and behavioral philosophy that focuses on better customer value co-creation (Chiarelli, 2021), which could allow Small and Medium-sized Enterprises (SMEs) to internalize market insights into strategic practices, thus facilitating greater flexibility and competitiveness (Yi et al., 2023; Wójcik-Karpacz et al., 2021). This holistic solution is thus more likely to enable proactive establishment and ultimate management of market needs by market-oriented SMEs, leading to an improvement in their overall performance and sustainability (Al-Zubaidi et al., 2025; Sinaga, 2025). 
In fact, the enhancement of a stronger market orientation in an organizational entity is normally associated with the emergence of better marketing competencies that are considered critical towards the achievement of competitive advantage and improvement of business performance (Ulum et al., 2023; Correia et al., 2020). This proactive mode, in its turn, is likely to cement the reputation of market orientation as a strategic resource that is clearly capable of facilitating the emergence of dynamic capabilities that, in turn, can eventually catalyze the emergence of technological progressions and the subsequent performance improvement in SMEs (Rezazadeh et al., 2016).

Conceptual Framework and Hypotheses Development

The Relationship Between Dynamic Capabilities and SME Performance
The strategic usefulness of Dynamic Capabilities, in particular, is in their apparent ability to coordinate the resource base of a firm, i.e., in terms of creating, integrating, recombining, and releasing resources, thus, making it possible to remain aligned to a changing external environment (Takahashi & Sander, 2017). Although the ability to change resource settings is deeply connected to the Resource-Based View, the emphasis on change and organizational learning is evolved in terms of the evolutionary theory (Wollersheim & Heimeriks, 2016). The original theoretical models tended to believe in a direct and linear connection between Dynamic Capabilities (DCs) and the performance of firms; however, recent studies are starting to understand DCs as a multi-dimensional concept, which includes sensing, seizing, and reconfiguring capabilities (Breznik et al., 2019). This multi-dimensional approach is essential, as not all dimensions can be as useful towards the performance, especially in the resource-strained environment of a Small and Medium-sized Enterprise (SME) (Fatoki, 2021). 
In the case of Small and Medium-sized Enterprises, the emergence of strong Dynamic Capabilities can actually become a precondition to the avoidance of natural constraints in market power and lack of significant resource cushions (Hernández‐Linares et al., 2018). Compared to larger corporations, which in most cases have the privilege of having redundant resources to absorb the effect of environmental shocks, Small and Medium-sized Enterprises seem to be much more susceptible to external forces and fast-changing market dynamics (Asgary et al., 2020). In this turbulent environment, smaller firms might be able to recognize new opportunities and to actively implement the transformation of their value propositions, using Dynamic Capabilities (Kump & Schweiger, 2022). As an example, the effective incorporation of digital tools and social media could be a dynamic marketing capability, thereby supporting the acquisition of real-time intelligence and quicker identification of trends, as compared to traditional modalities (Sinaga, 2025).
Additionally, a combined strategy of Dynamic Capabilities (DCs) can be used to ensure organisational agility and optimisation of digital supply chains, which are crucial to remaining competitive in global markets (Alzoubi et al., 2024; Yi et al., 2023). Empirical research indicates that the effective implementation of such capabilities by SMEs is likely to provide better financial and non-financial results, which may involve increased profitability and sustainability in the short term (Indriastuti & Kartika, 2022; Srisusilawati et al., 2021). DCs can potentially help internal competencies to remain relevant and effective in the long term by facilitating the ability of firms to respond to market changes, as well as to actively influence the competitive environment (Alzoubi et al., 2024; Hernández‐Linares et al., 2018).
The reconfiguration of internal assets is theorized as a key survival factor of the organization in the particular context of Iraqi SMEs where environmental turbulence is extreme and the economy is seeking to diversify beyond oil dependence (Abdullah, 2021; Mansour et al., 2019). By leveraging sensing and seizing capabilities, these firms may facilitate a more effective response to the volatile and uncertain conditions that characterise the domestic market(Abdullah, 2021; Almahameed et al., 2026). These capabilities may facilitate the transformation of Iraqi SMEs' resource base, thus addressing the unique challenges of a post-conflict economy, ensuring that their operational capabilities remain aligned with market needs (Abdullah, 2021; Almahameed et al., 2026; Yi et al., 2023).
Based on the theoretical arguments and empirical evidence delineating the nexus between adaptive resource management and organisational prosperity, the following hypothesis is proposed:
H1: Dynamic capabilities have a positive and significant impact on the performance of SMEs.

