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Intellectual Capital: Firms’ Hidden Source of Service Quality
in the Microfinance Industry in Uganda

Nixon Kamukama

Faculty of Commerce, Makerere University Business School, Kampala, Uganda

The author examines the relative contribution of individual intellectual capital elements
on service quality in Uganda’s microfinance industry (MFI), adopting analysis of
moment structures, a form of structural equation modeling. Other than relational capi-
tal, intellectual capital elements are strong predictors of service quality with predictive
power of 34%. To boost the wealth of MFIs, managers should use a suitable intellectual
capital blend that increases firm value. Since the results of this study clearly show that
human capital is the most important intellectual resource, MFIs should source for
competent people who play key roles in the industry.
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INTRODUCTION

Increasedcompetitiveanddynamicbusinessenvironment,
coupled with massive indiscriminate customers, are forc-
ing service providers to reinvent the wheel and put more
value in the services they offer. The new orientation is to
adopt innovative means to provide high quality services
that meet or exceed customer expectations (Messo &
Smith, 2002). Quality can, therefore, be seen as an out-
put of innovative strategies fostering firms to increas-
ingly distance themselves from competition (Molly &
Brent, 1998). Firms with deeply ingrained service quality
orientation often develop both intrinsic culture and an
extrinsic reputation, which tend to be very enduring
and difficult to copy (Molly & Brent, 1998). Resources
and skills of this nature may be more sustainable than
those that are easily imitated or subject to substitution
(Barney, 1991). This signifies that providing a unique
service is synonymous with high value-creating strategy
and exceptional resources that are not simultaneously
being used by competitors.

Douglas, Roger, and Scott (2005) argue that quality
is not automatic but can only be accomplished if the
right combination of invisible and physical resources is
used. However, Kamukama, Ahiauzu, and Ntayi (2010)
argue that better results can be achieved if invisible
resources (intellectual capital) constitute a substantial
percentage of total assets to be used. Likewise, Goh
and Ryan (2005) claim that though physical capital is
crucial for firms’ operations, it is eventually the intellec-
tual capital that determines the quality of services pro-
vided to the customers. In support of this, the Chinese
philosopher Lao Tzo (600 BC) stated, ‘‘We make doors
and windows for a room. But it is the spaces that make
the room livable. While the tangible has advantages, it is
the intangible that makes it useful.’’ More so, using
an analogy of fruits and roots, Cabrita and Landeiro
de Vaz (2006, pp. 18–19) argue that it is the ‘‘roots of
the tree (which are invisible) that influence the size and
beauty of the fruits; but not the stem and branches.’’ It
is therefore clear that the drivers of firm value in modern
competitive environments lie in a firm’s intellectual
resources rather than its physical and financial capital.
This is true because sustainable service quality is no longer
rooted in physical assets and financial capital but rather
in effective channeling of unique invisible resources.
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According to Messo and Smith (2000), sustained
competitive advantage and superior service quality are
attributable to strategic assets (intellectual capital),
which Barney (1991), the brain behind the resource-
based view, regards as the assets that are internally con-
trolled and strategic to the firm. These are, therefore,
resources and capabilities that are valuable, uncommon,
poorly imitable, and nonsubstitutable, which give firms
an upper hand to provide services that are over and
above customers’ expectations (Barney, 1991; Prahalad
& Hamel, 1990). Craig (2005) observes that exchange
and sharing of invisible resources, such as knowledge
and experiences, can result in cost savings, increased
capacity, new services, and products that can improve
service quality. In this case, customer capital (i.e., cus-
tomer contracts, relationships, distribution networks,
and the like), an imperative ingredient of intellectual
capital, was found to be a driver of service quality
(Sandra, Miguel, & Tomas, 2007).

As an inventive form of financial intermediation with
the poor (Asian Development Bank, 2000; Otero &
Maria, 2002), the Microfinance Institution is, in effect,
‘‘double tasked’’ to provide sustainable financial services
to the active poor and lessen poverty among societies
(Adongo & Christopher, 2005; Consultative Group to
Assist the Poor, 2002). This industry is complex and
highly innovative (Kalyango, 2004), with great potential
to expand the financial frontier to the poor in a sustain-
able manner (Littlefield, Morduch, & Hashemi, 2003)
and, to a great extent, dependent on intellectual capital
for a source of renewal (Bontis, 2009; Stewart, 1997).
Nonetheless, there is limited empirical evidence in
microfinance literature to support intellectual capital,
as a key driver of financial services provided by the
microfinance industry (MFI). The few known studies
that have examined the relationship between intellectual
capital and service quality (Haynes, 2000; Pike & Roos,
2007a) were carried out in different industries. For
example, the Taiwanese health care sector, which
formed the testing ground for Pike and Roos (2007a),
is completely different from MFI in structure and intent.

