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ABSTRACT 

 

This study aims to investigate the effect of Market Orientation (MO), Entrepreneurial Orientation 

(EO), Learning Orientation (LO) and Performance (P). The study was greatly motivated by the 

inconsistent findings and the gaps indicated in the contemporary literature regarding those 

relationships. First there were contradictory findings between EO and Performance, MO and 

Performance and LO and Performance relationships. Second, the three strategies; MO, EO and LO 

were not investigated together within the context of Small and Medium Enterprises (SMEs). Data 

were collected from SMEs operating in the Punjab Province, Pakistan. By using questionnaire 

survey, and a random sampling was used for sample selection. 380 questionnaires were distributed 

to SME owner/managers but only 330 of them were returned, giving a response rate of 83 percent.  

Only 318 useable questionnaires were used for further analysis. The findings revealed that EO, 

MO and LO were significantly related to performance. The findings of this study provided 

significant insights for both managers and researchers to further understand the effects of 

implemented strategies on performance. Finally, limitations of study and necessary 

recommendations for future research were discussed. 

 

Keywords: market orientation, entrepreneurial orientation, learning orientation, Performance 
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ABSTRAK 

 

Kajian ini bertujuan untuk mengkaji kesan Orientasi Pasaran (MO), Orientasi Keusahawanan 

(EO), Orientasi Pembelajaran (LO) dan Prestasi (P). Kajian ini sangat dimotivasi oleh penemuan 

yang tidak konsisten dan jurang yang ditunjukkan dalam kesusasteraan kontemporari mengenai 

hubungan tersebut. Pertama terdapat penemuan bercanggah antara EO dan Prestasi, MO dan 

Prestasi dan hubungan LO dan Prestasi. Kedua, tiga strategi; MO, EO dan LO tidak disiasat 

bersama dalam konteks Usaha Kecil dan Sederhana (PKS). Data dikumpulkan dari PKS yang 

beroperasi di Wilayah Punjab, Pakistan. Dengan menggunakan kaji selidik kuesioner, dan 

persampelan rawak digunakan untuk pemilihan sampel. 380 borang soal selidik diedarkan kepada 

pemilik / pengurus SME tetapi hanya 330 daripada mereka telah dikembalikan, memberikan kadar 

sambutan sebanyak 83 peratus. Hanya 318 borang soal selidik yang digunakan untuk analisis 

selanjutnya. Dapatan kajian menunjukkan bahawa EO, MO dan LO banyak berkaitan dengan 

prestasi. Penemuan kajian ini memberikan pandangan yang mendalam bagi kedua-dua pengurus 

dan penyelidik untuk lebih memahami kesan strategi yang dilaksanakan pada prestasi. Akhirnya, 

batasan kajian dan cadangan yang diperlukan untuk penyelidikan masa depan dibincangkan. 

 

Kata Kunci: orientasi pasaran, orientasi keusahawanan, orientasi pembelajaran, prestasi. 

 

 

 

 

 

 

 

 

 

 

 

 



v 
 
 

                                                      ACKNOWLEDGEMENT 

 

All praise and glory to Almighty Allah (SubhanahuWaTaalaa) who gave me strength and patience 

to carry out this work. Peace and blessings of Allah SWT be upon last Prophet Muhammad (Peace 

Be upon Him)  

 

In completing this research, I am greatly indebted to various wonderful people for their assistance 

and contributions in one way or another. I would like to deeply acknowledge the intellectual 

sharing of many great individuals.  

 

First and foremost, my sincere thanks and gratitude goes to my respected supervisors, Dr. Maha 

Mohammed Yusr Othman and Dr.Salimon Maruf Gbadebo, for providing invaluable assistance, 

guidance, support, encouragement and insightful comments at different stages of this research. 

Thank you, again for all that you did throughout the entire process and made me able to complete 

this study.  

 

I express my deep appreciation to my respected father, mother, brothers and sisters, thank you so 

much for your kind support and prayers. Special thanks to my eldest Brother as he always provide 

me guidance. 

 

 

 

 

 

 

 

 

 

 

 

 



vi 
 
 

 

 

TABLE OF CONTENTS 

Title  Page 

TITLE PAGE ........................................................................................................................... ...i 

PERMISSION TO USE ........................................................................................................... ...ii 

ABTRACT ............................................................................................................................... ...iii 

ABSTRAK ............................................................................................................................... ...iv 

ACKNOWLEDGEMENT ....................................................................................................... ...v 

TABLE OF CONTENT ........................................................................................................... ...vi 

LIST OF TABLE ..................................................................................................................... ...ix 

LIST OF FIGURES ................................................................................................................. ...x 

LIST OF ABBREVIATION .................................................................................................... ...xi 

LIST OF APPENDICES .......................................................................................................... ...xii 

 

CHAPTER 1: INTRODUCTION ................................................................................................ 1 

1.1 BACKGROUND OF THE STUDY ................................................................................................. 1 

1.2 PROBLEM STATEMENT ............................................................................................................ 5 

1.3 RESEARCH QUESTIONS ......................................................................................................... 11 

1.4RESEARCH OBJECTIVES ......................................................................................................... 11 

1.5SIGNIFICANCE OF THE STUDY ................................................................................................ 11 

1.6CONCEPT AND DEFINITION OF KEY TERMS ........................................................................... 13 

1.6.1 Performance ................................................................................................................. 13 

1.6.2 Entrepreneurial Orientation ......................................................................................... 13 

1.6.3 Market Orientation ....................................................................................................... 13 

1.6.4 Learning Orientation .................................................................................................... 13 

1.6.5 Small and Medium Enterprise (SME) ........................................................................... 13 

1.7SUMMARY ............................................................................................................................. 14 

CHAPTER 2: LITERATURE REVIEW ................................................................................. 15 

2.1 INTRODUCTION ..................................................................................................................... 15 

2.2 DEFINITION OF SME ............................................................................................................. 15 

2.3 SIGNIFICANCE OF SME ......................................................................................................... 20 



vii 
 
 

2.4 SMES IN PAKISTAN .............................................................................................................. 21 

2.5 PERFORMANCE OF SME’S .................................................................................................... 24 

2.5.1 Performance ................................................................................................................. 24 

2.5.2 Definition of Performance ............................................................................................ 25 

2.5.3 Measurement of Performance. ..................................................................................... 25 

2.6 MARKET ORIENTATION ........................................................................................................ 27 

2.6.1 Dimensions of Market Orientation ............................................................................... 31 

2.6.1.1 Customer Orientation ............................................................................................. 31 

2.6.1.2 Competitor Orientation ........................................................................................... 32 

2.6.2 Uni-Dimensionality of MO ........................................................................................... 33 

2.7 ENTREPRENEURIAL ORIENTATION ........................................................................................ 33 

2.7.1 Dimensions of Entrepreneurial Orientation ................................................................. 37 

2.7.2 Uni/ Multidimensional Approach of EO ....................................................................... 39 

2.8 LEARNING ORIENTATION...................................................................................................... 40 

2.8.1 Dimensions of Learning Orientation ............................................................................ 44 

2.9 THEORETICAL FRAMEWORK ................................................................................................. 46 

2.10 HYPOTHESIS DEVELOPMENT .............................................................................................. 46 

2.10.1 Market Orientation and Firm Performance ............................................................... 47 

2.10.2 Entrepreneurial Orientation and Firm Performance ................................................. 49 

2.10.3 Learning Orientation and Performance ..................................................................... 51 

2.11 UNDERPINING THEORY ....................................................................................................... 52 

2.12 SUMMARY .......................................................................................................................... 54 

CHAPTER 3: RESEARCH METHODOLOGY ..................................................................... 55 

3.1 INTRODUCTION ..................................................................................................................... 55 

3.2 RESEARCH DESIGN ............................................................................................................... 55 

3.3 TARGET POPULATION ........................................................................................................... 57 

3.4 SAMPLING FRAME ................................................................................................................ 58 

3.5 SAMPLE SIZE ........................................................................................................................ 58 

3.5.1 Sampling Technique ..................................................................................................... 59 

3.6 DATA COLLECTION METHOD ............................................................................................... 60 

3.7 UNIT OF ANALYSIS ............................................................................................................... 61 

3.7.1 Key Respondents ........................................................................................................... 61 

3.8 SURVEY INSTRUMENT .......................................................................................................... 62 

3.8.1 Performance Measure Scale ......................................................................................... 64 

3.8.2 Entrepreneurial Orientation Scale ............................................................................... 65 

3.8.3 Market Orientation Scale ............................................................................................. 67 

3.8.4 Learning Orientation Scale .......................................................................................... 70 

3.9 QUESTIONNAIRE DESIGN: ..................................................................................................... 73 

3.10 DATA ANALYSIS ................................................................................................................. 74 

3.10.1 Descriptive Analysis ................................................................................................... 74 

3.10.2 Factor and Reliability Analysis .................................................................................. 74 

3.10.3 Correlation Analysis ................................................................................................... 75 



viii 
 
 

3.10.4 Preparing Data for Multivariate Analysis.................................................................. 75 

3.10.5 Multiple Regression Analysis ..................................................................................... 75 

3.11 SUMMARY .......................................................................................................................... 76 

CHAPTER 4: ANALYSIS AND FINDINGS ........................................................................... 77 

4.0 INTRODUCTION ..................................................................................................................... 77 

4.1 RESPONSE RATE ................................................................................................................... 77 

4.2 DATA SCREENING AND PRELIMINARY ANALYSIS ................................................................. 78 

4.2.1 Missing Value Analysis ................................................................................................. 78 

4.3 DESCRIPTIVE STATISTICS: PROFILE OF RESPONDENTS .......................................................... 80 

4.4 CONSTRUCT VALIDITY (EXPLORATORY FACTOR ANALYSIS) (EFA) ..................................... 85 

4.4.1 Factor Analysis for Entrepreneurial Orientation ......................................................... 86 

4.4.2 Factor Analysis for Market Orientation ....................................................................... 89 

4.4.3 Factor Analysis for Learning Orientation .................................................................... 92 

4.4.4 Factor Analysis for Firm Performance, ....................................................................... 95 

4.5 DESCRIPTIVE ANALYSIS OF THE CONSTRUCT ....................................................................... 97 

4.6 MULTIVARIATE ASSUMPTION TEST ...................................................................................... 98 

4.6.1 Treatment of Outliers.................................................................................................... 98 

4.6.2 Normality Test .............................................................................................................. 99 

4.6.3 Linearity...................................................................................................................... 101 

4.6.4 Homoscedasticity ........................................................................................................ 101 

4.7 MULTICOLLINEARITY TEST ................................................................................................ 102 

4.8 HYPOTHESES TESTING ........................................................................................................ 103 

4.8.1 Correlation Analysis ................................................................................................... 103 

4.8.2 Multiple Regression Analysis ..................................................................................... 105 

4.8.3 Summary of Hypotheses’ Results ................................................................................ 106 

4.9 SUMMARY OF THE CHAPTER ............................................................................................... 107 

CHAPTER 5:  DISCUSSION, CONCLUSIONS AND RECOMMENDATIONS ............. 108 

5.1 INTRODUCTION ................................................................................................................... 108 

5.2 SUMMARY OF THE STUDY ................................................................................................... 108 

5.3 EO AND PERFORMANCE ..................................................................................................... 110 

5.4 MO AND PERFORMANCE .................................................................................................... 111 

5.5 LO AND PERFORMANCE ..................................................................................................... 112 

5.6 CONTRIBUTIONS OF THE STUDY ......................................................................................... 112 

5.6.1 Theoretical Contribution ............................................................................................ 113 

5.6.2 Practical Contribution ................................................................................................ 114 

5.7 LIMITATIONS OF THE STUDY............................................................................................... 116 

5.8 SUGGESTIONS FOR FUTURE RESEARCH............................................................................... 117 

5.9 CONCLUSION ...................................................................................................................... 119 

REFERENCES .......................................................................................................................... 121 

 



ix 
 
 

LIST OF TABLES 

Table 1.1 Contribution of SMES to the National Economies in Asian Countries ........................ 2 

Table 1.2 GDP Growth rate (% per year)…………………….....……………….……................6 

Table 2.1 SMEs description of different countries. ............................................................ .........18 

Table 2.2 SMEs division province wise in Pakistan  .................................................................... 21 

Table 2.3 Summary of Studies Related to the Relationship of MO and firm Performance ......... 29 

Table 2.4 Summary of Studies Related to the Relationship of EO and firm Performance ........... 35 

Table 2.5 Summary of Studies Related to the Relationship of LO and firm Performance ........... 43 

Table 3.1 Performance Scale ........................................................................................................ 65 

Table 3.2 Entrepreneurial Orientation Scale ................................................................................. 66 

Table 3.3 Market orientation Scale ............................................................................................... 68 

Table 3.4 Learning Orientation Scale ........................................................................................... 71 

Table 4.1 Questionnaire Response Rate  ...................................................................................... 78 

Table 4.2 Total and %age of Missing Values ............................................................................... 79 

Table 4.3 Descriptive Analysis of Demographic Data ................................................................. 80 

Table 4.4 Rotation Factor Matrix: Entrepreneurial Orientation ................................................... 87 

Table 4.5 Rotation Factor Matrix: Market Orientation  ................................................................ 89 

Table 4.6 Rotation Factor Matrix: Learning Orientation .............................................................. 93 

Table4.7 Rotation Factor Matrix: Performance.............................................................................95 

Table 4.8 Descriptive Statistics.....................................................................................................97 

Table 4.9 Multicollinearity Test ................................................................................................ 102 

Table 4.10 Correlations .............................................................................................................. 104 

Table 4.11Multiple Regression Analysis ................................................................................... 105 

Table 4.12 Hypotheses’ Summary ............................................................................................. 106 

 

 

 

 

                                                             

 



x 
 
 

                                                           LIST OF FIGURES 

 

Figure 2.1 Theoretical Framework ............................................................................................ 46 

Figure 4.1 Histogram and Normal Probability Plots. ................................................................ 100 

Figure 4.2 Scattered Plot ............................................................................................................ 101 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



xi 
 
 

LIST OF ABBREVATIONS 

 

MO                                 Market Orientation 

EO                                  Entrepreneurial Orientation 

LO                                  Learning Orientation 

FPCCI                            Federal of Pakistan Chamber of Commerce and Industries 

KMO                              Kaiser-Meyer-Olkin 

P                                     Performance 

RBV                               Resource Based View 

ROI                                Return on Investment 

SME                               Small and Medium Enterprise 

SPSS                              Statistical Package for Social Science 

SMEDA                         Small and Medium Enterprise Development Authority 

VIF                                Varian Inflation Factor 

 

 

 

 

 

 

 

 

 

 

 



xii 
 
 

LIST OF APPENDICES 

 

Questionaire………………………………………………………………………………….158



1 
 
 

CHAPTER 1: INTRODUCTION 

1.1 Background of the Study 

The small and medium-sized enterprises (SMEs) play a crucial part in county’s economic 

growth and a key contributor to country’s GDP. In the emerging economies, SMEs are the 

major contributor to the national economic development and a major source of the employment 

generation (Irfan, Kee, Qureshi, & Hussain, 2014). Generally,it is believed that large firm 

contributes more to the economic development and foreign exchange earnings but this point of 

view has been changed becausecountries such as Japan, Korea, and Taiwan have developed 

their economies through SMEs businesses (Ali Shah, Mehmood, Aamir Hashmi, Maqsood 

Shah, & Muhammad Shaikh, 2011) 

The vital role of SMEs cannot be overemphasized in this competitive and challenging business 

world. Several researchers such as, Acs and Audretsch (1990) and Brock and Evans (1986) 

argued that SMEs have the capabilitiesto create employment opportunities and the initiator in 

innovation demand. 