Sensing Capability and Performance
Sensing capability refers to the firm's capacity for environmental scanning, information retrieval, and exploratory analysis across markets and technologies to identify opportunities before competitors(Hernández‐Linares et al., 2018). For Iraqi SMEs operating in a post-conflict and economically shifting landscape, sensing is the "early warning system" that may facilitate management's detection of shifts in customer preferences and regulatory landscapes (Sari & Pratama, 2023).
Research suggests that firms possessing heightened sensing capabilities may navigate market turbulence more effectively through the proactive identification of niche opportunities(Al-Zubaidi et al., 2025). In the Small and Medium-sized Enterprise (SME) context, this capability is frequently associated with performance, since its deployment often mitigates the prevalence of 'strategic blind spots' that often lead to failure in volatile markets (Hernández‐Linares et al., 2018; Sun et al., 2025).
Hypothesis 1a: An Iraqi SME's sensing capability is positively associated with its performance.
 Learning Capability and Performance
Learning capability involves the organisational capacity for the creation, transference, and integration of novel knowledge into its operational schema (Phạm & Hoang, 2019). This capability is critical for SMEs as it may enable the transformation of 'sensed' information into actionable intelligence. In Iraq, where formal institutional support may be limited, the capacity for learning from market signals and antecedent experiences may emerge as a principal source of competitive advantage (Hasan, 2025; Kareem et al., 2024).
Studies show that learning capability has a robust positive correlation with Small and Medium-sized Enterprise (SME) performance, attributable to its instrumentality in the continuous renewal of the firm's knowledge base (Istighfaroh & Nuraeni, 2020). This enablement, subsequently, permits the firm's adaptation of its product offerings and internal processes with superior efficacy compared to rival entities reliant upon static routines (Çakmak, 2023).
Hypothesis 1b: An Iraqi SME's learning capability is positively associated with its performance.