Whereas there is a general consensus that human
capital, structural capital, and relational capital are ele-
ments of intellectual capital (Bontis, 2002; Edvinsson &
Sullivan, 1996; Lynn, 1998; Stewart, 1997; Tovstiga &
Tulugurova, 2009), the individual effect of intellectual
capital elements to service quality in the MFI remains
unclear. Moreover, Tovstiga and Tulugurova (2009),
Bontis (2002), and Stewart (1997) observed that the
three intellectual capital elements have different weights
in influencing firm performance. Presumably, the same
state of affair can be registered in a causal relationship
between intellectual elements and service quality in the
MFI. However, Firer and Williams (2003) and PekChen
(2005) observed that the predicting power of intellectual

capital elements to firm performance may be influenced
by the industry.

The foregoing discussion presupposes that no single
intellectual capital element can affect performance in
equal proportions across different industries. In this case,
the contribution of individual intellectual capital elements
on service quality in the Ugandan MFI is indistinct.

LITERATURE REVIEW

Theoretical Literature

Most research on the relationship between intellectual
capital and service quality is rooted in resource-based
view, human capital theory, and dynamic capabilities
theory (Barney, 1991; Becker & Gerhart, 1996;
Decarolis & Deeds, 2006; Teece, Pisan, & Shuen, 1997).
All these theories provide a detailed account of firm
performance using available resources despite the limi-
tations in their application.

Messo and Smith (2000) posit that sustained service
quality is attributable to strategic assets, which Barney
(1991), the brain behind the resource-based view, regards
as the assets that are internally controlled and strategic to
the firm. According to the resource-based view, sustained
service quality is influenced by resources that are valu-
able, rare, nonsubstitutable, and hard to imitate and that
reside within an organization (Barney, 1991; Stiles &
Kulvisaechana, 2004). Accordingly, the discrepancies in
size distribution and competitiveness of firms occur from
their distinctive capabilities (Amit & Schoemaker, 1993).
It becomes imperative that management monitors such
internal resources to ensure the firms’ sustainable com-
petitive advantage to provide superior service.

Related to a resource-based view is the knowledge-
based theory, which puts forth the belief that hetero-
geneous knowledge bases among firms and the ability
to create and apply knowledge are the main determi-
nants of service quality and, thus, competitive advan-
tage (Decarolis & Deeds, 2006; Grant, 1996; Spender,
1996). Blending different knowledge bases, according
to the theory, gives the firm a better competitive position
in an environment.

From a different perspective, the fact that firms are
faced with an uncertain, competitive, and dynamic busi-
ness environment means there is a need to provide a
coherent framework to integrate existing conceptual
and empirical knowledge to match environmental vola-
tility. In this case, the dynamic capabilities theory
(DCT), which puts emphasis on resources development
and renewal, can be seen as a tentative alternative theory
to explain superior performance in service delivery. The
theory (DCT) enables firms to integrate, build, and re-
configure internal and external competencies to address
rapidly changing environments (Teece et al., 1997). This
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signifies that performance of the firm rests squarely with
industry analysis, organizational governance, and firm
effects in the form of resource advantages and strategies.

Empirical Literature

According to Wriston (2010, pp. 214–215), ‘‘the new
source of wealth is not material; it is information, knowl-
edge applied to work to create value.’’ These are invisible
assets that Stewart (1997) and Bontis (1998) describe as
intellectual capital. From a managerial perspective,
intellectual capital is the knowledge, applied experience,
organizational technology, relationships, and pro-
fessional skills that provide for a competitive edge in
the market. Other scholars like Zigan, Macfarlane, and
Desombre (2008) conceptualized intellectual capital as
a holistic or meta-level capability of an enterprise to
coordinate, orchestrate, and deploy its knowledge
resources to create value in pursuit of its future vision.