In the case developing nations, the role of SMEs is considered more emphaticbecause this 

sector is regarded as a vital means of boosting the development of the county as much as or 

even more than Multinational Large enterprises (MNEs). Hussain, Si, Xie, & Wang (2010) and 

Moore&Manring (2009) highlighted that SMEs contribute in variety of ways which is of 

immense benefits to the economy, for example, creating jobs which result in lower cost of 

capital. More so, the SMEs elasticity and flexibility structure another advantage possessed over 

large firms. 

The following Table 1.1 shows SMEs contribution in some Asian countries economy 

Table 1.1 
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Contribution of SMES to the National Economies in Asian Countries. 

Country                                         % of all                        employees as % of 

                                                       Enterprise                total employee population 

 

Hong Kong                                         98.0                                             60.0 

 

Thailand                                              99.7                                             58.0 

 

Philippines                                          99.6                                             70.0 

 

Japan                                                   98.9                                             69.2 

 

Malaysia                                              96.1                                             45.0 

 

Singapore                                            99.7                                             57.0 

 

Taiwan                                                97.7                                             68.0 

 

Pakistan                                              99.6                                              80.0 

 

Source: White paper on small and medium enterprises in Taiwan (2011). Adopted from 

(Jasraet al., 2012) 

 

In the above Table1.1 it concludes that most of Asian countries SMEs hold more than 90% of 

the total enterprises. Jasra, Hunjra, Rehman, Azam, & Khan (2012) and Mead and Liedholm 

(1998) underline that SMEs play a significant part in economic progression to provide stability 

in income, encouraging entrepreneurial skills among the people, employment generation, and 

national economic growth contribution. Consistent with the above discussionJasra et al. (2012) 

and Irfan et al. (2014) appraised that the development and growth of every nation depend 

directly on SME sector. Demirbag, Tatoglu, Tekinkus, and Zaim (2006) on the other hand, 

assessed that the contribution of SME’s has a significant effect on economic stability and 

growth of both developing and developed countries.  

Obaidullah and Alam (2011) evaluated that the role of SME sector is directly related to the 

growth and development of a nation. On the other hand, Demirbag, Tatoglu,Tekinus and Zaim 
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(2006) evaluated that SME’s contribution has a significant effect on the economic growth in 

both the developing and developed countries. Pakistan is one of the countries that focus an 

extraordinary attention to SMEs in order to other join countries in the rivalry for growth and 

success (Jasra, Khan, Hunjra, Rehman, 2011).SMEs hold 99% of the total establishments of 

the business in Pakistan. Most of them involved in wholesaling, retailing, hotel and restaurant 

(50%), manufacturing (30%) and social and personnel services (20%). In Pakistan, SMEs 

contribute 30% to total GDP of the country, 25% of total exports, 80% employment of non-

agriculture labor force and 35% of value added to manufacturing (Khalique, Isa, &Shaari, 

2011; Haroon Hafeez, Noor Mohd Shariff, &Lazim, 2013). 

Pakistan’s SMEs regulatory and legislative authority known as Small and Medium Enterprises 

Development Authority of Pakistan (SMEDA) also concentrates majorly on enhancing SMEs 

performance (Khan, & Awang, 2013; Qureshi, 2012; Seyal, Awais, Shamail, & Abbas, 2004a; 

Shuaib, 2008; Sme& Policy, 2005). SMEs contribute to industrialization by developing and 

strengthening the economies. The three main characteristics i.e. uncertainty, innovation and 

evolution make SMEs different from larger organizations (Jasra et al., 2011). Besides that, 

Advani (1997) also underlines that SMEs provides a variety of benefits due to their flexible 

structure, lower capital cost with job creation, which make the sector to have an edge over large 

organizations. Moreover, Liedholm and Mead (1987); Schmitz (1995) highlighted that SMEs 

play critical role in the countryside to provide income stability, generate employment, serving 

as suppliers to provide support services for large enterprises and motivating entrepreneurial 

skills among the people, thus contribute to national economic growth. According to SMEDA 

Pakistan, SMEs is defined as a business that employs a maximum of 250 employees or with an 

annual sale of up to 250 million PK rupees or with paid-up capital 25 million PK rupees 

(Business Recorder, 2016). 
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Study conducted by Wiklund(1999), Zahra and Covin (1995) revealed a strong relationship 

between entrepreneurial orientation (EO) and organizational performance. Most developing 

and developed countries have realized that supporting entrepreneurial activities of SMEs is a 

way to attain national economic development and growth. According to Nooteboom (1994) 

and Vossen (1998) SMEs in general face substantial resource constraints but as observed by 

Ndubisi, Gupta and Ndubisi (2005) they often exhibit successful entrepreneurial characteristics 

because SMEs are more agile, flexible and proactive and risk keen than larger organizations. 

Ahmad and Hussain (2011) highlighted the significance of effective MO and EO to improve 

firm’s performance Market orientation when combined with entrepreneurial orientation (EO) 

provides the cultural foundation to improve performance of a firm (Slater &Narver, 1995). 

According to their findings, EO explains the firm carrying out proactive, innovative strategies 

andrisk taking all of which positively related to firm performance.However, MO emphasizes 

on competitors and customersand also affects firm performance. Extant literature advocated 

that EO aligned with MO will enhance the performance of SMEs. Hence, the competitive 

ability of business with regards to innovation, respond proactively to market and customer 

demandswill result to competitive performance (Osman et al., 2011). 

Learning orientation can also lead tothe achievement ofcompetitive advantage in markets 

(Woodruff, 1997). Learning orientation allows a firm to exploit opportunities and neutralize 

threats in the competitive business environment and enables a firm to recognize the needs and 

wants of the customer compared to its rivals which ensures profitability and growth (Slater 

&Naver, 1995; Sinkula, 1994; Dickson, 1992). There have been many instances where a lack 

of knowledge of changing environmental circumstances and the implication of those changes 

have caused many firms to be less effective than their competitors (Sowell, 2004). It is argued 

that learning orientation has a positive impact on innovation which consequently influences 
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firm performance (Lin, Peng & Kao, 2008; Keskin, 2006;) Finally, Martinette (2006) affirms 

that there is significant relationship between learning orientation and business performance. 

1.2 Problem Statement 

Global intense pressure has drawn attention to the various challenges that SMEs are facing in 

today’s changing environment. However, identifying the factors can that leads tosurviving the 

challenges posed by the environment is paramount to the entrepreneur, top managers, owners 

of SMEs, and strategists (Clinebell, 2008; Maladzhi, Yan, &Makinde, 2012; Unger, Macq, 

Bredo, &Boelaert, 2000). 

Several previous business management and performance studies have been conducted on larger 

organizations (Pushpakumari, 2009; Skokan et al., 2013; Yahya, 2012). Studies on SMEs have 

been neglected especially in developing countries (Mobeng et al., 2014; Khan, & Awang, 2013; 

Pushpakumari& Watanabe, 2009). SMEs have been considered as the reasons for the success 

of developed countries (March-Chorda & Moser, 2008; Pushpakumari& Watanabe, 2009; 

Veskaisri et al., 2007; Yeşil& Kaya, 2012). Limited studies have been conducted in Pakistan 

to identify the success factors that are crucial for SMEs success (Batool, 2011; Bhutta, Rana, 

&Asad, 2008; Hafeez, 2012; Qureshi, 2012; Seyal, Awais, Shamail, & Abbas, 2004; 

SyedAhmadani, Shaikh, & Shaikh, 2012). However, the studies which have been conducted in 

Pakistan on SMEs success did not specifically examine innovative culture and strategic 

perspectives as the determinants of success (Batool & Zulfiqar, 2011; Wasim & Khan, 2014). 

This study is an attempt to fill the gap. 

Despite the significance importance of SMEs, Mahmood and Hanafi (2013) identified that 

SMEs in many countries exhibit low level of performance due to technological constraint, 

shortage of skilled human resource, weak entrepreneurial capabilities and management 
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systems, dearth of proper and timely information, inadequate use of IT and poor-quality 

products. Pakistan as one of the developing countries,requirestranslatingher potential value into 

the mainstream, concrete and consolidated efforts to attain the level of developed countries 

(Marri et al., 2007). The SMEs in Pakistan comprised of approximately 3.2 million enterprises 

(SMEDA policy, 2007). Pakistani SMEs failure rate is approximately 90-95% at initial stages 

(Ullah, Dean, &Kaleem, 2011). 

Minister of Pakistan, Ahsan Iqbal charged the World Trade Organization (WTO) to assist in 

the sustenance of Pakistan in the progressive development of SME sector. He stated that 

Pakistan’s economic development depends upon the growth of SMEs (Daily Times, 2016). 

From three consecutive years, Pakistan missed the projected GDP (Pakistan Economic Survey, 

2016). The GDP growth of Pakistan is slow as compared to some other ASIAN countries.    

 

 

Table 1.2   

 GDP Growth rate (% per year). 

Country  2013 2014 2015 2016 

China 7.7 7.7 7.4 7.2 

India 5.1 6.9 7.4 7.8 

Pakistan 3.8 3.7 4.1 4.2 

Malaysia 5.6 4.7 6.1 6.4 

Indonesia 6.0 5.6 5.0 5.5 

Sri Lanka 6.3 7.2 7.4 7.0 

Bangladesh 6.5 6.0 6.1 6.1 

Source: Asian Development Bank report 2016 

On economy ranking for doing business in the world, Pakistan is ranked 138th among 189 

countries in the list (The World Bank, 2015). In the Global Competitiveness Index report, 

Pakistan is ranked 129th out of 144th countries,which is on the least side (Schwab, Sala-i-
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Martin, &Brende, 2015). The above-mentioned statements indicate that Pakistan’s economic 

condition is at the worst end. 

Batool and Zulfiqar (2011) highlighted that there is plethora of research done by different 

researchers such as Nishat (2000); Khan and Burki (2000); Bari, Cheema and Haque (2002); 

Holmes (2005); Khawaja (2006); Saleem (2008) and Halkos and Tzermes (2010) on different 

factors affecting the performance of SMEs. It was revealed that improper policies, insignificant 

support from the government, energy crisis, insufficient managerial and technological skills, 

non-existence of proper linkages between SMEs and large firms are the causes of low 

productivity and non- competitiveness of SMEs. 

In the past decade, evidence shows that performance of Pakistani SMEs is quite dismal. The 

main factors that contribute towards the poor performance are low level of productivity, less 

innovation, poor R&D, unskilled labor force, and competitiveness that are the main obstacles 

for the firms in creating and sustaining competitive advantage (Khawaja, 2006; Tanveer, Rizvi, 

& Riaz, 2012). The Governor of State Bank of Pakistan stated that Pakistan SMEs are not 

working at progressive level due to the non-standardization of components and processes 

(Rizwan Bhatti, 2016). 

Studies conducted by different researchers (i.e. Jasra et al., 2012; Khawaja &Smeda, 2006; 

Arslan & Zaman, 2014; Khalique, Shaari, Isa, &Ageel, 2011; Shumaila&Afza, 2014; B. Ullah 

et al., 2015; Hassan, Shaukat, et al., 2013; Wadood et al., 2012; Shah et al., 2016; Soomro & 

Aziz, 2014) stated different factors affecting the performance of SMEs. It has been concluded 

that insignificant government support, improper policies, ability to innovate, insufficient 

technological and intellectual skills, proper linkage gap between large firms and SMEs are the 

reasons of low competitiveness and productivity of SMEs. 
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In Pakistan, few researches have been conducted to investigatefirm’s strategic orientationshow 

it couldpositively affect firms under tough global competitive environment (Ahmad et al., 

2013; FBS, 2011). Majority of the studies focused on the external factors affecting the SMEs 

performance such as taxation, capital loan, labor laws and financial organizations (Burki et al., 

2010; Seth; SMEDA, 2016). Several studieshave been conducted to explore the relationship 

between market orientation and SME performance. Among the studies that reported a 

significant positive relationship between market orientation and performance includes; 

Amirkhani and Fard (2009), Aziz and Yasin (2010), Jyoti and Sharma (2012), Long, (2013), 

Mahmoud (2011), and Raju et al.(2011). However, few studies reported non-significant 

relationship between market orientation and firm performance,such as, Greenleyet al.(2005), 

Han et al.(1998), Pelham(1997),Siguawet al.(1998). These an indication of inconsistent in the 

results, hence there is need for further study.Jabeenet al., (2013) has suggested that SMEs 

should adopt market orientation concept in developing economies to cope with the challenges 

of changing business environment. Suliyanto and Rahab (2012) recommended a further study 

on market orientation and performance. 

In the view of competitive global economic environment,MO isacknowledged as an important 

business strategy. Mahmoud (2011) opined that the effect of MO on performance has been 

widely researched. He argued that SMEs need to focus more to satisfy customer’s needs, check 

competitive trends of competitors and respond effectively and appropriately to market 

information to survivetheir enduring business constraints. Researchers generally are supportive 

of positive outcome of MO on performance. However, most of the earlier studies emphasized 

on the implementation of MO in large organizations. Only recently researchers have started to 

conduct studies on the outcome of MO in SMEs (Blankson, Motwani&Levenburg, 2006; 

Keskin, 2006). Market orientation implies the continuous search for market opportunities and 
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the development of compatible response that facilitate the enhancement of firm performance 

(González-benito, González-benito& Muñoz-gallego, 2009).  