Integrating Capability and Performance
Integrating capability constitutes the organisational faculty for the amalgamation of individual and organizational knowledge; this process fosters synergy and the alignment of disparate resources (Fatoki, 2021). For Iraqi SMEs, which often face resource scarcity, the integration of existing internal assets with newly acquired external resources is imperative for the achievement of operational efficiency (Daou et al., 2019; Kareem et al., 2024).
The integration process serves to preclude the fragmentation of learned knowledge into isolated silos, thereby facilitating its pervasive incorporation into the organisational value chain (Marca & Zhao, 2019). Research suggests that integrating capabilities enhances firm performance by ameliorating internal friction and ensuring that all organizational units are working toward a unified strategic goal, thereby maximizing resource utility (Fatoki, 2021).
Hypothesis 1c: An Iraqi SME's integrating capability is positively associated with its performance.
Coordinating Capability and Performance
Coordinating capability encompasses the efficacious allocation of resources, the synchronization of activities, and the management of interdependencies between distinct tasks (Hernández‐Linares et al., 2018). While sensing identifies the optimal course of action, coordination delineates the mechanisms for its efficient execution.
Coordination is demonstrably essential for the achievement of "organizational agility" among SMEs (Yi et al., 2023). In the context of Iraqi SMEs, superior coordination allows for the rapid deployment of resources to capitalize on short-term market windows. Even in the presence of robust sensing and learning capabilities, research suggests, a firm may indeed fail to achieve performance enhancement in the absence of requisite coordinating mechanisms for the efficacious and timely deployment of its assets (Hernández‐Linares et al., 2018).
Hypothesis 1d: An Iraqi SME's coordinating capability is positively associated with its performance.
The Moderating Role of Market Orientation
3.6.2 The Moderating Role of Market Orientation
Market Orientation (MO) is also a core construct of strategic management that can be thought of as a collection of organisational processes that gathers and utilise market intelligence or a deeply ingrained organizational culture (Ulum et al., 2023). The existing literature always indicates dynamic capabilities (DCs) and MO complementation; DCs offer a means of reconfiguring resources, whereas MO activates the coordination of such changes with the external environment, which can help to attain high performance levels (Hernández‐Linares et al., 2018). In particular, MO serves as a strategic filter, which, perhaps, is crucial to promulgate the market-oriented decisions in time, a mechanism that is particularly crucial to small and medium-sized enterprises (SMEs) that have to operate under fluctuating conditions, such as Iraq (Hernández‐Linares et al., 2018). Although dynamic capabilities (DCs) are sometimes portrayed as generalized knowledge-based processes, Market Orientation (MO) explicitly outlines the cultural guidelines on how to obtain intelligence related to clients and rivals (Hernández‐Linares et al., 2018).
This difference hence, allows MO to enable cross-fertilization of ideas, hence facilitating the improvement of the internal capabilities of the firm via systematic and proactive use of information (Hernández‐Linares et al., 2018). In the context of SMEs, where asset holdings are often limited and must be used with a high degree of caution, the interplay between MO and DCs can be considered critical in the attainment of survival and competitive advantage (Hernández‐Linares et al., 2018).
3.6.2.1 Sensing Capability and Market Orientation
As a salient facet of corporate culture, MO often influences the extent to which a firm formulates strategies addressing customer needs (Hernández‐Linares et al., 2018). Sensing capability primarily endeavours to effectuate the alignment of internal organizational factors with external environmental shifts (Hernández‐Linares et al., 2018). Within Small and Medium-sized Enterprises (SMEs), which often maintain closer personal contact with clientele, elevated levels of MO reinforce sensing through the provision of an enriched comprehension of both expressed and latent customer needs (Ulum et al., 2023; Wójcik-Karpacz et al., 2021). This synergy, therefore, may enable firms to ascertain industry trends and competitor actions with greater precision, potentially facilitating the translation of sensed opportunities into tangible performance gains (Al-Zubaidi et al., 2025; Hernández‐Linares et al., 2018).
Hypothesis 2a: MO moderates the relationship between sensing capability and SME performance. Specifically, the strength of the positive relationship between sensing and performance is greater when MO is high.
3.6.2.2 Learning Capability and Market Orientation
Learning capability involves the creation and transference of novel knowledge into organizational operations (Phạm & Hoang, 2019). The presence of a strong MO may ensure that this learning process exhibits a strategic focus on market intelligence (Ahmed et al., 2018). By prioritizing information concerning customer preferences and competitor strategies, MO enhances the salience of knowledge acquisition (Sun et al., 2025). For Iraqi SMEs, this synergy may prevent the injudicious expenditure of scarce resources upon superfluous learning endeavors, thereby facilitating the direct contribution of new competencies to organizational agility and performance(Liu et al., 2025).