Increasingly, there is growing evidence that the drivers
of value creation in the modern competitive environment
lie in a firm’s intangible resources rather than in its physi-
cal capital and financial capital (F-Jardon & Martos,
2009; Kiong, Ting, & Lean, 2009). This assertion concurs
with conclusions made by Yalam and Coskum (2007) in
banks listed on the Istanbul Stock Exchange, where
intellectual capital was found to be more important in
predicting bank performance, compared with physical
assets. Likewise, the investigation of Saengchan (2008)
into the relationship between intellectual capital and
performance of commercial banks in Thailand from
2000 through 2007 recommended that intellectual capital
should be recognized as one of the major investments
that can drive the company’s sustainable growth. The
foregoing discussion presupposes that sustainable per-
formance is no longer vested in the resources that are
widespread but those that are specific to the firm, rare,
imitable, and nonsubstitutable. However, F-Jardon and
Martos (2009) argue that both intellectual resources
and tangible assets must co-exist if firm goals are to be
achieved. Nevertheless, Goh and Ryan (2005) claim that
while physical assets are crucial for firm operations, it is
eventually the intellectual capital that influences the
quality of services provided to the customers.

Notwithstanding the potential of intellectual capital
in influencing firm value, there is general consensus that
it encompasses human capital, relational capital, and
structural capital (Bontis, 2002; Edvinsson & Sullivan
1996; Lynn, 1998; Stewart, 1997; Tovstiga & Tulugurova
2009). Such taxonomy permits scholars like Sofrain,
Tayles, and Pike (2008) to assert that intellectual capital
is possession of knowledge and experience, professional
knowledge and skill, goal relationships, and techno-
logical capacities, whose synergic effect can boost firm
performance.

According to Cabrita and Landeiro de Vaz (2006),
relational capital is knowledge embedded in the rela-
tionships with any stakeholders that can influence the
organization’s life. Welbourne (2008) argues that such
resource is based on developing, nurturing, and main-
taining high-quality relationships with any organization,
individuals, or groups that influence business perfor-
mance. Zahra (1999), Kennerly and Neely (2000), and
Baldwin and Danielson (2002) observe that long-term
relationships between the company and stakeholders
strengthen the networks and create channels through
which a firm is able to provide high-value services to
its clients. A long-term relationship with the stake-
holders is, therefore, a source of information that keeps
the firm up-to-date in a turbulent business environment.
The exchange and sharing of knowledge and experiences
with stakeholders can result in cost savings, increased
capacity, new services, and products that can improve
service quality (Craig, 2005). Hence, to provide excep-
tional service, a firm must have an understanding of
consumer perception of the quality and the way service
quality is influenced (Gronroos, 1990; Gummesson,
1994). In this case, strong networks with employees, cus-
tomers, and suppliers can promote new business ideas,
goal congruence, and mutual trust, which all influence
service quality. Thus, trust in relationships among
employees, and with both suppliers and customers, facil-
itates efficient exchange of information, which, in turn,
influences monitoring and operational costs. Indeed,
mutual relationships existing between the firm and
customers can promote effective planning, problem
solving, and troubleshooting, which can further increase
production and service delivery efficiencies and reduce
organizational costs. If we accept the premise that qual-
ity management is a quest for continuous improvement,
it is imperative that constant references are made back
to the consumer. Likewise, George and Shirley observe
that the service organization ‘‘must become obsessed
by listening frequently, systematically and naively to
the customer’’ (1997, p. 277) for continued high-value
service. Despite the foregoing theoretical assertions,
there is not enough empirical evidence to support the
association between relational capital and service qual-
ity in the MFI. Limited literature on the link between
relational capital and service quality calls for the testing
of the following hypothesis:

H1: Relational capital positively influences service
quality in Uganda’s microfinance institutions.

Human capital, another component of intellectual
capital, is what a single employee brings into the value
adding processes, consisting of professional competence,
social competence, employee motivation, and leadership
ability (Stewart, 2001). According to Bontis (2002),
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human capital represents the human factor in the orga-
nization, the combined intelligence, skills, and expertise
that employees take with them when they leave the
company, and gives the organization its idiosyncratic
character. Organizations with superior manpower and
learning capability are able to coordinate and combine
their traditional resources and capabilities in new and
distinctive ways to provide better services to its custo-
mers. Haynes (2000) observes that customer perception
of satisfactory service is directly influenced by the beha-
vior of service providers, which, in turn, appears to be
influenced by human capital. In support of Haynes’
observations, Dong Kyoon and Jeong (2007) posit that
a climate for employee well-being acts as a foundation
for climate for a service. However, Albrecht and Zemke
(1995) argue that the claims of Dong Kyoon and Jeong
are attainable if the firm engages employees who have a
clear understanding of service quality. On the contrary,
studies so far carried out are silent about the link
between human capital and service quality in the micro-
finance literature. The researcher therefore hypothesizes
as follows:

H2: Human capital positively influences service
quality in Uganda’s microfinance institutions.