According to Covin and Slevin (1991) and Wiklund and Shepherd (2005) entrepreneurial 

orientation has been recognized as potentially beneficial as it involves the willingness to 

innovate, try to take risks to develop new products, services and markets and act more 

proactively by exploring the new opportunities and successfully compete with the competitors. 

Though there has been extensive work done on the relationship between entrepreneurial 

orientation and organization performance, the findings showed mixed results. Sharma and Dev 

(2012), Al-Swidi and Mahmood (2012),Covin and Slevin (1986), and Drucker (1985) reported 

a positive relationship between entrepreneurial orientation and firm performance. Whereas, 

Anderson (2010) found a negative linkage between EO andfirm performance. On the other 

hand, Li, Huang and Tsai (2009) and Wiklund and Shepherd (2005) found inconclusive 

findings between EO and organizational performance relationship. The inconsistent and mixed 

findings between EO and performance call for further research work to be conducted to validate 

the EO performance relationship. 

Moreover, previous researches on entrepreneurial orientation, market orientation, and learning 

orientation are conducted in relation to large scale firms (Park, 2005). Tzokas, Carter, and 

Kyriazopoulos (2001) have figured out that there is limited empirical evidence on the effect of 

entrepreneurial orientation, market orientation and learning orientationon SME’s. 

It is argued that LO has a positive impact on firm performance (Lin, Peng & Kao, 2008; Keskin, 

2006). Finally, Martinette (2006) confirms a positive relationship between learning orientation 

and business performance, and between learning orientation and competitive advantage. 

According to Farrell et al. (2008), learning orientation is of immense value to the organization 

as it allows the organization to exploit opportunities and/or neutralize threats within the 
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business environment. For example, a learning orientation enables an organization to be more 

effectively understand the needs of customers than its competitors.It is surmised that this 

should result in superior outcomes, such as new product success, greater customer retention 

and improved growth and/or profitability (Slater and Narver, 1995). Wang (2008) contends 

that as the size of an organization increases, emphasizing learning and learning orientation 

becomes paramount to optimize assets and capabilities. Extant literature reveals that SMEs use 

strategic alliances and networks to gain knowledge from competitors and their marketing 

environment, thus effectively maintaining learning orientation (Seilov, 2015;Tell, 2000;Deeds 

and Hill, 1996; Powell et al., 1996).Gils and Zwart (2004) advocate that SME’s performance 

can be improved through implementing more active learning orientation. Thus, there is dearth 

of research on LO SMEs as studies on LO are confined mostly to large organizations (Aragon-

Correa et al., 2007), with a strong emphasis on specified industry (Garcı´a-Morales et al., 2012) 

or SMEs in general (Frank et al., 2012).  

Despite the several positive findings from the literature, there are some studies which show 

that there is an insignificant or no relationship between LO and firm Performance(Nguyen & 

Barrett, 2006; Li-An Ho ,2011;Camison and Lopez, 2010; Rhee, 2009; Jimenez-Jimenez & 

Valle 2008; Lin et al. 2008; Garrido &Camarero, 2010; Salavou, 2005; Ozmen&Neczan, 

2012). Hence, there is a need for further investigation of LO and performance relationship.

  

Studies have found that attention has been paid to the combine relationships of market 

orientation, entrepreneurial orientation and learning orientation in emerging countries 

specifically in the context of SMEs (Jabeen et al., 2013; Herath and Mahmood, 2013). 

Although, some researchers have highlighted the significance of strategic orientation on the 

success of firms(Keskin, 2006;Dharmasiri, 2009). Chandrakumara et al. (2011) have examined 



11 
 
 

the impact of the combined orientations on firm performance in the context of developing 

countries. Thus, the present study fills the gap in the literature by examining the relationship 

between LO, MO, EO and organizational performance in the context of SMEs in Pakistan as a 

developing country. 

1.3 Research Questions 

The review of existing literature has led the current study to come up with the following 

research questions. 

1. Does market orientation affect SMEs performance in Pakistan? 

2. Does entrepreneurial orientation affect SMEs performance in Pakistan? 

3. Does learning orientation affects SMEs performance in Pakistan? 

1.4Research Objectives 

1. To examine the effect of market orientation on SMEs performance. 

2. To examine the effect of entrepreneurial orientation on SMEs performance. 

3. To examine the effect of learning orientation on SMEs performance. 

1.5Significance of the Study 

An organizationinitiates and implementsdifferent strategic orientations to gain competitive 

edge in the market place. The aimof these orientations is to assist firms in facing the hurdles 

and problems in the volatile market placeand make firms to be more competitive so they can 

survive in the long term. These orientations may interact with each other to influence firm 

performance. The current study focuses on analyzing the effect of strategic orientation on firm 

performance. 
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The past researches on strategic orientation such as learning orientation, market orientation and 

entrepreneurial orientation were mostly analyzed separately or focused on large scale firms. 

The current study will examine these orientations in the perspective of SMEs. The tendency of 

SMEs may differ in implication of these orientations.Consequently, this study will explainthe 

detail reviewsof literature about the implementation of orientation and how they affect the 

SME’s performance. 

Market orientation focuses on customer and the relationship between departments in the 

organization, which helps to enhance the organizational performance, enables the firm to gain 

competitive advantage. Likewise, LO has been believed to enhance the output of organization. 

Organizations learn from their external environment as well as from their employees and their 

experience which not only increases the organizational productivity but overall firm 

performance.In the same perspective entrepreneurial orientation also plays important role to 

improve the performance of organization. In Pakistan as mentioned earlier, researches related 

to internal capabilities of SMEs is almost not existent. Therefore, the current study will focuson 

the internal competences in terms of strategic orientation, namely MO, LO and EO of 

manufacturing SMEs anddetermine how their application can assist the organizations in 

achieving greater performance. 

The current study will contribute to the existing body of knowledge and fill that literature gap 

that existed in the context of SME’s performance. This study will help in better understanding 

the relationship between MO, LO, EO and SMEs Performance in Pakistan. 
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1.6Concept and Definition of Key Terms 

1.6.1 Performance 

Performance is the “firm’s ability to achieve and accomplish its objectives by using all the 

firm’s resources in an efficient and effective manner” (R L Daft, 2000) 

1.6.2 Entrepreneurial Orientation 

EO is the tendency of the firm to take steps towards innovation, try to take risks to develop 

new products, services and markets and act more proactively by exploring the new 

opportunities and successfully compete with the competitors (Covin&Slevin, 1989). 

1.6.3 Market Orientation 

Refers to organization culture that enables the organization to create the necessary behaviorin 

order to produce higher worth of its products and services for customers (Narver& Slater, 

1990). 

1.6.4 Learning Orientation 

Learning orientation is a group of organizational values which influence the firm’s tendency to 

create and use knowledge to attain the superior value.Learning orientation enables the firm to 

perform better than its competitors. 

1.6.5 Small and Medium Enterprise (SME) 

SME is identified as a business that employs a maximum of 250 employees or with a paid-up 

capital of 25 million PK Rupees (247807 USD) or with an annual sale of up to 250 million PK 
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Rupees (2478070 USD) (SMEDA, 2010). Small firms are defined as those having an employee 

size of less than 35 people while medium size firms are those with 36-250 employees (SMEDA, 

2010). 

1.7Summary 

The present study starts with chapter one as an introduction which covers the background 

information about Pakistani SMEs. Then followed by the research problem, objectives of the 

research, research questions, and scope of the study, significance of study and definition of key 

terms. 
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CHAPTER 2: LITERATURE REVIEW 

2.1 Introduction 

This chapter critically and thoughtfully reviews current literature corresponding to the MO, 

LO, EO and Performance in the perspective of SMEs of Pakistan. The study aims to provide 

evidence from the selected literature review to support a theoretical framework and for the 

development of hypotheses. A thorough literature review was carried out to divulge different 

views from various researchers on MO, LO, EO and firm performance. 

This section also provides a thorough and systematic insight of the effect of LO, EO, and MO 

on the performance of SMEs of Pakistan. Moreover, this chapter discusses the underpinning 

theories covering the variables of the study. 

2.2 Definition of SME 

SMEs definition varies from countries to countries and in different context. Each country given 

their peculiar meanings based on the expected SMEs’ role in that country. Thus, many 

countries consider their levels of industrial development and economic factors in defining 

SMEs. Depending on their contribution to the economic development as well as their existing 

social conditions, differences regarding definition of SMEs exist between countries and even 

within the same country between different sectors and governmental agencies. 

In European Union, SMEs definition is based on number of employees, and annual turnover. 

For small enterprise, number of employees is less than or equal to 50 and annual turnover is 

equal to or less than EUR 10 million. For medium enterprise, number of employees is equal to 

or less than 250 and annual turnover is equal to or less than EUR 43 million 

(EurpeanComission, 2003). Similarly, in UAE, SMEs are classified on the basis of number of 

employees and the sales turnover. For small enterprise, number of employees is less than 26 
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and annual turnover is equal to or less than AED 100 million. For medium enterprise, number 

of employees is equal to or less than 250 and annual turnover is equal to or less then AED 250 

million (Duncan, 2014).  

Meanwhile the definition of SMEs in China is pertaining to numbers of employees and sales 

turnover. Small enterprises comprise of number of employees equal to or less than 300 and 

annual turnover is equal to or less than YUAN 30 million. For medium, number of employees 

is equal to or less than 2000 and annual turnover is less than or equal to YUAN 400 million (Ji, 

2010).  In the case of India, the classification of SMEs is based on number of employees and 

total assets value. For small enterprise the number of employees is less than 50 and assets value 

is equal to or less than IND Rs.50 million. For large enterprise the number of employees is 

equal to or less than 250 and assets (Small and Medium Business Development Chamber of 

India, 2006). In Japan SMEs definition also varies from other countries. They have no separate 

classification for small and medium enterprises, for SMEs number of employees is equal to or 

less than 300 and value of asserts are less than or equal to Japanese YEN 300 million (Small 

and Medium Enterprise Agency & Ministry of Economy Japan, 2013). Similarly, the definition 

of SMEs in Malaysia is pertaining to numbers of employees and annual sales turnover. For 

small number of employee’s ranges from 5 to 74 and turnover is from MYR 3 million to less 

than MYR 15 million. For medium enterprise the number of employees ranges 75 to less than 

200 and sales turnover ranges from MYR 15 million to equal or less than MYR 50 million 

(SME Corporation Malaysia, 2013). 

As different countries have different figures for the identification and definition of SMEs 

according to their context, International Finance Corporation (IFC) and World Bank introduced 

their own definitions of SMEs for a common purpose and understanding around the globe. For 

small enterprise, the number of employees ranges from 10 to 50 and assets value ranges from 
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USD 1 million to 3 million. For medium enterprise, number of employees ranges from 51 to 

300 and assets value ranges from USD 3 million to USD 15 million (Heider, Tenev, & Stone, 

2014). 

In Pakistan, SMEDA defines SMEs based on number of employees, annual sales turnover and 

total assets value in balance sheet. For small enterprise, the number of employees is less than 

50 and total assets value is equal to PKR 30 million. For medium enterprise, the number of 

employees ranges from 51 to 250 and assets value ranges from PKR 30 million to 100 million 

(SMEDA, 2016).
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The summary of SMEs from different countries is illustrated below in Table 2.1 

Table 2.1 

SMEs description of different countries  

Country  SMEs No. of Employees Annual turnover/Assets Value 

UAE 

 

European Union  

 

China 

 

India 

 

Japan 

 

Malaysia 

 

Small firm 

Medium firm 

Small firm 

Medium firm 

Small firm 

Medium firm 

Small firm 

Medium firm 

Small firm 

Medium firm 

Small firm  

Medium firm 

Less than 26 

Less than and equal to 250 

Less than or equal to 50 

Less than and equal to 250 

Less than or equal to 300 

Less than and equal to 2000 

Less than or equal to 50 

Less than and equal to 250 

Less than and equal to 300 

 75 to less than 200 

10 to 50 

 51 to 300 

Equal and less than AED 100 million 

Equal and less than AED 250 million 

Equal and less than EUR 10 million 

Equal and less than EUR 43 million 

Equal and less than YUAN 30 million 

Equal and less than YUAN 400 million 

Equal and less than IND Rs. 50 million 

Equal and less than IND Rs. 250 million 

Equal and less than YEN 300 million 

 

MYR 5 million to less than MYR 15 million 

MYR 15 million to less than or equal to MYR 50 million 
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World bank  

 

Pakistan 

 

Small firm  

Medium firm 

Small firm 

Medium firm 

 

Less than 50 

51 to 250 

 

USD 1 lakh to USD 3 lakh 

USD 3 million to USD 15 million 

Equal to PKR. 30 million 

From PKR. 30 million to 100 million 

 

For this study SME definition followed by SMEDA
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2.3 Significance of SME 

SMEs play a relatively important role in emerging countries. They provide employment 

and one of the most important sources for income generation. SMEs promote effective 

economic growth and development,source of wealth, dynamism, knowledge, improved 

livelihood, and competitiveness. Compared to multinational corporations, on a social level, 

SMEs have a direct impact on poverty alleviation. In an economy where SMEs are 

successful and integrated into the formal economy, there is better use of human and 

material resources. Moreover, greater number of SMEs in a marketplace yields greater 

competition among firms, improved consumer outcomes, and increased output (Leo, 

2011). 

All over the world, SMEs are regarded as the largest proportion of business establishments. 

According to OECD(Organization for Economic Cooperation and Development), SMEs 

contribute tremendously to the creationof employment opportunities, market creation and 

development, better standards of living, and gross domestic products (GDPs) in most ofthe 

countries (OECD, 2002). 

Strategically, the role of SMEs is crucial in many developing countries, mostly in the Asian 

region. In Japan, SMEs constitute 99.7% of businesses provide 71 % of employment and 

contribute 55.3 % in GDP (OECD, 2017); In Malaysia, SMEs constitute 97% of businesses, 

contribute 65% of employment and 36% in GDP (The World Bank, 2016). In Indonesia, 

SMEs constitute 99.8%, 99.7% and 57% of businesses, employment and GDP respectively 

(International Council for Small Business, 2015). In case of China, SMEs constitute99% 
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of total business establishments, 70% of employment and contribute 60% to GDP(Deborah 

&Oluwaseun, 2015).  

2.4 SMEs In Pakistan 

SMEs are considered as the backbone of Pakistani economy. Recent statistics showed that 

approximately 3.2 million SMEs exist in Pakistan. In industrial sector they employ up to 

90% of all private enterprises and almost 78% of labor force from non-agriculture sector. 