Hypothesis 2b: MO moderates the relationship between learning capability capability and SME performance. Specifically, the strength of the positive relationship between learning and performance is augmented by elevated MO.
3.6.2.3 Integrating Capability and Market Orientation
MO serves as "a strategy-driven mechanism responsible for balancing the outside and inside environments of an organization" (Hernández‐Linares et al., 2018). Consequently, MO favors the integration of information and knowledge that organizations necessitate for the efficacious execution of their operations and thereby enabling the anticipation of market requirements in advance of competitors and, subsequently, contributing to the organization's competitive advantage (Randhawa et al., 2020; Sun et al., 2025).
Furthermore, the integrative capacity for external resources, which proves vital for the recognition of nascent opportunities, constitutes an indispensable element of the survival strategies pertinent to smaller enterprises(Huang & Ichikohji, 2024). Specifically, the interaction between MO and integrative capability is likely to be particularly prevalent within SMEs, given that the cultivation of trust and heightened social interaction among personnel may facilitate both the exchange of knowledge and the integration of externally generated knowledge with extant internal capabilities (Do et al., 2025). 
It is postulated that dynamic capabilities and MO can interact to deliver high firm performance (Ribeiro et al., 2023).
Research about ambidextrous business models shows that companies that are successful in combining dynamic capabilities with market orientation can reach a higher level of innovation performance and a clear competitive advantage (Chigori et al., 2024). This urgency seems to be acute especially in the case of Iraqi SMEs where the ability of the integration of various sources of knowledge that may predetermine the effectiveness of strategic reaction to changes in the market (Ismael, 2022). The claim that dynamic capabilities and competitive advantages mediate the relationship between market orientation and business performance is further supported by empirical evidence of Portuguese SMEs that underscore the integrative nature of Market Orientation (MO) in the enhancement of the deployment of capabilities (Correia et al., 2020).
Hypothesis 2c: Market Orientation (MO) seems to mediate the connection between the capacity of integration and SME performance. Particularly, the positive relationship between integrating performance and capability is more potent in cases of high MO.
3.6.2.4.4 Coordinating Capability and Market Orientation.
Coordinating capability involves the efficient distribution and coordination of resources in various activities (Baségio & Bordini, 2018). MO enhances this ability by enabling the prioritization of such allocations according to market exigency and customer demand (Wang, 2023). The processes of coordinating mechanisms in turbulent environments require flexibility; MO provides the necessary informational knowledge to determine the activities of market-facing that require urgent resource mobilization (Malik & Terzidis, 2025).
The study highlights the argument that dynamic capabilities support the promulgation of opportune decisions; MO then determines the market-centricity of the decisions, which seems to have a direct impact on organizational performance (Suganda et al., 2022; Yi et al., 2023). Research has shown that market-oriented SMEs are more likely to exhibit better coordination of their operational capabilities, which is mainly explained by their more sophisticated understanding of customer priorities and their greater ability to allocate scarce resources to value-creating operations (Correia et al., 2020; Wójcik-Karpacz et al., 2021). This alignment is particularly important in post-conflict economies where market signals can be disjointed and firms have to use MO-based coordination to gain competitive advantage (Sari and Pratama, 2023).
Recent research on social media adoption and dynamic capabilities suggests that Market-Oriented Small and Medium-sized Enterprises (SMEs) may achieve superior performance through enhanced coordination of digital resources and market intelligence (Suganda et al., 2022). Furthermore, studies on Indonesian SMEs tend to indicate that the combination of market orientation, entrepreneurship, and dynamic capabilities may significantly enhance firm performance, with coordination assuming a pivotal role in the transmutation of market insights into operational excellence (Prasetyo et al., 2024). In the context of environmental uncertainty, the moderating effect of Market Orientation (MO) on the relationship between dynamic capabilities and performance may become even more pronounced, as firms must coordinate their responses to rapidly changing market conditions (Al-Zubaidi et al., 2025).
Hypothesis 2d: MO moderates the relationship between coordinating capability and SME performance. Specifically, the strength of the positive relationship between coordinating and performance is greater when MO is high.
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Figure 1: Research Framework