In a related case, Maheran and Khairu (2009) delin-
eate structural capital as competitive intelligence, for-
mulas, information systems, patents, policies, and
organizational culture resulting from the products or
systems the firm has created over time. It is an invisible
resource that represents the intellectual value that
remains with the enterprise when employees leave. A
research study by Stiles (2005) observes that structural
capital links the resources of the organization into pro-
cesses that create value for customers and sustainable
competitive advantage for the firm. Ronald and
Parhizgari (2000) contend that to provide an enduring
customer service excellence, organizations need to have
internal structures and processes in place that enable
employees to succeed in carrying out the tasks they per-
form to create products and customer support services.
By doing so, organizations develop dedicated and loyal
employees who can deliver what is expected of them and
will even go beyond their expectations to serve the cus-
tomers diligently. Collins and Porras (1994) extended
the argument and observed that supportive organiza-
tional culture, internal processes coupled with strong
corporate purpose, and compelling values are respon-
sible for major corporate success. Organizational culture
influences teamwork, which, in turn, impacts firm per-
formance. Ultimately, the simple point is that organiza-
tional cultures, structures, and processes that support
the purpose of the organization enhance efficiency and
thus a firm’s quality of service (Edvinsson, 1997). Like

other components of intellectual capital, the empirical
evidence about the association between structural
capital and service quality in microfinance literature is
limited. This study, therefore, addressed the following
underlying hypothesis:

H3: Structural capital positively influences service
quality in Uganda’s microfinance institutions.

Drawing from this discussion, Tovstiga and
Tulugurova (2009), Bontis (2002), and Stewart (1997)
observe that three intellectual capital elements exert dif-
ferent weights in influencing firm performance. How-
ever, Firer and Williams (2003) and PekChen (2005)
observe that the predicting power (weights) of intellec-
tual capital elements to firm performance may be influ-
enced by the industry. In support of this, F-Jardon and
Martos (2009) observed that the existence of some ele-
ment differential in the companies condition the effect
of intellectual capital elements on firm performance.
Villalonga (2004) extended the debate and observed
that, in some industries and countries, intellectual capi-
tal resources can even lock firms in persistent disadvan-
tages. Although there is a plethora of published work in
the marketing and retail sectors about service quality,
little empirical work has been carried out in microfi-
nance institutions. Unfortunately, most of the studies
on intellectual capital and firm performance are
common in the developed world (Bontis, 1998; Cabrita
& Landeiro de Vaz, 2006; PekChen, 2005; Williams,
2003). Because most intellectual capital studies were
carried out in the developed world, the findings of the
studies cannot be generalized to developing nations. In
support of this, Bandura (1986), through social cogni-
tive theory, observes that responses and, therefore,
study results are normally influenced by the research
environment. Owing to these arguments, the study on
the effect of intellectual capital elements on service qual-
ity in the developing countries’ microfinance institutions
is inevitable.

STUDY DESIGN AND METHODOLOGY

This study used cross-sectional and quantitative res-
earch designs to address the hypotheses covered in this
research.

The study population included 78 microfinance
institutions registered with Association of Microfinance
Institutions in Uganda (AMFIU, 2011=12). A sample
size of 65 firms was targeted and arrived at by adopting
Yamane’s (1973) sample size selection approach. On the
basis of Yamane’s approach with total population (N)
of 78 and tolerable error (e) of 0.5%, the sample size
(n) was 65 firms. According to Yamane, sample size is
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given by: n¼N=1 þN(e)2, where n is a sample size, N is
total population, and e is tolerable error. Yamane’s
sample selection was preferred because it fairly yields a
representative sample. In addition, the sample size
generated using this approach fairly mirrors the results
one would have obtained using a table of random
samples by Krejcie and Morgan (1970). Simple random
sampling was used to select 65 firms from the total
population of 78 firms.

The unit of analysis was microfinance institutions
whose senior members of staff were the units of inquiry.
Though a maximum of eight senior managers per firm
were targeted, the number of respondents from the firms
ranged between five and seven senior managers. To add-
ress variations in firm responses, a minimum of five
senior managers were considered for analysis. The
decision to accept a minimum of five senior staff per firm
is based on Ntoumanis’ (2001) and Field’s (2006) guide-
lines on sample selection. Ntoumanis and Field observed
that the ratio of participants to independent variables for
multiple regressions should be at least 5:1 or 10:1,
respectively (that is, for every independent variable, five
or 10 participants should be able to provide answers).