Besides attaining 36% value addition in manufacturing products, their contribution is 

around 40% to the GDP and contributes 25% share in the exports of manufactured 

products. Table 2.2 show the distribution of SMEs in Pakistan. 

Table 2.2 

SMEs division province wise in Pakistan  

Province  SME units 

Punjab 65.26 % 

Sindh 17.82 % 

Khyber Pakhtunkhwa 14.21 % 

Baloshistan 2.71% 

Source (SMEDA 2016) 

SMEs are regarded asthe essential element of the economy,especially for the developing 

countries and is necessary for Pakistan in the developing phase. In context of Pakistan the 

SME sector is less organized and under developed as compared to many developed 

countries (Mirani and Shah, 2012;FBS, 2011). It can be noted that SMEs are not 

contributing much to the economy although it represents represent 93% of the total 
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businesses (Khalique et al., 2011; Mirani and Shah, 2012). The government is taking steps 

to implement various policies for the growth and competitiveness of SME’s (Hafeez et al., 

2012), but government alone cannot strive for efforts to make SME sector successful and 

competitive. In this context, many institutions and other concerned agencies and 

departments engaged in small business planning focused on the role of public private 

partnership andworking for the development of SME sector. 

Research on SMEs in Pakistan is at initial stages and that constitute the reason SMEs is 

still being faced with several challenges today. Furthermore, SMEs are facing the challenge 

of survival in competitive environment and find it difficult to enter international markets 

(Khalique et al., 2011). There could be many causes behind the dismal performance of the 

SMEs in Pakistan. Researchers have mentionedmany of these factors in their studies. For 

example, Syed et al. (2012) contend that SMEs in Pakistan face shortage of skilled 

workforce to implement the concept of performance management system which made 

SMEs to be less competitive and efficient. Ullah et al. (2011) pointed out that lack of 

education, training and entrepreneurial skills are the reasons for the dismal situation in 

SMEs. Majority of SMEs are suffering from barriers from global sourcing, low 

productivity, lack of managerial capabilities, lack of financing, difficulty in accessing 

technology and heavy regulatory burden (Saleem et al., 2011; Tambunan, 2008, 2011). It 

is not an easy task to achieve in an economy where traditional and informal management 

practices are still applied and where the Seths (proprietors of business) dictates the 

organizational culture, values, and policies for running the enterprise. Their main emphasis 

is on the family connection, identity, personal performance and loyalty unlike 
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multinationals in Pakistan that believe in open competitive policy of employment 

(Khakwani and Case, 2012). 

Less attention has been paid to research on firms’ internal capabilities in Pakistan that can 

enhance performance of the firms operating in tough competitive environment (Ahmad et 

al., 2013; FBS, 2011; Mustafa and Khan, 2005). In Pakistan, the muchresearch focus has 

been directed to large organizations (Khilji, 2004; Yasmin, 2008). SME sector has been 

ignored and there is a need for extensive research on this sector (Raziq, 2011). With respect 

to Pakistani SMEs, there is always a gap for further improvement that can only be filled by 

intensive research by scholars and entrepreneurs to support the business activities so that 

the economy can grow steadily (Jasra et al., 2011). 

It is acknowledged that strong, dynamic and efficient SMEs would play a key role in 

creating competitive advantage and ensuring sustainable economic development (Batool 

and Zulfiqar, 2013). Being key drivers to economic growth, there is a need to study the 

behavior of SMEs in order to provide insight on ways to enhance competitiveness and 

improve performance. Formulating effective strategies is important for organizations 

operating in intense competitive environment. These strategies enable them to pursue, 

accomplish, and sustain the competitive advantage (Avci et al., 2011; Hakala, 2013; Kwak 

et al., 2013). 
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2.5 Performance of SME’s 

2.5.1 Performance 

Organizations are commonly defined as instruments of creating value for the purpose ofits 

products and services amongst the customers. Organizations compete with one another, to 

seek competitive advantage and superior performance (March & Sutton, 1997). 

Performance has been the most vital concern for every organization, be it profit or non-

profit one. It has been very important for owners or managers to identify the factors which 

affect performance in order to make them competitive and profitable (Abu-Jarad, Yusof 

&Nikbin, 2010). Different scholars have conceptualized and measured performance in 

different ways. Researchers have put forth different opinions, approaches and definitions 

of performance (Barney, 1986). According to Venkatraman and Ramanuiam (1986) the 

main concern is the use of appropriate approach to measure and understand the concept of 

performance. 

Performance is a major concern for firms that want to remain in business and thus 

accomplish its goals. Some researchers try to examine how to improve the company’s 

performance and some study firm performance predictors (Mahmood & Hanafi, 2013). 

According to Rogers and Wright (1998) in most organizational research, the firm's 

performance has been widely studied as dependent variable. Moreover, Carton and Hofer 

(2010) observed that most of the research on SMEs also have attempted to use performance 

as a dependent variable. 

In this research, performance is used as a dependent variable. Performance is measured 

through four different indicators, namely sales growth rate, customer 
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satisfaction,profitability and market share. These performance measures are used by some 

researchers to measure the company’s performance (Wiklund& Shepherd, 2005; Yusuf, 

Gunasekaran & Dan, 2007; Keh, Nguyen & Ng, 2007).This performance indicators were 

also used to examine the firm performance by Jaworski and Kohli (1996). It was stated that 

if the performance of firms will be better it will lead to the better survival in the intense 

market competition. 

2.5.2 Definition of Performance 

Scholars not only differed in defining performance but also contradicted in its conceptual 

explanation. Based on the study of Hefferman and Flood (2000) there is not any conceptual 

clarity to describe various areas of performance as a concept in modern management. Such 

non-universality of definition also extends to the area of measurement. Researchers 

sometimes confused the term performance with productivity but there is a difference 

between productivity and performance (Ricardo & Wade, 2001). Productivity refers to the 

volume of work done in a specified amount of time while, performance is a broader term 

that could include productivity, quality, consistency etc (Abu-Jarad et al., 2010). According 

to Daft (2000) performance is the firm’s ability and capacity to achieve and accomplish its 

objectives by using all the firm’s resources in an efficient and effective manner. 

2.5.3 Measurement of Performance. 

Firms widely recognized the importance of performance.Many financial and non-financial 

factors have been used by several previous researchers to measure performance. These 

factors included gross profit, profitability, return on sale (ROS), return on asset (ROA), 
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return on equity (ROE), return on investment (ROI) and revenue growth. Other factors are 

market share, sales growth, stock price and export growth (Gimenez, 2000; Thomas 

&Ramaswam, 1996). In addition to that, there is also inconsistent measurement of 

performance found by many researchers (Denison &Maishra, 1995; Marcoulides& Heck, 

1993; Kotter &Heskett, 1992). In a similar context, Doyle (1994) argued that there was no 

single indicator or best indicator to measure performance of firms. Firms adopt different 

objectives and subjective measurements for performance. Some studies have even included 

effectiveness and efficiency to measure performance. Effectiveness-related measures deal 

with matters like business growth and employee satisfaction and efficiency-related 

measures relate to the input/output relationship. It has also been argued that to record the 

performance, profitability is the most common measurement (Hamel & Prahalad, 1989; 

Doyle, 1994). 

Data to determine the firm’s performance can be obtained either from published sources 

(secondary data) or directly from the firm (primary data). The information of financial data 

in case of SMEs is extremely difficult to obtain from secondary sources, but may be 

available in the case of large, publicly listed company (Abu-Jaradet al., 2010). 

Furthermore, according to the study conducted by Dess and Robinson (1984) objective or 

financial data on the performance of SMEs is usually not available due to their private 

ownership structure, where owners are neither required by law to publish financial results 

coupled with the fact that they are usually reluctant and unwilling to share such information 

voluntarily to outsiders. In addition to that, financial statements of small firms are usually 

unedited and as such considered as not accurate one. 
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Sapiena, Smith and Gannon (1988) explicated that owner/managers of SMEs are more 

inclined and interested to provide subjective assessment of the performance of their firm 

than the financial measures. As reviewed in this section, various dimensions of firm 

performance have been used by previous studies; however, most of the studies employed 

perceptual assessment measures, since they are more practical. 

2.6 Market Orientation 

Market orientation (MO) is a firm’s philosophy to discover and fulfill customer’s needs 

(Narver& Slater, 1990). Kohli and Jaworski (1990) explained that MO is a set of specific 

activities and behaviors. Hunt and Morgan (1995) viewed MO as a resource and a basis for 

decision making. Past literature showed that empirical studies on MO started during early 

1990s and has been known as an important business approach for SMEs as well as for large 

businesses. 

Kotler, Armstrong and Cunningham (2005) have explored that market-oriented firms 

always tend to stay close to their customers to discover and meet their needs and create 

value for the firms in terms of profitability and market share. Market-oriented businesses 

seek the ways to develop superior solutions to express potential needs of customers (Slater 

&Narver, 1995; Kohli & Jaworski, 1990; Day, 1994). Besides that, MO focuses on 

bringing innovation in product, process and improves the firm performance (Han et al., 

1998; Zhou, Gao, Yang & Zhou 2005). Furthermore, Narver, Slater and Tietje (1998) noted 

that market oriented firms assign resources more efficiently and better able to focus on 

customer’s requirements. 
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Literature on MO suggested that its main objective is to deliver higher value to customers 

based on the knowledge acquired from customers and competitor’s analysis and disperse 

this knowledge throughout the organization to respond accordingly and effectively 

(Narver& Slater, 1990; Felton, 1959).  

Over the past three decades, the interest on MO has increase tremendously as it is 

considered to be the foundation for high-quality marketing practices (Jiménez-Zarcoet al., 

2011). Many tenets have been ascribed to MO, including parallels with resource 

dispensation (Kwon, 2010), decision-making processes (Zebal and Saber, 2014), 

involvement of executives in strategic decisions (McNamara, 1972) and implementation 

of greater focus on consumers (Sørensen, 2009).Market orientation may be seen as in terms 

of implementation, or as a business process, whereby market orientation is integrated into 

activities and behaviors (Gruber-Muecke and Hofer, 2015) 

Market orientation became an interesting topic for the researchersover the past decades as 

it signifies the best marketing practices (Jiménez-Zarco et al., 2011). Many researchers 

focus to study about the insight of market orientation (Kwon, 2010), decision-making 

processes (Zebal and Saber, 2014), involves managers to take better decisions for the 

company (McNamara, 1972); and focus to serve the customer better (Sørensen, 2009). The 

concept of MOcan be seen as the business process which needs to be implemented and thus 

depicts the business activities(Gruber-Muecke and Hofer, 2015) 

Kohli and Jaworski(1990) Kohli et al (1993), and McNamara (1972) portend that the 

general interest in the concept of MO has been reinforced by a consistently observed robust 

association between organizational performance and MO (Kirca et al., 2005; Alpkan et al., 

2007; Kirca, 2005). Laukkanen et al. (2013) argue that MO is highly linked with firm’s 
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emphasis on creating and maintaining superior customer value while being mindful of 

interest of other key stakeholders, in addition to provision of norms for behavior regarding 

the organizational development and responsiveness to market information. 

In the marketing literature, MO appears as an offshoot of the marketing concept which 

serves as a foundation stone of the marketing discipline (Pantouvakis, 2014). Thus,in light 

of marketing concept, the MO can be described as a set of all procedures encompassing all 

facets of an organization directed to customer satisfaction, through direct involvement of 

top management (Shapiro, 1988). Marketing concept has three core elements which are i) 

customer focus: to keep the customer with pivotal status; ii) coordinated marketing: by 

harmonizing all the organizational policies and practices and iii) profitability: guided by 

customer satisfaction (Jaworski, Kohli & Sahay, 2000; Kotler & Armstrong, 2013; 

Algarni&Talib, 2014). 

Demirbag et al. (2006) explored that firms need to develop appropriate culture to provide 

better value to the customers and achieve competitive edge. It was also highlighted that 

market oriented firms gather the information from customers and competitors and share 

this information within their departments to achieve sustainable competitive advantage. 

Similarly,Narver and Slater (1990) pointed out that firms generally create value and worth 

for customers in two ways: by increasing benefits to the customers in relation to the cost 

or by decreasing the customer’s cost in relation to benefit of products/services. 

Table 2.3 

 Summary of Studies Related to the Relationship of MO and firm Performance 
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Researcher’s Research 

Type 

Sector Country Findings 

Suliyanto& Rahab 

(2012) 

 

Wang et al., (2012)  

 

Herath& Mahmood (2013)  

 

 

Beneke,BlampiedS,Dewar, 

N.,& Soriano, L. (2016) 

 

 

Siddique, C. M. (2014) 

 

 

Mamun, A. A.,Mohiuddin, 

M., Fazal, S. A., &Ahmad, 

G. B.(2017) 

Hussain, J., Ismail, K., & 

Akhtar, C. S. (2015) 

Jabeen, R., Mahmood, R., 

& Malaysia, S. (2015) 

Empirical 

 

 

Empirical  

 

Empirical  

 

 

Empirical 

 

 

 

Empirical 

 

 

Empirical 

 

 

Empirical 

 

Empirical 

Technology 

Intensive firm 

 

Service  

 

SME  

 

 

SME 

 

 

 

SME 

 

 

SME 

 

 

SME 

 

SME 

Indonesia 

 

 

China  

 

-South 

Africa 

 

UAE 

 

 

 

Malaysia 

 

 

Pakistan 

 

 

Pakistan 

MO effects business 

performance with the 

mediating role of innovation. 

Market orientation  positively 

affects performance. 

Positive and significant 

relationship between MO and 

firm performance.  

Significant relationship 

between market orientation 

and Organizational 

performance. 

Revealed a weak market 

orientation among UAE-based 

retail SMEs. 

MO positively effects Firm 

Performance. 

 

MO significantly effects Firm 

performance. 

MO positively effects Firm 

Performance 
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2.6.1 Dimensions of Market Orientation 

According to Slater and Narver (1994) cultural aspect of MOconsists of three dimensions, 

that is, customer orientation, competitor orientation, and inter-functional coordination. 

Each of these three dimensions, are used to achieve enhanced performance and long-term 

profitability. 

2.6.1.1 Customer Orientation 

Customer orientation is considered as the essential elementof marketing and MO 

(McNamara 1972; McKitterick 1957; Narver& Slater 1990; Webster 1988).Customer 

orientation refers to the ability of the firm to create greater value for the customers to serve 

them better and to focus on how to improve the supply chain network (Deshpandé and 

Farley, 1998; NarverandSlater, 1990; Tan et al., 2014). Customer orientation comprised of 

a set of beliefs that the customer should be given priority in the organization (Deshpande 

and Webster Jr, 1989). Also, all the strategies should be developed in such a way that they 

deliver superior value to customers. It refers to the sufficient understanding of one’s target 

buyers (Narver and Slater, 1990). 