Methodology
Population and Sample
The target population and key informants were drawn from the registered Small and Medium-sized Enterprises (SMEs) in the Iraqi Chamber of Commerce registry across various sectors. According to the Iraqi delineation of Small and Medium-sized Enterprises, small firms are defined as those with three to nine employees, while medium firms are defined as those with ten to twenty-nine employees. Accordingly, in this study, the target population is composed of small and medium firms with three to twenty-nine employees.
The quantitative research involved the employment of a survey methodology, which entailed the distribution of a questionnaire to top management personnel within the SMEs. Closed-ended questions, calibrated on a five-point Likert scale, facilitated the assessment of all variables. Specifically, the probability sampling technique of simple random sampling was employed for this investigation. The approach guaranteed the equal chances of being picked by every SME in the specified population, which contributed to the increased generalizability of the empirical results to the Iraqi SME setting. The analytical sample consisted of one hundred thirteen Iraqi SMEs, which included different sectors. In terms of size distribution, 45% of the firms were included as small enterprises (three to nine employees), and 55% as medium enterprises (ten to 29 employees). Most of the respondents (68) had senior positions in management and the rest are financial managers (22) or proprietors (10).
Ethical Considerations
Data collection adhered to standard ethical guidelines. All participating SME managers and proprietors provided informed consent after being briefed on the study's purpose and their right to withdraw at any time. To protect privacy, all responses were completely anonymized and kept strictly confidential, ensuring that no individual or firm could be identified from the data.
 