Other scholars like Baer and Frese (2003) and Ngoma
(2009) adopted and used a minimum of three respon-
dents per firm. Thus, a minimum of five senior managers
per microfinance institution was sufficient for the study.
However, of 65 firms, 51 responded, for a response rate
of 78.4%.

Measurement of Variables

Study variables were measured on the basis of previous
studies together with the review of the existing literature
as indicated in the next paragraph. In line with measure-
ment items used in previous studies, a 5-point Likert
scale (developed by Rensis Likert in the 1930s) was
adopted for all item scales, anchored on a range from
1 (‘‘strongly disagree’’) to 5 (‘‘strongly agree’’). Intellec-
tual capital was subdivided into three elements: human
capital, structural capital, and relational capital. Each
dimension was measured based on the works of other
scholars and modified to match the Ugandan study
context.

Human capital was measured using the Intangible
Asset Monitor developed by Sveiby (2001) and later
modified by Petty and Guthrie (2004). The questions
were developed to tap aspects of employee know-how,
education, vocational qualifications, work-related
knowledge, work-related competence, entrepreneurial
spirit, innovations, proactive and reactive abilities, and
social competence.

Several aspects to measure structural capital included
but were not limited to organizational culture, orien-
tation to quality, innovation, continuous improvement,

information systems, and teamwork (Bontis, 2002;
Brooking, 1996; Kaplan & Norton, 2004; Roos, Roos,
Edvinsson, & Dragonetti, 1998; Sveiby, 2001; Wang &
Chang, 2005).

Relational capital was measured using a combination
of instruments developed by Edvinsson and Malone
(1997) and Rindfleisch and Moorman (2001) and modi-
fied and used by Heng-cheng and Chin-wen (2007).
The main aspects included network levels,customer
capital, and level of marketing channels.

Service quality was specifically measured using the
pivotal-core-peripheral (P-C-P) model attributes model
by George and Shirley (1997). Specific attributes here
included pivotal attributes, core attributes, and periph-
eral attributes.

Validation of Research Instruments

Questionnaire was validated through expert interviews
and a panel of practitioners. Intellectual capital dimen-
sions of human, structural, and relational capital yielded
a content validity index (CVI) of 0.85, 0.81, and 0.79,
respectively. Similarly, service quality registered a CVI
of 0.78. These results signify that the contents of the
instrument=questionnaire represented the domain of
the constructs studied.

Further tests covered the reliability of the instru-
ment and Cronbach’s a values for intellectual capital
dimensions and service quality were all above 0.78, sug-
gesting adequate internal validity. Anastasi (1982) and
Nunnally (1978) state that reliability coefficients of
0.70 or greater signify high validity of instruments.

Data Management and Analysis

Principal component analyses were performed to ident-
ify patterns in data and to reduce data to a manageable
level (Field, 2006). The analysis produced three factors
of intellectual capital and two factors for service quality,
which account for 62.5% and 60.5% of variance, respect-
ively, as shown in Tables 1 and 2.

Common method bias was addressed in this study by
(i) collecting data from at least five senior managers of
each MFI and (ii) sourcing most of the data relating
to the dependent variable from MFIs’ published finan-
cial data, accessed on http://www.mixmarket.org on
September 28, 2009, and the Uganda MFI assessment
report (2010). Specific secondary data used to measure
service quality included customer retention ratios,
repeat purchase ratios, customer defection rates, rate
of customer complaints, and quality ratios. This appro-
ach is supported by Podsakoff, Mackenzie, and
YeonLee (2003). Potential effects of response pattern
biases were reduced by incorporating negatively worded
items on the questionnaire (Idaszak & Drasgow, 1997)

154 N. KAMUKAMA



The logic is that negatively worded items are like
cognitive ‘‘speed bumps’’ that require respondents to
engage in a more controlled, as opposed to automatic,
cognitive processing.

Data were checked, cleaned, and aggregated to a firm
level using the name of the firm as a breaking variable
(Field, 2006). Completed questionnaires were further
checked for missing values and inconsistencies in res-
ponses given by the respondents. Simple frequency runs
were made to screen the data to identify missing values.
The identified values were a result of omissions made by
respondents, which constituted less than 1% of the data.
According to Little and Rubin (2002), the registered
missing values are trivial and inconsequential to sup-
press the standard deviation (Field, 2006; Mundfrom
& Whitcom, 1998). These were data missing completely
at random (MCAR) since the missing values were a
result of omissions not related to other values or vari-
ables (Acuna, Coaquira, & Gonzalez, 2003; Little &
Rubin, 2002). Consequently, the mean imputation
replacement method was found to be suitable for this
study (Acuna et al. 2003; Field, 2006; Little & Rubin,
2002; www.missingdata.org.uk).