 

Gatignon and Xuereb (1997) evaluated that customer orientation is the ability and a source 

of motivation to identify and respond to customer’s needs and wants based on the collected 

information from them. Previous studies showed that customer orientation contributes 

positively and significantly to firm performance (Liu et al., 2002; Morgan, Vorhies& 



32 
 

Mason, 2009; Narver, Slater &Maclachlan, 2004). In fact, customer orientation is a 

significant tool used to distinguish SMEs from large firms, as there exist a close 

communication between top management and the customers in SMEs (Pelham & Wilson 

1996; Appiah-Adu& Singh 1998). 

2.6.1.2 Competitor Orientation 

According to Dawes (2000), competitor orientation is the strongest dimension of MO 

affecting the organizational performance. It refers to the understanding of short term 

strengths and weakness and long-term capabilities and strategies of both the key current 

and potential competitors (Awwad and Agti, 2011; Liu et al., 2013). Competitor orientation 

provides the firm timely and accurate information about its current and emerging 

competitors (Day &Wensley, 1983). 

2.6.1.3 Inter-functional Coordination 

A new approach of inter-functional coordination is developed within the concept of MO. 

Inter-functional coordination is the coordination of all departments and functional areas of 

the business utilizing customer and other market information to create superior value for 

customers (Awwad and Agti, 2011). According to Siguaw et al., (1994). The 

implementation of MO is essential for the success of the business. The front-line employees 

play a crucial role in performance of an organization (Reynolds and Beatty, 1999). Inter 

functional coordination refers to integration and harmonizing different functional 

departments to produce superior products and services for customers (Narver& Slater, 

1990). 
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2.6.2 Uni-Dimensionality of MO 

Narver and Slater (1990) operationalized MO construct in their study and hypothesized it 

as uni-dimensional construct made up of three components: customer orientation, 

competitor orientation and inter functional coordination. It was suggested that MO is a one-

dimensional construct because the three components i.e. customer orientation, competitor 

orientation and inter functional coordination are closely related with each other. In a similar 

context, several other researchers i.e. Day (1994); Deshpandé and Webster (1989) and 

Deshpandé and Farley (1998) in their studies also advocated that the MO approach of 

Narverand Slater(1990). Furthermore, González-Benito et al., (2009) interpreted in their 

study that MO is a basic uni-dimensional construct so therefore a unidimensional construct 

will be made. 

2.7 Entrepreneurial Orientation 

Entrepreneurship originates from the French word 'entrepreneur' meaning to undertake the 

act. Entrepreneurship iswhen a person has an innovative idea, capacity and willingness to 

develop and makes business out of it. This may result in establishing new organizations or 

may be part of reorganizing and restructuring mature organizations in response to a 

perceived future opportunity. The most apparent form of entrepreneurship is that of starting 

fresh businesses. Since the beginning of entrepreneurship in the 1930s, research on it has 

increased and grown by including number of concepts, forms and approaches 

(Katsikis&Kyrgidou, 2009).Entrepreneurship is a vital element of organizational and 

individual success as it emphasizes creatingopportunity and wealth (Davidsson, 2005). 
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EO was first developed and defined by Miller (1983) and Miller and Friesen (1983) and, 

subsequently, many researchers have used and further developed these definitions across 

industries, countries and cultures. Entrepreneurial orientation is defined as the ability of a 

firm to discover and make use of any possible opportunities, to gain access to a new market 

by deploying innovative methods, practices and decision-making styles that are considered 

proactive, and risk-taking in nature to help managers to act in an entrepreneurial manner 

(Lumpkin & Dess, 1996; Rauch et al., 2009; Zahra, 2008). 

EO comprises of five dimensions which are autonomy, risk taking pro-activeness, 

competitiveness and innovation (Lumpkin and Dess1996), but different dimensions of EO 

used to measure the performance based on situation (Lumpkin and Dess, 1996). Hughes 

and Morgan (2007) stated thatresearchers only observed three of EO out of the five 

dimensions. The EO comprises of aspects like renewal of organization, to learn ways to 

improve business operations and revenue, to be successful in the international markets. To 

bring innovation in the organization to enhance the effectiveness of services and bring new 

offerings which eventually increases the performance level(Covin et al., 2006; Kraus et al., 

2012). 

According to the research conducted by Ayyagari et al., (2011) 95% of the world’s firms 

are SMEs; all of which are actively contributing to the global economy by generating 

considerable employment opportunities. So, it is important to examine such firms and help 

them in becoming entrepreneurial and increase their performance. 

Each dimension of EO has independent effect on the performance and they can be applied 

differently at different situations (Lumpkin and Dess,1996). Meanwhile, Covin, Green and 

Slevin (2006) have proposed that every single dimension of EO may differ without 
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dependence, but the three dimensions of EO mutually affect performance and develop 

entrepreneurial organization. Many researchers have tested the unidimensional and 

multidimensional approach of EO and have argued that both approaches are used to explain 

EO based on the resource-based perspective (Barney, 1991; Grant, 1991) or from the 

dynamic capabilities (DC) view (Teece, 2012; Teece et al., 1997) as a firm’s important 

resource or capability that facilitates attaining superior performance. 

EO is rooted in the notion that specific management philosophies and strategy-making 

processes together represent an organizing structure through which knowledge is combined 

and embodied in new products, processes and operational activities (Gupta and Batra, 

2016; Wiklund and Shepherd, 2005). 

 

 

 

 

 

 

 

 

 

 

 

Table 2.4  

Summary of Studies Related to the Relationship of EO and firm Performance 
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Researcher (s) Dimensions 

 

Uni/ 

Multidimension

al 

Type of 

Research 

Findings 

 

Mamun, A. A., 

Mohiuddin, M., Fazal, 

S. A., & Ahmad, G.B. 

(2017) 

Amin, M.,Thurasamy, 

R., Aldakhil, A. M., 

&Kaswuri, A. H. B. 

(2016) 

Sahoo, S., Sahoo, S., 

Yadav, S., & Yadav, 

S. (2017) 

Hussain, J., Rahman, 

W., &Shah, F. A. 

(2016) 

 

 

Martins & Rialp 

(2013) 

 

Innovation proactiveness 

and risk taking. 

 

 

Innovation proactiveness 

and risk taking. 

 

 

Innovation proactiveness 

and risk taking. 

 

Innovation proactiveness 

and risk taking. 

Competitive 

aggressiveness and 

autonomy. 

Innovation proactiveness 

and risk taking. 

 

Uni 

 

 

 

Uni 

 

 

 

Uni 

 

 

Multi 

 

 

 

 

Uni 

 

 

Uni 

Empirical 

 

 

 

Empirical 

 

 

 

Empirical 

 

 

Empirical 

 

 

 

 

Empirical 

 

 

Empirical 

EO significantly effects 

firm performance 

 

 

EO significantly effects 

firm performance 

 

 

EO significantly effects 

firm Performance. 

 

EO significantly effects 

firm performance. 

 

 

 

EO has a strong positive 

relationship with 

performance. 
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2.7.1 Dimensions of Entrepreneurial Orientation 

Entrepreneurial orientation is an entrepreneurial approach that describesthestyles, ways 

and practices of decision making (Wiklund and Shepherd, 2005). Entrepreneurial firms are 

characterized as autonomous, aggressive toward competition, proactive, innovative and 

willing to take risks (Lumpkin and Dess, 1996). These three characteristics are especially 

considered to be part of entrepreneurial orientation (Wiklund and Shepherd, 2005). 

However, it is argued that these characteristics may occur in different combinations 

depending on the type of entrepreneurial opportunity faced by the enterprise (Lumpkin and 

Dess, 1996). 

 

 

2.7.1.1 Innovation 

Innovativeness refers to a firm’s tendency to take on board and foster new ideas and 

experimentation that may result in new offerings or processes (Lumpkin and Dess,1996). 

Innovativeness is needed so that the firm can fulfill potential customer needs (Li et al., 

2008). In a similar vein, Cumming (1998) mentioned the term, as the creation of new 

product or process. In addition to that, according to many other scholars Chaharbaghi and 

Newman (1996); McAdam, Armstrong and Kelly (1998) and Urabe, Child and Kagono 

(1998) innovation is a form of knowledge or the creation of new idea. Knox (2002) 

Mahmood & Hanafi 

(2013) 

Innovation proactiveness 

and risk taking. 

 

EO has significant 

relationships with 

performance. 
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emphasized the need of organizations to adopt innovation and innovative thinking in their 

decision making in order to achieve superior customer value. 

 

According to Damanpour (1991) innovation refers to the adoption of new behaviour, idea 

or new activity such as innovative products and services which is new to the organization. 

There are various dimensions of innovation, namely process, product/service and 

administrative innovation. Product/service innovation as defined by Nasution et al., (2011) 

as the introduction of new products or services or modifications to the existing products 

and services. Lukas and Ferrel (2000) evaluated process innovation as the introduction of 

new technology into the organization operations. Process innovations are those that affect 

the production or service delivery process. While administrative innovation according to 

Pennings (1998) involves administrative factors and their link to the social system of an 

organization. 

 

 

2.7.1.2 Risk Taking 

Risk taking refers to a tendency to take bold actions such as venturing into unknown new 

markets, committing a large portion of resources to ventures with uncertain outcomes 

(Lumpkin and Dess, 2001). Risk-taking is often used to describe the uncertainty that results 

from entrepreneurial behavior (Lumpkin and Dess, 1996; Low and MacMillan, 1988). As 

opposed to an employee, the entrepreneur takes higher risks which might eventually lead 

to higher rewards (Brockhaus, 1980). Entrepreneurial behavior involves investing a 

significant proportion of resources into a project with a high probability of failure. So, an 
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important trait that entrepreneur managers must exhibit is a strong ability to determine the 

right path for their businesses in the face of uncertainty (Ricketts, 2006). The focus here 

lies on moderated and calculated risk-taking instead of extreme and uncontrolled risky 

endeavors (Morris et al., 2008). 

Risk taking is a significant aspect of entrepreneurial orientation and important 

characteristic of entrepreneurs involving resource allocation in establishing a new and risky 

venture (Venkatraman, 1989). Knight (1921) considered the role of risk taking as vital in 

the uncertain entrepreneurial environment. 

 

2.7.1.3 Pro-activeness 

Proactiveness means acting in anticipation of future problems, needs, and changes. 

Proactiveness refers to efforts to take initiative, anticipating and enacting new opportunities 

and creating or participating in emerging markets (Entrialgo et al., 2000) 

Pro-activeness is a firm’s attempt to discover and anticipate future opportunities even when 

those opportunities may not be related to existing operations of the firm.In the same context 

Dess, Lumpkin and Dean (2005) noted that pro-activeness is the firm tendency and 

willingness to seize new opportunities and carefully look to the future needs and demands 

before these demands are evident. 

2.7.2 Uni/ Multidimensional Approach of EO 

There are two main concepts that have been studied in the previous researchregarding EO 

conceptualizations, i.e. uni-dimensional approach in related to the study of Covin and 

Slevin (1989) that includes risk taking, innovativeness and pro-activenessand the multi-
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dimensional approach suggested by Lumpkin and Dess (1996). Additionally, 

entrepreneurial organizationneed to concurrently be innovative, proactive and risk-taking 

as every dimension equally affects the firm performance byKreiser et al (2002). 

Majority of the research conducted regarding EO have used the three dimensions (Wiklund, 

1999). Rauch et al., (2004) examined the EO dimensionality based on previous literature 

review and 51 empirical studies shows that many of the studies uses uni- dimensionality 

concept which was proposed by Covin and Slevin (1989) whereas, only thirteen researches 

used EO as a multi-dimensional construct. Therefore, it is proposed that EO should be 

considered as uni-dimensional construct as all three dimensions of EO are important and 

contributes to the firm performance (Rauch et al., 2004) 

Moreover, Kreiser et al., (2002) carried out their study by analyzing the other two 

dimensions of EO and depicts that it didnot affect the performance much, which supports 

the concept of using three-dimensional approach. In a similar manner, Hughes and Morgan 

(2007) investigated all dimensions of EO individually and reportedthat the dimensionspro-

activeness, risk taking and innovativeness are strongly linked to firm performance. In this 

study EO is use as unidimensional construct to examine its effect on SMEs performance. 

2.8 Learning Orientation 

Sinkula, Baker, and Noordewier (1997) conceptualized learning orientation as a set of 

organizational values that influence a firm’s ability and tendency to create, disseminate, 

and use knowledge. Learning is a process of continuous transmission ofinformation, 

processing and utilization, often used by organizations as a strategy to gain competitive 

advantage (Jyathibabu, Pradhan &Faroog, 2010). Hence, all the firms that are competing 
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in a dynamic and changing environment should follow the processes of learning, change 

of behavior and improvement of performance(Slater, S.F., Narver, J.C., 1995). Through 

focusing on the perception and effective fulfilment of visible and invisible needs of 

customers (Dickson, P.R., 1992;Sinkula, J.M., 1994), organizational learning leads to 

many pleasant results including success in new product, maintenance of customers, 

increase in profitability and access to the quality which is desirable in the eyes of customers 

(Slater, S.F., Narver, J.C., 1995), and in case the organization's flexibility increases.This 

will enable the organization to quickly react against new environmental opportunities and 

threats (Slater, S.F., Narver, J.C., 1995).Learning is viewed as the strategy used to govern 

and integrate the internal and external environments (Liu, 2012). According to Nasution, 

Mavondo, Matanda and Ndubisi (2011), learning is a technique used by organizations to 

combine or merge internal information. Kreiser (2011) points out that learning is the result 

of acquiring knowledge combined with an actual act which SMEs put into practice. 

Learning orientation is a tool used by organizations to develop and improve their 

capabilities in order to be competitive in an ever-changing market environment (Rhee, Park 

& Lee, 2010). Learning orientation opens new paths and enhances creative ways of doing 

business (Baker & Sinkula, 2007). Learning orientation is an organizational behavior that 

intends to influence knowledge sharing, interpretation and renewal between employees and 

shareholders in inter-firm relationships (Lai, Pai, Yang & Lin, 2009). 

However, the main challenge each firm will face is to create a culture which is based on 

learning in organization (Dickson, P.R., 1992). In fact, through the process of leaning 

orientation, each organization will be able to develop new kind of knowledge and vision 

which is potentially effective on the behavior of individuals, and thus will lead to 
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improvement in the performance of organization (Calantone, R.J., Cavusgil, S.T., Zhao, 

Y., 2002). 