Results
The following statistical analysis and results delineate the empirical findings derived from an investigation of one hundred thirteen small and medium-sized enterprises (SMEs). The analysis follows the multi-dimensional framework of Dynamic Capabilities (DC) and Market Orientation (MO) as conceptualized in established strategic management literature (Day, 1994; Hernández‐Linares et al., 2018; Slater & Narver, 1995).
Statistical Analysis and Results
The study utilized a sample of one hundred thirteen SMEs to investigate the individual and interactive implications of four DC dimensions—namely, sensing, learning, integrating, and coordinating—sensing, learning, integrating, and coordinating—on firm performance (Hernández‐Linares et al., 2018). Prior to the hypotheses' substantiation, validation of the measurement model for reliability and convergent validity was undertaken. In accordance with best practices for moderation analysis, all independent variables and the moderator were mean-centred to mitigate potential multicollinearity, with Variance Inflation Factors confirmed as well below the threshold of five (Al‐Nimer, 2024),(Iacobucci et al., 2015).
1. Scale Items and Reliabilities
Adaptation of the measurement scales derived from established sources within the dynamic capability (DC) and market orientation (MO) literature (Hernández‐Linares et al., 2018). Dynamic capabilities were assessed using a multi-item scale encompassing the four dimensions, while MO was measured as a cultural construct prioritising customer and competitor intelligence (Slater & Narver, 1995). All constructs appeared to exhibit high internal consistency, with Cronbach’s alpha () coefficients significantly exceeding the 0.70 benchmark (Yi et al., 2023).

Table 1: Scale Items and Reliabilities (N=113)
	Construct
	Items
	Sample Item
	Cronbach’s 

	Sensing Capability
	4
	The firm frequently undertakes environmental scanning for the identification of novel business opportunities.
	.815

	Learning Capability
	5
	The firm possesses effective routines for the acquisition and interpretation of novel market knowledge.
	.921

	Integrating Capability
	5
	The firm exhibits efficacy in the combination of internal resources with novel external knowledge.
	.824

	Coordinating Capability
	5
	The firm demonstrates effective synchronization of activities across disparate functional areas.
	.908

	Market Orientation
	10
	The firm's business objectives are principally predicated upon customer satisfaction.
	.845

	SME Performance
	8
	The firm's profitability relative to its primary competitors over the preceding three years.
	.852

	Environmental Dynamism
	3
	The rate of change in our industry's products/services is high.
	.812


Source: Adapted from Hernández‐Linares et al. (2018) and Slater & Narver (1995)
2. Descriptive Statistics and Correlations
The zero-order correlations between the variables under consideration indicate the presence of significant positive associations among all Dynamic Capability (DC) dimensions and Small and Medium Enterprise (SME) performance (Hernández‐Linares et al., 2018). Specifically, learning () and integrating () showed the strongest bivariate associations with performance (Hernández‐Linares et al., 2018). Furthermore, Market Orientation (MO) exhibited significant positive correlations with all four DC dimensions (Hernández‐Linares et al., 2018), thereby suggesting support for the theoretical proposition that a market-oriented culture may facilitate the development of organizational capabilities (Day, 1994),(Slater & Narver, 1995).

Table 2: Descriptive Statistics and Correlations (N=113)
	Variable
	Mean
	Standard Deviation
	1
	2
	3
	4
	5
	6

	1. Firm Size
	2.85
	0.94
	1.00
	
	
	
	
	

	2. Firm Age
	18.4
	12.5
	0.12
	1.00
	
	
	
	

	3. Sensing
	3.65
	0.73
	0.15
	--0.08
	1.00
	
	
	

	4. Learning
	3.62
	0.80
	0.18
	--0.10
	0.74***
	1.00
	
	