Data screening exercise aimed at establishing the dis-
tribution of data to assess whether the assumptions of
parametric data were tenable. Specific assumptions
tested included normality of the distribution of the
data, homogeneity of variance, linearity of the data
independence of errors, and multicollinearity. We tested

multicollinearity by running the variance inflation factor
(VIF) and the tolerance levels. Multicollinearity results
for this study were VIF and tolerance values of 1.23
and 0.81, respectively. This result indicated that a multi-
collinearity problem among the predictor variables did
not exist because all the values were below the cut-off
value as per the rule of 10, which advocates for a thresh-
old VIF of less than 10 or tolerance ratio of greater than
0.1 (Saunders, Lewis, & Thornhill, 2007).

Data were analyzed using multiple regressions
together with the use of analysis of moment structures
(AMOS).

RESULTS

Sample Characteristics

Data from 51 of 65 targeted firms were received, repre-
senting a 78% response rate. As evidenced from

TABLE 2

Factor Results: Service Quality

Service Quality

1 2

Q1: We have greatly reduced the time it takes to

resolve a customer’s problem.

0.645

Q2: Our customers praise us because of our

services

Q3: The time it takes to serve our clients is the

best in the industry.

0.615

Q5: Our services to customers are widely

considered as the best in the industry

0.758

Q7: A poll of our customers would indicate that

they are generally satisfied with our

organization.

0.787

Q8: We generally do not care about what the

customer thinks or wants from us.

0.793

Q9: We have greatly reduced the time it takes to

resolve a customer’s problem

0.763

Q10: Customers make constructive statements

about the firm

0.783

Q12: Our customers are not happy with what we

charge them for the services

0.730

Q13: Our customers praise us because of our

services

0.637

Q14: Our clients enjoy our systems in place 0.787

Q15: Our clients appreciate the competences of

our employees

0.811

Q20: When it comes to new business, our

customers have increasingly selected us

0.633

Q21: Our customers know that we care for them 0.734

Q22: Our service providers are always honest to

our clients

0.683

Q25: We are proud of the best customer care to

our customers and suppliers

0.674

Q26: We are always there to serve our customers 0.610

Eigen values 2.7 1.2

Percentage variance 35.5 25.0

Cumulative variance 35.5 60.5

TABLE 1

Factor Results: Intellectual Capital

Intellectual Capital Components

Human

Capital

Structural

Capital

Relational

Capital

Working under pressure 0.86

Knowledgeable employees 0.83

Creative employees 0.74

Competent employees 0.64

Staff with high skills 0.62

Good at problem handling 0.60

Clear structures in the firm 0.88

Staff complement each other 0.78

Staff are in touch with each other 0.72

Teamwork exists in the firm 0.63

Firm processes are fast 0.61

Firm has networks with others 0.87

Employees are committed to

clients

0.64

Mutual trust exists between firm 0.62

Have many channels with clients 0.61

Eigenvalues 5.07 1.78 1.29

Percentage of variance 27.38 20.95 14.15

Cumulative percentage 27.38 48.33 62.48

Extraction method: principal

component analysis: KMO

0.76

Determinant of matrix 0.002
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Tables 3–6 depicting microfinance institutions’ charac-
teristics, 47% (24) were from central, 29% (15) from
western, 10% (5) from northern, and 14% (7) from east-
ern regions of Uganda. The majority (82%) of micro-
finance institutions’ capital structure consists of equity
and loans, and their average capital size was greater
than 2 billion Uganda shillings. The majority percentage
(59%) of the firms have been operating for more than 10
years. The mean scores of variables ranged between 3.36
and 4.31, and standard deviations were in the range of
0.47 to 0.81. Since the standard deviations are small
compared with mean values, it is true the computed
means highly represent the observed data. In effect,
the calculated averages are a good replica of the real
world (Field, 2006; Saunders et al., 2007).

Principal component analysis was conducted with
varimax rotation. All variable items were confirmed
valid since their factor loading values were more than
0.5. This result mirrors previous studies conducted by
Bontis (1998). The elements of intellectual capital
including human, relational, and structural capital were
extracted and accounted for 62.5% of the variance in
intellectual capital as indicated in Table 1.