Learning orientation refers to the extent to which organizations obtain and share 

information concerning changes in the market, customers’ expectations and needs, 

competitors actions and new technologies development, in order to create new products or 

services that are superior to those of competitors (Calatone et al,. 2002). Bennet (1998) 

state that commitment to learning necessitates top management support, training initiatives, 

and the payment ofthe person that translate their learning into superior performance. 

Basically, workers must be encouraged to challenge the status quo, to develop new ideas, 

innovate, and continuously evaluate their activities with a view to improving performance. 

The relationship between LO and firm performance was the interest of many scholars.  In 

this context, several studies declare a positive effect of LO on firm performance (Baker 

and Sinkula, 1999a; Farrell and Oczkowski, 2002; Calantone, et al., 2002; Celuch, et al., 

2002; Farrell, et al. 2008; Martinette and Obenchain-Leeson, 2012). 

Suliyanto and Rahab (2012) describe learning orientation as the value of learning on the 

interior of an organization. A learning organization focuses on understanding customers as 

a process used to effectively satisfy their needs through new products and services 

(Altbach, Reisberg&Rumbley, 2009; Mahmood and Hanafi, 2013). The resource based 

view acknowledges competitive edge as the outcome of unique inputs that have been 

identified and specified by an organization (Barney, 1991). An example of such resources 

is relationship building capacity. Learning oriented organizations have an advantage of 

being in a position to effectively and efficiently utilize their learning capabilities (Espedal, 

2008). Lu, Zhou, Bruton and LI (2010) suggest that learning orientation permits a firm to 
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comprehend the desires of consumers. As such a firm needs to learn customers’ needs to 

formulate superior values and to secure a competitive edge in the marketplace (Lages, 

Silva, Style & Pereira, 2009). Learning orientation has been observed as an essential 

variable directly linked to innovation (Rhee et al., 2010; Huang & Wang, 2011). Learning 

orientation has a direct and positive influence on customer value (Nasution&Mavondo, 

2008). 

 Table 2.5  

Summary of Studies Related to the Relationship of LO and firm Performance: 

Researcher’s  Sector Country Type of 

Research 

Findings 

Suliyanto, S., & 

Rahab, R. (2012) 

Hussein, N., 

Mohamad, A., 

Noordin, F., & Ishak, 

N. A. (2014).  

Nybakk, E. (2012) 

 

Pesämaa, O., 

Shoham, A., 

Wincent, J., &Ruvio, 

A. A. (2013). 

SME 

 

Education 

 

 

 

Manufacturing 

 

Service 

 

 

 

SME 

Indonesia 

 

Malaysia 

 

 

 

Norway 

 

Israel 

 

 

 

Empirical 

 

Empirical 

 

 

 

Empirical 

 

Empirical 

 

 

 

Empirical 

LO significantly effects Firm 

performance. 

LO significantly effects Firm 

performance. 

 

 

LO has positive effect on 

Manufacturing Firms 

LO has positive effect on firm 

performance. 
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Evelyn Motsepe, 

OlawaleFatoki 

(2017) 

Kharabsheh, R., 

Ensour, W., & 

Bogolybov, P. (2015, 

September). 

ÇÖMEZ, A. P. D. P. 

(2016) 

 

 

Manufacturing 

 

 

 

SME 

South 

Africa 

 

Jordan 

 

 

 

Istanbul 

 

 

Empirical 

 

 

 

Empirical 

LO has positive effect on firm 

performance. 

 

LO has positive effect on firm 

performance. 

 

 

LO has positive effect on firm 

performance. 

2.8.1 Dimensions of Learning Orientation 

Senge (1990) emphasize onthe simpledefinition of LO that revolves around the capability 

of an organization to use the five disciplines of personal mastery, mental models, team 

learning, building shared values and systems thinking combined with the ideas of 

commitment to learning, shared vision/purpose, and open mindedness.  

 

2.8.1.1 Commitment to Learning 

Organization’s commitment to learning is the level of emphasis which an organization 

places on learning, and how it promotes not only the process of learning (Sinkula et al., 

1997), but also the creation and strength of the atmosphere for learning in the organization 

(Norman, 1985). In fact, firm that has madecommitment to learning views it as an 

important investment that is necessary for organization’s maintenance (Sinkula et al., 
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1997), and plays a fundamental role in updating the organization’s assets and abilities 

related to key efforts (Sinkula et al., 1997). 

2.8.1.2 Open Mindedness 

Open-mindedness refers to the critical evaluation of organizations daily operations and the 

acceptance of new ideas (Sinkula et al., 1997). In other words, it is a process through which 

organizations engage in reviewing the existing knowledge or the old assumptions and 

habits (Nguyen and Barrett, 2006). According to open-mindedness, the existing knowledge 

can serve as a fundamental obstacle that prevents organizations from taking environmental 

changes into account, and by decreasing the ability to predict the market, it causes damage 

to the long-term relationship between firm with customers, distribution channels, and 

suppliers (Schindehutte et al., 2008). In other words, previous knowledge prevents new 

learnings in an organization (Bettis and Prahalad, 1995). 

 

2.8.1.3 Shared Vision 

Shared vision comprises of the collective ideas and attention of all staff inside the 

organization that learning strive to strength their ability, obligation and fulfillment of their 

duties (Sinkula et al., 1997). As a matter of fact, in addition to creating harmony in different 

parts of an organization, shared vision causes an increase in the quality of learning 

(Calantone et al.,2002). 

In addition to creating harmony in different parts of organization, shared vision leads to 

increase in the quality of learning (Calantone, R.J., Cavusgil, S.T., Zhao, Y., 2002). In fact, 

in the absence of shared vision, learning of individuals in organization will be worthless. 

In other words, although individuals have motivation for learning but they will not know 
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what to learn unless there is shared vision. (Calantone, R.J., Cavusgil, S.T., Zhao, Y., 

2002). Thus, due to the absence of shared vision in the firms there is difficulty for the 

creation of new ideas (Hult GTM., 1998). 

 

 

 

 

 

2.9 Theoretical Framework 

 

 

 

 

 

 

 

Figure 2.1 Research Framework 

2.10 Hypothesis Development 

Based on the past and current relevant literature, in this section the hypotheses of this study 

addressed the three relationships between Learning Orientation (LO) – Performance (P), 

Market Orientation 

Learning Orientation 

Entrepreneurial Orientation 

Firm Performance 
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Entrepreneurial Orientation (EO) – Performance (P) and Market Orientation (MO) – 

Performance (P). 

2.10.1 Market Orientation and Firm Performance 

Creation of superior customer value is directly associated with superior performance 

(Bechereret al., 2001) and it is a prerequisite for competitive advantage and performance 

(Gruber-Muecke and Hofer, 2015). Hence, MO promotes performance of firms (Veidal 

and Korneliussen, 2013).  

Researchers and organizations worldwide are extensively investigating the impact of MO 

on firm performance. Market orientation is considered as one of the critical factor of firm 

performance and regarded as a main source of competitive advantage. Several researchers 

i.e. Lafferty and Hult (2001); Kumar et al., (2011) and Eris and Ozmen (2012) empirically 

studied market orientation and supported the notion that market orientation is very 

important because it affects firm performance. Kumar et al., (2011) indicated that the 

market orientation factor focuses more on customer retention rather than on their 

acquisition. It signifies that MO has an influence more on company’s profit rather than on 

sales. 

Later, Suliyanto and Rahab (2012) argued that SMEs should emphasize on implementing 

MO in their firms in order to improve their performance. In the same vein, Micheels and 

Gow (2012) revealed that market oriented firms are in a better position to explore 

opportunities before competitors and thus able to maintain customer’s loyalty and market 

share and enhance their performance. In SME literature, researchers have asserted that MO 

provides SMEs with the potential competitive advantage over large firms, because SMEs 
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are less formal, less structured, have reduced organizational layers and are closer to 

customers (Keskin, 2006). Therefore, they are more able to anticipate and respond to their 

needs and requirements more quickly and appropriately. 

In this respect, there are a number of ways that MO can enhance organizational 

performance. First, MO creates a joint focus within an organization, whereby several 

business units collaborate to execute the organizational goals, giving rise to superior 

performance (Kwon, 2010). Second, MO leads to more customer-oriented behavior, 

resulting in improved customer service and satisfaction which subsequently leads to higher 

turnover (Sahiet al., 2013). Last, MO enhanced organizational performance as an 

organization tracks, and responds to, customer needs and preferences gathered from market 

intelligence (Sahiet al., 2013; Jaworski and Kohli, 1993). It is evident that market 

orientation increases the retention level of the customers that in turn improves the 

organizational performance (Deshpandé and Farley, 1998). This, in addition, results in 

elevated customer service and satisfaction and, correspondingly, improved financial 

performance (Avlonitis and Giannopoulos, 2012). 

However, study conducted by Greenly (1995) found no link between MO and performance 

while, Hart and Diamantopoulos (1993) discovered weak association between MO and 

performance. Similarly, Han et al., (1998) found no significant link between MO and 

objective and subjective performance measures. Later extensive research conducted by 

Narver and Slater (1990) suggested that MO is one-dimensional theoretical construct 

consisting of three indicators (customer orientation, competitor orientation and inter-

functional coordination) and argued that each indicator is equal determinant of 

performance of a firm. The above discussion leads to formulate the following hypothesis. 
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H1: Market Orientation has a significant relation with Firm performance 

2.10.2 Entrepreneurial Orientation and Firm Performance 

Review of past literature showed that most of the study on EO is carried out in larger firm’s 

perspective. In the recent, studies attempted to investigate the effect of EO on SMEs 

performance (Aloulou&Fayole, 2005) but most of the work is carried out in developed 

countries. Since 95 % of the world’s firms are SMEs (Ayyagari et al., 2011). SMEs are 

significantly contributing to the global economy by providing considerable employment 

opportunities, production of innovative and novel products (Jeppesen, 2005). Therefore, it 

is important to study performance of SMEs and the factors affecting their performance. 

Studies showed that majority of SMEs are reluctant to implement EO and mainly depend 

on intuition to foresee the market requirements, as a result there is a mismatch between 

product offerings and market needs (Zainudin, Nasution& Bain, 1990). Literature 

illustrated that some studies evaluated the correlation between EO and SMEs performance 

in developing countries of the world, found a positive linkage between EO and 

performance. It is suggested that EO as a significant strategic orientation among SMEs, 

can enhance their growth and profitability in current increased competitive business 

environment both at local and international level (Knight, 2001). 

Zahra and Covin (1995) described EO as potential means for stimulating the performance 

of business through risk taking, innovation and proactive behaviors. Similarly, Miller and 

Friesen (1982) identified that EO creates the differentiation over its rivals by superior 

performance. Hamel (2000) stated that today’s stiff business environment is characterized 

by shortened product life cycles. Hence, EO assists to improve the firm performance in the 
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current competitive environment. In a similar vein, Wiklund and Shepherd (2005) explored 

that when uncertainty exists regarding future profit streams from existing operations, in 

this situation businesses constantly need to seek out new opportunities to survive and be 

competitive. 

EO is an important strategic construct aimed to enhance the performance of a firm 

(Lumpkin, Cogliser& Schneider, 2009; Covin et al., (2006). It is used in the field of 

entrepreneurship to measure firm ability to innovate, bring changes in its processes and 

improve the performance. It is significant to note that many scholars i.e. Guth and Ginsberg 

(1990); Dess, Lumpkin and Dean (2005); Zahra and Covin (1995) have given considerable 

importance to EO in improving the performance of large businesses and SMEs. Study of 

the past literature illustrated that lot of studies on EO and performance were conducted on 

large organization but very few have focused their study on the link between EO and SMEs 

performance specifically in the context of developing countries (Aloulou&Fayole, 2005). 

However, the extent of the relationship linking EO and performance seems to differ across 

different research studies. Some studies i.e. Covin and Slevin (1986); Lee, Lee and 

Pennings (2001); Hult, Snow and Kandemir (2003) have found that EO strongly and 

significantly impact on performance and confirmed the notion that entrepreneurial firms 

perform much better than non-entrepreneurial firms. However, EO showed insignificant 

relation with firm performance (Slater and Narver, 2000). Walter et al. (2006) found that 

EO does not have significant relation with firm performance. Runyan et al. (2008) reported 

no effect of entrepreneurial orientation on firm performance due to the effect of other 

independent variables. Swierczek and Ha (2003) found only a partial positive relationship 

between entrepreneurial orientation and business performance. While some other studies 
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also reported lower influence of EO on performance or were even unable to find a 

significant relationship. Similarly, Smart and Conant (1994) were unable to find a 

significant relationship of EO on performance.On the basis of previous discussion, this 

study therefore hypothesized that. 

H2: EO has significant relation with Firm performance 

2.10.3 Learning Orientation and Performance 

Learning orientation is also an organizational capability in which resources are deployed 

to create customer value and to achieve higher performance (Nasution&Mavondo, 2008). 

In a similar vein, Calantone, Cavusgil, and Zhao (2002) maintain that learning orientation 

pertains to an organization-wide activity of creating and using knowledge to enhance 

competitive advantage. Such activities include, obtaining and sharing information about 

customer needs, market changes, competitor actions, and the development of new 

technologies and products that are superior to those of competitors. Thus, a firm needs to 

consider learning orientation as a key factor in obtaining superior performance. 

Organizational learning is a significant factor in obtaining a competitive advantage 

(Abbasi, Akbari &Tajeddini, 2015). Learning orientation has been observed as an essential 

variable directly linked to innovation (Rhee et al. 2010; Huang & Wang, 2011). The 

adoption of learning orientation can positively impact on the performance of SMEs 

(Rebelo& Gomes, 2011). A learning orientation focuses on understanding the relationship 

firm places on its environment relative to both the customer and the competitor (Mahmood 

& Hanafi, 2013). Bakar et al. (2016) argue that understanding the environment a firm 

operates in through the learning orientation enables the business to exploit opportunities as 
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they arise while at the same time working on minimizing the threats beforehand. Beneke 

et al. (2016) remark that adopting learning orientation allows a firm to meet and surpass 

customer expectations. On that note, Haryanto, Haryono and Sawitri (2017) assert that an 

organization which embrace learning orientation has a high probability of becoming a 

market leader. Given the fact that customers in the 21st century are becoming so 

knowledgeable about the products they buy and make comparisons before they buy.It is 

important for SMEs to utilize learning orientation to constantly meet their customer needs 

and remain profitable.Austin and Harkins (2008) and Nybakk (2012) found a significant 

positive relationship between learning orientation and the performance of SMEs. This can 

be attributed to the fact that learning orientation relates to vast organizational actions aimed 

at generating and providing information and awareness to build-up a competitive edge. 