	5. Integrating
	3.48
	0.68
	0.21*
	--0.05
	0.52**
	0.58**
	1.00
	

	6. Coordinating
	3.44
	0.84
	0.14
	--0.07
	0.48**
	0.51**
	0.70***
	1.00

	7. Performance
	3.32
	0.76
	0.24*
	--0.25**
	0.39**
	0.46***
	0.43**
	0.34**


Note: $p < .05, ** p < .01, *** p < .001.
Source: Author's own elaboration based on primary survey data
3. Results of Hierarchical Regression Analysis
The assessment of the moderation hypotheses (Sun et al., 2025),(Hernández‐Linares et al., 2018) was facilitated by the execution of hierarchical linear regression, which proceeded through four distinct stages.
1. Model 1: Firm size, age, and environmental dynamism appeared to elucidate 10.2% of the variance in performance.
1. Model 2: The four DC dimensions were subsequently incorporated, which consequently appeared to demonstrate a significant augmentation in  ().
1. Model 3: The direct effect of MO was subsequently introduced, thereby suggesting a contribution of additional explanatory power.
1. Model 4: The four interaction terms were then incorporated for the assessment of H2a, H2b, H2c, and H2d.




Table 3: Results of Linear Regression Analysis (N=113)
	Independent Variables
	Model 1 ()
	Model 2 ()
	Model 3 ()
	Model 4 ()

	Controls
	
	
	
	

	Firm Size
	.062*
	.045
	.040
	.037

	Firm Age
	-.089**
	-.076*
	-.072*
	-.070*

	Environmental Dynamism
	.142***
	.115**
	.108**
	.105**

	Main Effects
	
	
	
	

	Sensing Capability
	
	.085
	.078
	.075

	Learning Capability
	
	.172***
	.160***
	.158***

	Integrating Capability
	
	.148***
	.142***
	.139***

	Coordinating Capability
	
	.022
	.018
	.015

	Moderator
	
	
	
	

	Market Orientation
	
	
	.125***
	.118***

	Interactions
	
	
	
	

	Sensing  MO
	
	
	
	.092**

	Learning  MO
	
	
	
	.088**

	Integrating  MO
	
	
	
	.074*

	Coordinating  MO
	
	
	
	.068*

	Model Fit
	
	
	
	

	
	.102
	.314
	.332
	.354

	
	--
	.212***
	.018***
	.022**


Source: Author's own elaboration based on primary survey data.

The presentation of standardized coefficients elucidates that regression patterns appear to align with established theoretical synergies (Slater & Narver, 1995),(Hernández‐Linares et al., 2018).
Discussion of Hypothesis Testing
The final regression model appears to lend considerable support to all four moderation hypotheses.
Hypothesis 2a appears to be corroborated, as the interaction between sensing capability and Market Orientation (MO) is positive and significant () (Hernández‐Linares et al., 2018). Consequently, it is suggested that the positive impact of environmental scanning on performance is maximised when firms possess a strong culture of gathering customer and competitor intelligence (Day, 1994; Ulum et al., 2023).
Hypothesis 2b receives corroboration, with the interaction between learning capability and MO yielding a significant positive effect (). Consonant with the tenets of organizational learning theory, MO may serve as a strategic framework, which directs learning endeavours towards market-relevant knowledge, thereby potentially augmenting competitive advantage (Sun et al., 2025),(Slater & Narver, 1995). Through the integration of learning capabilities with MO, small and medium-sized enterprises (SMEs) could more effectively leverage their finite resources for the comprehensive understanding of customer requirements and technological advancements (Al-Zubaidi et al., 2025),(Hernández‐Linares et al., 2018).
Hypothesis 2c appears to find corroboration through a significant positive interaction between integrating capability and MO (). MO appears to function as a strategy-driven mechanism that harmonises internal and external environmental factors (Randhawa et al., 2020). In the case of small and medium-sized enterprises (SMEs), the internal capabilities should be integrated with the externally introduced knowledge to be especially effective when guided by MO; thus, it helps to identify new opportunities and provides organisational sustainability in the long term (Prasetyo et al., 2024),(Yi et al., 2023).
Hypothesis 2d appears to be substantiated, by the observation that the interaction between coordinating capability and market orientation (MO) exhibits a positive and statistically significant influence (). This synergistic relationship suggests that the synchronization of resources and tasks across functional areas often entails the prioritization of resources and tasks in accordance with market exigencies, thereby potentially fostering superior firm performance (Hernández‐Linares et al., 2018).