Correlation and Regression Analyses

Based on the results generated using AMOS presented
in Figures 1 and 2, with the exception of relational capi-
tal, intellectual capital dimensions (structural capital
and human capital) have a substantive and significant
relationship with service quality (r¼ .322, p< .05, and
r¼ .777, p< .01, respectively). Surprisingly, an insignifi-
cant relationship (r¼ .102, p> .05) is registered between
relational capital and service quality in the MFI.

Furthermore, the results indicate that intellectual
capital elements account for up to 34% of the variance
in service quality in the MFI. On the basis of regression
weights in Figures 1 and 2, the relative contributions of
intellectual capital elements are given. Accordingly, the
order of importance of the intellectual capital elements
based on their standardized b values is as follows:
human capital (b¼ .37, p< .01), structural capital (b¼
.28, p< .05), and relational capital (b¼ .10, p> .05).
With the exception of relational capital, the rest of
intellectual capital elements have a significant effect on
service quality in the MFI.

DISCUSSION

Arising from the study results, it is clear that other than
relational capital, other elements of intellectual capital
(human capital and structural capital) are significantly
associated with service quality in the MFI. These results
indicate that increases in structural capital and human
capital are associated with better service quality in the
MFI. In addition, human capital and structural capital
have been confirmed as strong predictors of service
quality in the MFI.

TABLE 3

Years of Operation of Microfinance Institutions

Frequency Percent Valid Percent

<5 yr 7 13.7 13.7

5–10 yr 14 27.5 27.5

10–15 yr 20 39.2 39.2

>15 yr 10 19.6 19.6

Total 51 100.0 100.0

TABLE 4

Capital Structure of Microfinance Institutions

Frequency Percent Valid Percent

Equity capital 4 7.8 7.8

Equity and loans 42 82.4 82.4

Donations 1 2.0 2.0

Loans only 4 7.8 7.8

Total 51 100.0 100.0

TABLE 5

Location of Microfinance Institutions in Uganda

Frequency Percent Valid Percent

Central Uganda 24 47.1 47.1

Western Uganda 15 29.4 29.4

Northern Uganda 5 9.8 9.8

Eastern Uganda 7 13.7 13.7

Total 51 100.0 100.0

TABLE 6

Mean and Standard Deviations of Global Variables

N Minimum Maximum Anchor (Likert Scales) Mean Std. Deviation

Structural capital 51 2.75 5.00 1–5 4.31 0.55

Human capital 51 2.80 5.00 1–5 4.12 0.46

Relational capital 51 2.00 5.00 1–5 3.47 0.81

Service quality 51 1.80 5.00 1–5 3.36 0.76
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FIGURE 1 Correlation and Regression Tests (color figure available online).

FIGURE 2 Path Diagram (color figure available online).
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In view of human capital element, results depict that
a strong human capital base is a source of high value
services in the MFI. This is true because individuals with
higher quality of skills, knowledge, and experience
(human capital) are capable of influencing superior ser-
vices in any organization. This finding is supported by
the human capital theory (Becker & Gerhart, 1996),
which posits that increased knowledge and abilities of
employees can be translated into increased production
and better firm results. Likewise, Ronald and Parhizgari
(2000) observe that high-caliber and competent employ-
ees can be a source of ideas that can foster or improve
firm efficacy and efficiency, and hence value to custo-
mers. This point of view is also consistent with Teece
(2000) and Zott (2003), who argued that organizations
with superior manpower and learning capability are able
to coordinate and combine their traditional resources
and capabilities in new and distinctive ways to provide
more value to their customers.

More so, results indicate that structural capital is an
important factor in influencing service quality in the
MFI. This implies that a positive change in the structur-
al capital base leads to improved quality of service in the
MFI. In this case, the routines and processes, networks,
and organizational culture that act as the glue for orga-
nizations can either enhance or disable cooperative
working and the development of knowledge, which are
sources of service quality. This finding is in agreement
with observations made by Edvinsson (1997), who
established that organizational cultures, structures, and
processes that support the purpose of the organization
can promote efficiency and, thus, the firm’s superior per-
formance. Also, a study by Stiles (2005) concluded that
structural capital links the resources of the organization
into processes that create value for customers and sus-
tainable competitive advantage for the firm. Therefore,
the findings of this study affirm that supportive organi-
zational culture, internal processes, strong corporate
purpose, and compelling values are necessary for the
best services in the MFI. Owing to these findings, H2
and H3 are supported.