However, studies by Salavou (2005) and Eris, Ozmen and Neczan (2012) have found 

significant relationship between learning orientation and SMEs performance. This 

proposesthat past literature is inadequateabout the direction of the relationship between 

learning orientation and SMEs performance. Dubihlela (2013) majority of the researches 

on learning orientation was conducted in developed countries. 

H3: LO has significant relation with firm Performance 

2.11 Underpining Theory 

Resource Based-View of the firm (RBV) provides a comprehensive explanation on the 

theory of competitive advantage and how firms can attain competitive advantage through 

its ability to utilize its resources and capabilities (Makadok, 2001; Newbert, 2007; Nasution 

et al., 2011; Wernerfelt, 1984). In line with the above discussion, several other researchers 
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such as, Peteraf, (1993); Carmeli and Tishler (2004); Amit and Schoemaker (1993) and 

Dierickx and Cool (1989) revealed that the RBV suggests that a firm can maintain its 

competitive edge if it follows: (a) createssustainable economic growth; (b) utilizes its 

ability to recognize, grow, and deploy its resources in a meaningful way and (c) 

distinguishes these from its competitors. In comparison to tangible resources, intangible 

resources such as knowledge, know-how, skills, perceptions, culture, reputation and 

network (Hall, 1992; Connor, 2002) are immobile and heterogeneous in nature (Peteraf, 

1993; Barney, 1991) and all tangible and intangible resources have a strong impact on 

firm’s performance. 

According to resource-based view, strategic capabilities i.e. LO, EO, MO are a pool of 

internal resources that create competitive advantage (Barney, 1991). So, these rare and 

distinctive combinations of strategic resources within a firm have potential to enhance firm 

performance and create constant competitive advantages (Barney, 1995; Miller &Shamsie, 

1996). The RBV is considered as one of the most phenomenal theoretical perspectives in 

the strategic management literature (Barney, 1991; Helfat&Raubitschek, 2000; Eisenhardt 

& Martin, 2000). 

 

The ability of a firm to identify, develop, employ and maintain particular resources and 

differentiate them from its rivals, facilitate and assist its success to sustain competitive 

advantage(Collis & Montgomery, 1998; Carmeli&Tishler, 2004). Barney (1991) suggested 

that firm has to possess the important and key tangible and intangible resource and strategic 

capabilities that are important, extraordinary, costly to imitate and non-substitutable. RBV 

was first introduced by Wernerfelt (1984) and has been seen as the best research area from 
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the last few years (Galbreath, 2005). According to Wernerfelt (1984) organizational 

success is determined by internal resources and capabilities, such as knowledge and 

accumulated skills, Teece et al., (1997) to create superior firm performance and value 

(Barney, 1991). 

Therefore, this study examined the impact of LO, EO, MO on performance which is in line 

with the RBV. Comprehensive literature review showed that the LO, EO and MO 

areconsidered to as the capabilities that create the competitive edge. As argued by Reed, 

Lemak and Mero (2000) and Escrig-Tena (2004) LO is one of the main resources of 

competitive advantage, while, Weerawardena and Coote (2001) considered EO another 

source of competitive advantage. Moreover, MO is also one of the strategic orientation that 

creates superior performance (Narver& Slater, 1990). 

2.12 Summary 

This chapter describes the literature on SMEs, SMEs performance, Learning Orientation, 

Market Orientation, Entrepreneurial Orientation. This chapter includes the details on 

SMEs, their significance and problems in Pakistan, their structures, SMEs performance 

and studies about them. It also includes the descriptions of the variables for this study such 

as their conceptual definition, dimensions and related literature to the variables. 

Furthermore, it also entails the details about the theories related to this research literature 

builds the foundations for the research model and hypothesis development. 
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CHAPTER 3: RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter provides an explanation of the research methodology employed in this study. 

This study adopted quantitative approach with a view of focusing on important business 

strategies employed in SMEs of Pakistan. Survey method was used as a primary source for 

data collection, consists of the perceptions of respondents (Zaheer, Rehman & Ahmad, 

2006). This chapter discussed key respondents, sample size, sampling procedure, data 

collection, pilot test, reliability and validity test. The study analysis was conducted in two 

stages. The first stage included the pilot test to make sure the reliability and content validity 

of research instrument while in the second stage, by using revised instrument, required data 

was collected to examine the relationship among the variables. 

3.2 Research Design 

Research design is a framework or plan that explains the methods and procedures tocollect 

and analyze the required datafor the research project (Zikmund, 2000). In the literature, 

three types of research designs have been identified, 1) Exploratory, 2) Descriptive, and 3) 

Causal/Hypothesis testing (Zikmund, 2000; Sekaran, 2003). The particular research type 



56 
 

is selected on the basis of understanding and the clarity of research problem. Exploratory 

research is conducted when the problem is not clearly defined and it often relies on 

reviewing available literature and data to investigate the problem prior to developing any 

research framework (Zikmund, 2000; Sekaran 2003). Descriptive research is carried out 

when the nature of problem is known and some knowledge is present and detail view of 

problem should be more described (Zikmund, 2000; Sekaran, 2003).  Causal research or 

hypothesis testing further describes the nature of the relationships among variables 

involved in the study (Zikmund, 2000; Sekaran 2003). 

Since the main objective of this research study is to examine the effect of entrepreneurial 

orientation, market orientation, Learning Orientation and performance of SMEs in 

Pakistan. Therefore, this study focuses on descriptive, causal (hypothesis testing) and 

correlation approach to investigate the relationships between various variables. According 

to Sekaran (2003) when correlation studies are conducted in organizations, they are called 

field studies. 

Additionally, questionnaire survey approach was employed to collect the data through self-

administered questionnaires to measure the variables under investigation. Survey research 

is less expensive and commonly used method with more scope and coverage. It allows and 

facilitates the researcher to collect data from many respondents to measure many variables 

in the study and to test various hypotheses (Neuman, 1997). Furthermore, the cross-

sectional research setting was used in this study as it involves gathering the data at one 

point in time from the firm to achieve the research objectives (Cavana, Dalahaye&Sekaran, 

2001). The main advantage of using a cross-sectional study is that it is more economical 

and does not take much time like a longitudinal study. 
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3.3 Target Population 

Target population of the study are the SMEs because of their vital role and significance as 

a source to generate employment for the citizens and expanding labor force to provide 

attractive sustainability, thus contribute to economic growth and development of a country 

(Fida, 2008). Furthermore, the economy of Pakistan is mainly comprised of SMEs, hence, 

it is undoubtedly appropriate to say, that Pakistan's economy is the economy of SMEs. 

There are approximately 3.2 million registered and non-registered SMEs in Pakistan, 

whereas 95 % enterprises employ less than 100 people (SMEDA Policy, 2007). These 

SMEs include 600,000 Service sector units, 400,000 manufacturing units and 1 million 

trade units (retailers) and their contribution is about 40 % to the GDP. 

There are four provinces namely, Baluchistan, Khyber Pakhtunkhwa, Punjab and Sindh in 

Pakistan. The research population consisted of all SMEs located in the Punjab province of 

Pakistan. Punjab is considered as a hub of economic activities (Afza, Osman & Rashid, 

2010). Out of 3.2 million SMEs, there are 65.25 % (1,305,200) documented and non-

documented SMEs present in the Punjab province. Besides that, Punjab is Pakistan’s 

largest province, both in terms of population and size of the economy (Punjab Bureau of 

Statistics). Pakistan’s economic growth and development is inextricably linked to its 

largest province, for income and employment generation (Punjab Bureau of Statistics). 

However, it is alarming to note that GDP growth in the province has decreased notably 

over the last five years and now have become stagnant and fell drastically to 2.5 % (Punjab 

Bureau of Statistics). It is imperative to address and analyze the problem of low growth 

and development of SME sector in the province of Punjab, Pakistan in particular and the 

country in general. 
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3.4 Sampling Frame 

Physical representation of the target population from where a sample is selected is known 

as sampling frame (Chadwick, Bahr &Albrhcht, 1984). It consists of updated and all the 

potential members of the sample (Foreman, 1991; Mazzocchi, 2008). It is rare that a 

complete list of all the firms exist, because it is likely that undocumented firms are also in 

business all over the country in all sectors, for that reason it is necessary to construct an 

appropriate list (Saunders, Lewis & Thornhill, 2007). Target population of this study 

consisted of SMEs operating in the province of Punjab, Pakistan. 

As earlier stated, there are approximately 3.2 million registered and non-registered SMEs 

working in Pakistan, (SMEDA Policy, 2007). These SMEs include 600,000 Service sector 

units, 400,000 manufacturing units and 1 million retailers. The research population of this 

study consisted of all small and medium enterprises (SMEs) present in the Punjab province 

of Pakistan. There are 65.25 % (1,305,200) documented and non-documented SMEs 

present in the Punjab province (Afza& Rashid, 2009; Amjad, 2010). Out of these 1,305,200 

SMEs, approximately 39,033 SMEs are registered with various institutions and federations 

i.e. SMEDA and FPCCI as manufacturing, service and traders/retail units in Punjab, 

Pakistan. Hence, these 39,033 registered SMEs comprise the sampling frame of this study. 

3.5 Sample Size 

When the sample units in the target population under study are limited, the researcher may 

select the whole population rather than taking a sample for the study (Zikmund, 2003). But 

when the size of population is big, then it is not practical to collect the data from whole 

population due to many factors such as cost, resources and personnel. Therefore, sample 
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size is drawn from the target population. Since it is impossible to study an entire population 

therefore, sampling technique was used to selectthe representative sample (Leary, 2004). 

There are different views of researchers to determine sample size, sample size which is 

larger than 30 and less than 500 is usually considered appropriate to conduct a research 

study (Roscoe, 1975). Krejcie and Morgan (1970) have provided a table to simplify the 

decision for determining sample size from a given population. The sample size for a given 

population of 30,000 = 379 and sample size for 40,000 population = 380. Hence, it was 

deduced that the sample size from a given population of 39,033 would be = 380 to conduct 

the survey using the questionnaire. 

These 380 SMEs comprised of manufacturing firms that are registered with various 

institutions and federations in the province of Punjab. The manufacturing sector is highly 

competitive, therefore, LO, EO, MO constructs are simultaneously meaningful to this 

entire sector. The sample size of 380 lies within Roscoe’s rule of thumb for sample size; 

that is, smaller than 500 and larger than 30 is adequate for most research study (Roscoe, 

1975). 

3.5.1 Sampling Technique 

The sampling method for this research was probability sampling with simple random 

sampling. As observed by Burn and Burns (2007); Eriksson and Kovalainen (2008) and 

Ghauri and Gronhaug (2005) simple random technique allows the researcher to believe that 

sample characteristics refers to the total population. In addition to that, systematic random 

sampling offers more generalizability and offers less biasness (Sekaran, 2003). It provides 

each respondent an equal chance to be selected as the sample object of the study (Sekaran, 
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2003). And less chance of researcher's biasness against the choice of one sample over 

another (Salkind& Rainwater, 2003).By using Microsoft excels program random numbers 

were generated by using the mathematical formula to facilitate the selection of individual 

samples from the list of sampling frame. Hair,J F Wolfinbarger and Ortinal (2008) 

suggested that the sample size should be increased in order to reduce error and to handle 

the non-response issue. Hence, survey questionnaires were distributed randomly to 380 

SMEs in the Punjab province of Pakistan. 

3.6 Data Collection Method 

There are different ways of delivering survey questionnaires. It could be self-administered 

questionnaire, postal, internet (email) or fax. Each of the approaches has its own strengths, 

benefits and limitations. Several factors such as researcher’spreference, time constraints, 

cost, potential response rate e.t.c, should be taken into account in the selection of method 

of questionnaires administration (Frazer & Lawley, 2000). However, each method could 

be superior to or better than the others. Data for this research study was collected through 

e-mail and self-administered questionnaires, distributed among 380 SMEs operating in 

Punjab, Pakistan. According to Dilman (1978) self-administered survey is more effective 

and influences the level of satisfactory responses of the data generated from respondents. 

Moreover, according to Sekaran (2003) completed survey questionnaire was not only 

collected in short period of time but member of the research team (data collector) can 

motivate and introduce the respondent to the topic and any doubt can be clarified on the 

spot. Therefore, this study employed the self-administered questionnaire as the mean to 

collect the data. 
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3.7 Unit of Analysis 

Unit of analysis for this research was the firm and studied through the owner/manager of 

the firm,as this research study aimed to examine the hypothesized relationships amongst 

the variables on the level of the firm/business unit. 

3.7.1 Key Respondents 

Based on the suggestion of Campbell (1955) s knowledge, official role in the firm and also 

willingness to respond were the basis for respondent’s screening and selection. In the 

context of SMEs, Owner/manager, that is, the founder and managers of the businesses are 

always catered as the functioning and strategic heads likely to be informers their 

designations make them have complete knowledge of the company (Osman et al., 2011). 

The respondents of this study were owner/manager of the firm, as they have a good 

knowledge and are more directly involved with managing all the activities of the enterprise 

and often represent the views of entire firm (Poister&Streib, 1999). 

Managers were motivated and encouraged to before they were fully involved in filling the 

questionnaire. In this study single informant method as a representative was used to gather 

data from SMEs because LO, EO & MO are firm level construct and deeply rooted in firm 

(Knight &Cavusgil, 2004). According to the argument of researchers, such as, Olson, Slater 

andHuly (2005) there are various reasons to clarify the effectiveness of single respondent 

approach over multiple-respondent approach, firstly, single-informant approach is cost 

effective; secondly, it permits the researcher to get more respondent firms involved,  to 

make a higher response; thirdly, it does not make complexity in the data set, the multiple 

responses from the same firm can make data complicated for the analysis process can be 
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wrong and; lastly, most empirical researches in the area of LO, EO and MO preferred 

single-informant approach. 

Moreover, Kumar, Stern and Anderson (1993) argued that this technique is appropriate 

because the objective of the questionnaire needs complete and indepth information which 

cannot be expected to obtain from general respondents. 