Research Findings and Discussion
The next section describes the empirical results of the current study within the framework of the one hundred thirteen Iraqi small and medium-sized enterprises (SMEs) that were analyzed. The results of this inquiry seem to provide a subtle insight into the interaction of dynamic capabilities and market orientation that might impact the organizational performance in turbulent settings, including the after-war situation in Iraq. In line with the framework developed in the relevant literature, the results will incline towards the affirmation that, although dynamic capabilities (DCs) are evidently critical in the reconfiguration of the resource base, their effectiveness is considerably enhanced in cases where a firm has a strong market-oriented culture (Hernández‐Linares et al., 2018; Randhawa et al., 2020).
4.1 The Direct Impact of Dynamic Capabilities on Performance
The current discussion indicates that a considerable percentage of the difference in SME performance can be explained by dynamic capabilities as a group, which highlights the strategic value of the latter (Hernández‐Linares et al., 2018). The ability to reconfigure resources in the Iraqi environment where institutional backing is usually weak and where markets are unpredictable forms a survival necessity (Abdullah, 2021). Learning capability and integrating capability were the four dimensions that appeared to be strong predictors of high performance. (Yi et al., 2023).
These results indicate that in the case of Iraqi SMEs, knowledge acquisition and successful integration with prior existing internal resources is a condition that will allow overcoming economic stagnation after a conflict (Abdullah, 2021). On the other hand, sensing and coordinating capabilities were positive but not as strong as direct causal factors. This finding supports the view that in highly dynamic, like Iraq, the opportunity scanning (sensing) and task synchronization (coordinating) processes can remain in latent forms unless a strategic alignment is achieved, which leads to an expression of the processes in financial performance through a market-based concentration (Hernández‐Linares et al., 2018)..
4.2 The Moderating Role of Market Orientation
The added market orientation as a moderating variable gives a significant addition to the explanatory power of the model, thus indicating the MO seems to play the role of a strategic amplifier of the implementation of dynamic capabilities (Sun et al., 2025). In the context of Iraqi SMEs where resource scarcity is a widespread phenomenon, MO seems to serve as the main driver that guides organizational routines in the direction of value-creation activities (Ulum et al., 2023). 
Sensing Capability and MO (H2a): Sensing and MO seem to be positively and significantly interacting. This fact indicates that the ability to conduct environmental scanning in an unstable market, like Iraq, achieves optimal effectiveness when it is supported by an extensive cultural devotion to the understanding of customer requirements (Ulum et al., 2023). Although sensing is adequate to identify the alterations in the post-ISIS economy, MO offers the strategic filter needed to see through the actual market opportunities and environmental noise (Day, 1994; Ribeiro et al., 2023).
Learning Capacity and MO (H2b):Results indicate a synergistic nature of learning and MO. Learning is the framework of strategic processes in SMEs, whose value depends on its focus ((Hernández‐Linares et al., 2018). By putting intelligence at the forefront with regard to competitor actions, as well as consumer behaviour, MO can curb the inappropriate investment of limited financial resources in ineffective or unproductive learning activities by Iraqi SMEs (Slater & Narver, 1995).
Integrating Capability and MO (H2c): The findings show that there is a positive but significantly positive interaction between the integrating capability and MO. MO is a strategy-based process, which balances external and internal environments of an organization (Randhawa et al., 2020). MO facilitates the combination of externally acquired knowledge with the internal resources in Iraqi SMEs where trust and social capital are usually high, so that the resource configurations can match future market needs [CITE_103] (Ullah et al., 2019).
Coordinating Capability and MO (H2d): Lastly, the relationship between coordinating capability and MO seems to be positive and significant. Coordinating capabilities involve aligning resources; MO enhances this role with the need to prioritize such allocations in accordance with market urgency (Rose et al., 2016). This synergy can lead to the coordination efforts contributing to the agility of operations and profitability in the long run in the dynamic sectors of Iraq (Suganda et al., 2022),(Yi et al., 2023).
5. Conclusion and Implications
5.1 Theoretical Implications
This work can be added to the strategic management literature by showing that in the case of small and medium-sized enterprises (SMEs) dynamic capabilities cannot be represented as a single set of processes but a multi-dimensional construct that is valued depending on the strategic orientation of the firm (Hernandez-Linares et al., 2018; Rezazadeh et al., 2016). Within the particularities of the Iraqi economy, which are marked by the post-conflict recovery and institutional instability, our results indicate that sensing, learning, and integrating dimensions might play a crucial role in guaranteeing survival (Abdullah, 2021; Al-Zubaidi et al., 2025).
The empirical evidence of the confirmation of market orientation (MO) as a modulator in all four dimensions suggests that the effectiveness of so-called generic capabilities seems to be conditional on the development of a market-oriented culture, especially in turbulent environments (Randhawa et al., 2020),(Hernández‐Linares et al., 2018) This study is a response to the request to examine dynamic capabilities (DCs) in the SME environment with a finer brush, thus demonstrating that the interplay between the process and culture can be an important driver of competitive advantage (Hernandez-Linares et al., 2023),(Prasetyo et al., 2024). Moreover, our research generalizes the DC model on volatile sectors, and that MO is a kind of a strategic filter that reduces resource dissipation, and thus, it is easier to achieve long-term resilience (Sari & Pratama, 2023; “The Relationship Between Government Policy and Financial Performance: A Study on the SMEs in Iraq,” 2014).
5.2 Practical Implications
To the SME managers, especially the ones that work in the unstable and resource-limited markets of the post-ISIS Iraq, these findings indicate that investing in the technological infrastructure might not be enough without a solid emphasis on market intelligence (Abdullah, 2021; “The Relationship Between Government Policy and Financial Performance: A Study on the SMEs in Iraq,” 2014). Considering these changes in consumer behaviour and the economic insecurity of the Iraqi market, it seems that the managers should encourage a culture of customer satisfaction, which can help to make their organisational routines remain relevant. (Syhachack et al., 2024),(Sun et al., 2025).
1. Synchronizing Routines with Market Signals: To mitigate the typical deficit of resource buffers in smaller firms, Iraqi small and medium-sized enterprises (SMEs) may benefit from the ascertainment of guidance for their coordinating and integrating capabilities from market-driven priorities (Hernández‐Linares et al., 2018); this orientation could subsequently facilitate the attainment of superior performance, even amidst environmental shocks (Al-Zubaidi et al., 2025).
1. Leveraging Digital and Knowledge-Based Tools: In the contemporary Iraqi landscape, the integration of cybersecurity and digital marketing appears essential (Zaidan & Massoudi, 2025),(Tokhtiyeva & Esenye, 2025); however, these tools may only effectuate a meaningful contribution to performance when embedded within a culture of market orientation that values real-time customer engagement (Alzoubi et al., 2024),(Tokhtiyeva & Esenye, 2025).
1. Building Strategic Resilience: Iraqi SMEs may need to transcend a mere survivalistic modality by the leveraging of learning capabilities for the discernment of latent market opportunities (al., 2019); through the adoption of a technology-oriented and market-aligned approach, an optimization of their digital supply chains and a reconfiguration of their business models to accommodate localized demands could be achieved (Alzoubi et al., 2024),(Song et al., 2022).
Ultimately, for Iraqi SMEs, the combination of robust dynamic capabilities and a pronounced market orientation may confer the requisite strategic agility for the navigation of the complexities of a transitioning economy (Nurcholis, 2020),(Yi et al., 2023).
Limitations and Future Research
When looking at this study on small and medium-sized businesses in Iraq, we need to keep in mind some limitations. The results are based on a specific group of 113 companies in a country that has gone through conflict, which might make it hard to apply these findings to more stable economies. Also, because this study only looked at a certain point in time, we can't see how the companies' abilities to adapt and their performance change over time. To get a better understanding of how these things are connected, future studies should follow the companies over a longer period. Another thing to consider is that the data came from surveys that the managers filled out themselves, which could lead to biased answers. To make the findings stronger, future studies could use financial data that is more objective or get input from people at different levels within the company. This would help to get a more complete picture and reduce the potential for bias. By doing so, we can gain a deeper understanding of how small and medium-sized businesses in Iraq operate and what factors contribute to their success.
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