However, results have indicated that relational capi-
tal does not significantly influence service quality in
the MFI, thus rejecting H1. This finding denotes that
strong networks and mutual relationships (relational
capital) with customers do not influence service quality
in the MFI. This finding indicates that the level of rela-
tionships with stakeholders, especially with microfinance
customers in Uganda, does not guarantee any better
quality of services. This is an industry where customers
can endure all the conditions in order to access finances,
especially if they are desperate for money. However, this
finding contradicts the conclusions of Pike and Roos
(2007b) in the Taiwanese health care sector, where a

positive and significant relationship was established
between relational capital and service quality. The diver-
gent results in this study could be attributable to the
nature of clients and the level of technology employed
in the industry. For example, in this era of e-banking,
electronic funds transfer, and use of automated teller
machines, the majority of customers in Uganda are
served electronically; therefore, they do not need to
relate with employees. In this case, customers need not
relate well with employees to be better served; instead,
the quality of service will be influenced by the quality
of technology in place. Nevertheless, in the case of the
health care sector, where care and mutual trust are criti-
cal (Bontis, 2009), relational capital is a must if provided
services are to be appreciated by patients; the study
carried out by Pike and Roos (2007b) in the Taiwanese
health care sector is clear evidence.

Overall, intellectual capital elements predict up to
34% of variance in service quality of the MFI. This
denotes that the three elements of intellectual capital
studied explain or account for only 34% of services
offered by the industry, signifying that the remaining
66% is explained by antecedents not addressed in this
study. In a related case, the intellectual capital elements
pose different weights to service quality. This finding is
consistent with observations of Bontis (1998), Stewart
(1997), and F-Jardon and Martos (2009), who also
established that the relative importance of intellectual
capital elements to firm performance is always diverse.
However, Firer and Williams (2003) and PekChen
(2005) argued that the disparity in the contributions of
individual intellectual capital elements to firm perfor-
mance is influenced by the industry.

CONCLUSION

Ensuing from the foregoing discussion, the study con-
firms that, with the exception of relational capital, the
rest of intellectual capital elements (human capital and
structural capital) are significant predictors of service
quality in the MFI in Uganda. Of the three intellectual
capital elements, human capital has the highest predict-
ing power and, therefore, is more important in influen-
cing service quality in the MFI. Altogether, intellectual
capital elements account for 34% of the quality of the
services provided by the MFI.

Fundamentally, human capital has been found to be
an engine of intellectual capital as depicted by factor
analysis results in Table 1 and multiple regression
results. Therefore, in the microfinance institutions’
business context, the development of human capital
resources is one of the most significant intellectual capi-
tal elements of economic success.
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Recommendations to Management and
Researchers

To boost the wealth of MFI in Uganda, managers
should use a suitable intellectual capital blend that inc-
reases firm value. Since the results of this study clearly
show that human capital is the most important intellec-
tual resource, microfinance institutions should take the
initiative to source for competent people or build the
capacity of the employees who play key roles in the
industry. In effect, the microfinance firms’ staff selection
system should place greater emphasis on social compe-
tences, employee motivation, employee agility, and lead-
ership abilities of staff, instead of their professional
competences. It is not the quality of the people whom
a firm hires that will promote business success but rather
the ability of the hired people to network well among
themselves and their agility in addressing sensitive mat-
ters in a firm (Welbourne, 2008).

In addition, to provide an enduring customer service
excellence, microfinance institutions need to have strong
internal structures and processes in place to facilitate
employees to succeed in carrying out the tasks. In this
case, microfinance institutions should endeavor to have
the best quality of stock of knowledge (information sys-
tems, procedures, distribution networks, and policies).
This can be accomplished by building strong infor-
mation systems, sustainable internal processes, social
capital, and all-inclusive organizational culture. Thus,
integration of internal processes, strong corporate pur-
pose, and compelling values in the microfinance institu-
tions’ infrastructure are vital for exceptional services.

LIMITATIONS OF THE STUDY

This research is not without its limitations. First, data
had not been collected from the clients especially on ser-
vice quality. Nonetheless, the study has used secondary
sources to measure service quality.

Second, although the constructs have been defined as
precisely as possible by drawing on relevant literature
and being validated by practitioners, they can realisti-
cally only be proxies for an underlying latent phenom-
enon that is itself not fully measurable.

Finally, only a single research methodological appro-
ach was used, and future research through interviews
could be undertaken to triangulate.
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