3.8 Survey Instrument 

Survey method was used in order to distribute questionnaire and collect data. Survey is a 

structured way to collect information from the respondents using questionnaires. In survey 

research, questionnaires are considered one of the most appropriate mean to collect data 

(Asika, 1991). Moreover, survey approach through questionnaire administration is most 

generally and extensively used in strategic management research (Covin& Miles, 1999; 

Frank, Kessler & Fink, 2010; Naman&Slevin, 1993). Hence, a structured questionnaire 

consisted of closed-ended questions was used to collect data. A good questionnaire design 

is a condition necessary for obtaining good survey result. According to Beins (2004) survey 

instrument should be tailored, taking into account the important aspects i.e. content, 

relevancy, accuracy and presentation of the questionnaire to encompass the scope and 

objectives of the research. 

The items of the variables in the questionnaire were adapted or adopted from previous 

studies related with LO, MO, EOand performance to go well with the research objectives 

of the study and the local perspective (Gu, Hung &Tse, 2008). The questionnaire 

comprised of 42 items. Respondents were requested to respond to the statement of the 

question using a five-point Likert scale ranging from 1 ‘‘strongly disagree’’ to 5 ‘‘strongly 



63 
 

agree’’ to record the degree of their assessment and perception on each item. As observed 

by Al-swidi and Mahmood (2012) Likert scale is easy for respondents to read, understand 

and report their perceptions regarding behaviors, attitudes and assessments. Additionally, 

according to Sekaran (2006) interval scale conveniently allows to perform analysis on the 

data collected by using different statistical tool. Moreover, Likert scale has been one of the 

most commonly used scales and was supported in the previous studies related to examining 

the effect of different strategic orientations on the firm performance. 

The questionnaire was designed in a simple table using simple language, keeping in view 

that questions must be clear and straight forward. The respondents were required to tick 

their answers based on their perceptions for a statement of a question in the relevant box, 

so as to save time when answering the questions. 

All the items of constructs were measured using established measures that are taken from 

the past studies. Some of the questions adopted and used in this study were slightly adjusted 

and modified to make them more applicable and relevant to the objectives of this study. 

The survey instrument consists of questions pertaining to the following four constructs 

namely the LO, MO, EO and performance. 

The measurement items of constructs were based on comprehensive review of the current 

and past relevant literature, therefore content validity was not assessed numerically it was 

subjectively analyzed and evaluated by the researchers in the relevant area (Kaplan, 1987). 

The 42-item questionnaire thus developed, consisting of 5 sections and it was presented to 

experts to check the content validity and to seek their critical comments. During review, 

the experts suggested certain changes to refine the questionnaire. Therefore, items of 

questionnaire were rearranged and reformatted. 
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3.8.1 Performance Measure Scale 

As stated by Demirbag et al., (2006) performance measurement is very crucial for the 

valuable management and effectiveness of an organization. According to Deming (1986) 

progress and upgrading of something cannot be evaluated without assessing that thing. 

Hence, as noted by Gadenne and Sharma (2002) improvement in organizational 

performance needs some measurements to identify the extent of effectiveness of 

organizational resources on performance. 

Scholars have used different types of measures such as financial, non-financial or 

subjective measures, innovative and operational performance while examining the 

performance of a firm (Zehir, Ertosunb, Zehir&Müceldilli, 2012). It is more desirable to 

obtain objective measures to determine performance but it is difficult to obtain the 

objective data from the firms in Pakistan, particularly in a situation where most of the firms 

are not registered with official body and secondly managers are usually reluctant to share 

their financial data. Several studies done by Forker, Vickery and Droge (1996); Yamin, 

Mavondo, Gunasekaran and Sarros (1997); Curkovic, Melnyck, Calantone and Handfield 

(2000); Tan, Lyman and Wisner (2002) and Tracey, Lim and Vonderembse (2005) have 

used the subjective measurement for performance that provided required insights of a firm. 

In addition to that, according to Pelham and Wilson (1996) subjective measures are widely 

accepted and preferred approach used by researchers in order to increase the response rate. 

Thus, in this study items of subjective measures for performance were adapted from 

previous works of Valmohammadi (2011) to measure firm performance. This study utilized 

four items, sales growth rate, profitability, market share, customer satisfaction. All these 



65 
 

items were measured and gauged using a five-point Likert scale instrument ranging from 

1 (much lower performance) to 5 (much higher performance). Respondents were asked to 

report their satisfaction and assessment regarding firm’s performance. Table 3.1 illustrates 

the items of performance scale with the source. 

 

 

 

Table 3.1  

Performance Scale 

 

 

  

Construct                 Code                        Items                                      Source  

  Performance              P1      Sales Growth Rate                            (Valmohammadi, 2011) 

                                    P2       Profitability                                      (Valmohammadi, 2011) 

                                    P3       Market Share                                    (Valmohammadi, 2011) 

                                    P4       Customer Satisfaction                      (Valmohammadi, 2011) 

3.8.2 Entrepreneurial Orientation Scale 

The items of entrepreneurial orientation were adapted from Al-Swidi and Mahmood (2012) 

and Mahmood and Hanafi (2013) which were adopted from the instrument developed by 

Covin and Slevin (1989) used to measure the effect of entrepreneurial orientation on the 

performance of a firm. Covin and Slevin (1989) developed this scale based on early work 

by Khandwalla (1977) and Miller and Friesen (1982). EO was measured as a 
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unidimensional construct using three dimensions, innovativeness, pro-activeness and risk-

taking. The ten items of EO were measured using five-point Likert scale on which the 

owner/managers had to specify and describe the degree to which the items represent their 

firm’s strategy. Table 3.2 presents the items of entrepreneurial orientation Scale with the 

source. 

 

Table 3.2  

Entrepreneurial Orientation Scale 

 

Construct 

Entrepreneurial 

orientation 

Dimensions 

Innovation  

 

 

 

 

 

 

 

 

 

Proactiveness  

Code 

IN1  

 

 

IN2  

 

IN3  

 

 

IN4  

 

P1  

Items 

In our firm, we emphasize innovation and 

research and development activities critical 

to our performance. 

Our firm focuses to introduce new products 

and services at a high scale. 

It is the culture of our firm to support bold 

approaches to innovative product 

development. 

In our firm we actively seek innovative 

ideas. 

Source 

(Al-Swidi& 

Mahmood, 2012)  

 

(Al-Swidi& 

Mahmood, 2012)  

(Al-Swidi & 

Mahmood, 2012) 

 

(Al-Swidi& 

Mahmood, 2012)  
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Risk taking  

 

 

P2  

 

P3  

 

 

RT1  

 

RT2  

 

RT3  

 

Employees in our firm are encouraged to 

take initiatives and proactive decisions. 

Our firm is strongly proactive for high 

return projects 

Our firm is first to introduce new 

products/services, technologies and 

administrative techniques. 

we take bold decisions, necessary to achieve 

firm’s objectives. 

We carry out high risk projects with 

uncertain returns. 

Our firm usually adopts an aggressive and 

bold posture when faced with uncertainty, to 

exploit the probability of potential 

opportunities 

 

(Al-Swidi& 

Mahmood, 2012)  

(Al-Swidi& 

Mahmood, 2012)  

(Al-Swidi& 

Mahmood, 2012)  

 

(Al-Swidi& 

Mahmood, 2012)  

(Mahmood & 

Hanafi, 2013) 

(Al-Swidi& 

Mahmood, 2012)  

 

 

3.8.3 Market Orientation Scale 

Several scholars have developed measurement scale of market-orientation from both, 

organizational culture perspective (MKTOR scale of Narver& Slater, 1990) and behavioral 

perspective (MARKOR scale of Kohli, Jaworski & Kumar, 1993). However, as mentioned 

by Lado, Maydeu-Olivares and Rivera (1998b) the first market orientation scale MKTOR 
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developed by Narver and Slater (1990) was preferred due to its more practical features and 

advantages. Therefore, measurement scale developed by researchers Narver and Slater 

(1990) was used for this research study.  

To evaluate firm's market orientation as a unidimensional construct, the three dimensions, 

that is, competitor orientation, interfunctional coordination and customer orientation were 

measured with a revised version (suitable for SMEs) with sixteen items on a five-point 

Likert scale (1=strongly disagree; 5=strongly agree) on which the owner/managers had to 

specify the degree to which the items represent their firm’s strategy. Table 3.3 illustrates 

the items of market orientation scale with the source. 

Table 3.3 

Market orientation Scale 

Construct 

Market 

Orientation 

Dimensions 

Customer 

orientation 

 

 

 

 

 

 

 

 

Code 

CO1  

 

CO2  

 

 

CO3  

 

 

CO4  

 

Item 

Our business objectives are primarily 

driven by customer satisfaction, 

Our firm’s strategies are determined 

by our belief that how can we create 

greater value for customers. 

We constantly monitor our level of 

commitment and orientation to fulfill 

customer’s need.  

Our firm provides after sales service 

for customers.  

Source 

(Narver & Slater,1990)  

 

(Narver & Slater,1990)  

 

 

(Narver & Slater,1990)  

 

 

(Narver& Slater,1990)  
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Competitor 

orientation  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

CO5  

 

CO6  

 

 

CMO1  

 

 

CMO2  

 

 

 

CMO3  

 

 

 

 

CMO4 

 

 

CMO5  

 

 

We evaluate customer satisfaction 

continuously and systematically. 

Our firm’s strategy for competitive 

advantage is based on our 

understanding of customer needs  

In our firm, sales people share 

information about competitor’s 

strategies.  

We quickly respond to competitive 

actions of our competitor that threaten 

us. 

 

We systematically analyze the 

 products offered by our competitors  

information about successful and 

unsuccessful customer’s experience 

with all the employees of the firm. 

We regularly share information with 

our employees concerning 

competitor’s strengths and strategies. 

We target those customers where we 

have an opportunity for competitive 

advantage.  

(Narver& Slater,1990)  

 

(Narver & Slater,1990)  

 

 

(Narver& Slater,1990)  

 

 

(Narver& Slater,1990) 

 

 

 

(Narver& Slater,1990)  

 

 

 

 

(Narver& Slater,1990)  

 

 

(Narver& Slater,1990)  
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Inter functional 

coordination  

 

IFC1  

 

 

IFC2 

 

 

 

IFC3 

 

IFC4 

 

 

IFC5 

 

 

In our firm, all the business units are 

integrated in serving the needs of our 

target markets.  

In our firm we freely communicate 

information about successful and 

unsuccessful customer’s experience 

with all the employees of the firm. 

We regularly visit our present and 

prospective customers 

There is a strong coordination 

amongst all the units, which provides 

our firm a competitive advantage.  

All the employees in our firm 

understand how they can contribute to 

create customer value.  

 

(Narver& Slater,1990)  

 

 

(Narver& Slater,1990)  

 

 

 

(Narver& Slater,1990)  

 

(Narver& Slater,1990)  

 

 

(Narver& Slater,1990)  

 

 

3.8.4 Learning Orientation Scale 

Learning Orientation was measured with 12 items adapted from Sinkula, Baker and 

Noordewier(1997). To evaluate firm's Learning orientation as a unidimensional construct, 

the three dimensions (i.e. commitment to learning, shared vision and open mindedness) 

were measured with a revised version (suitable for SMEs) with sixteen items on a five-
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point Likert scale (1=strongly disagree; 5=strongly agree) on which the owner/managers 

had to specify the degree to which the items represent their firm’s strategy. Table 3.4 

illustrates the items of market orientation scale with the source. 

 

Table 3.4 

Learning Orientation Scale 

Construct 

Learning 

Orientation 

Dimensions 

Commitment 

to Learning 

 

 

 

 

 

 

 

 

 

Shared 

Vision 

 

 

Code 

CL1 

 

 

 

CL2 

 

CL3 

 

CL4 

 

 

SV1 

 

 

SV2 

Items 

Managers basically agree that our 

organization’s ability to learn is the key to 

our competitive 

advantage. 

The basic values of this organization 

include learning as key to improvement. 

The sense around here is that employee 

learning is an investment, not an expense. 

Learning in my organization is seen as a 

key commodity necessary to guarantee 

organizational survival. 

There is total agreement on our 

organizational vision across all levels, 

functions, and divisions. 

Source 

(Sinkula, Baker & 

Noodewier 1997) 

 

 

(Sinkula, Baker & 

Noodewier 1997) 

(Sinkula, Baker & 

Noodewier 1997) 

(Sinkula, Baker & 

Noodewier 1997) 

 

(Sinkula, Baker & 

Noodewier 1997) 
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Open 

mindedness  

 

SV3 

 

SV4 

 

OM1 

 

 

OM2 

 

 

OM3 

 

 

OM4 

All staff are committed to the objectives of 

the organization. 

Employees view themselves as partners in 

charting the direction of the organization. 

There is a unity of purpose in the 

organization. 

We are not afraid to reflect critically on the 

shared assumptions we have made about 

our customers. 

Personnel in this enterprise realize that the 

very way they perceive the marketplace 

must be continually questioned. 

We rarely collectively question our own 

bias about the way we interpret customer 

information. 

We continually judge the quality of our 

decisions and activities taken over time. 

 

(Sinkula, Baker & 

Noodewier 1997) 

(Sinkula, Baker & 

Noodewier 1997) 

(Sinkula, Baker & 

Noodewier 1997) 

(Sinkula, Baker & 

Noodewier 1997) 

 

(Sinkula, Baker & 

Noodewier 1997) 

 

(Sinkula, Baker & 

Noodewier 1997) 

 

(Sinkula, Baker & 

Noodewier 1997) 
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3.9 Questionnaire Design: 

The most difficult stage of survey design is to develop and design a survey instrument 

(Beins, 2004). The content and presentation of the questionnaire have two important 

aspects that require to be considered while developing the instrument. Content of the 

research questionnaire were in consonance with research questions and research objectives 

of the study and supported by thorough literature review. Besides that, expert’s opinion in 

the related area was also sought to make sure that the content of the questionnaire explains 

what it was intended to measure. Moreover, wording of the questions, the response options 

as well as the sequence of the questions were made to be easy to read, interesting and 

understandable. The instructions for the respondents were stated clearly and precisely to 

avoid any ambiguity. 

In terms of response choices, the closed ended format was used. The advantage of using 

closed ended questions is that the respondents would be able to solve it quickly and make 

decisions fast among the choices givenas it saves time. In addition, closed ended questions 

also facilitate the researcher to record the data easily for subsequent data analysis (Beins, 

2004; Oppenheim, 2000; Sekaran, 2003). McKelvie (1978) provided a strong support that 

cross-sectional reliability of the instrument is greater for 5-points than 7-points. 

The questionnaire of the study consisted of 42 questions divided into 5 sections. In the first 

section there were 12 questions to measure the LO on SMEs. In addition, there were 10 

questions in section two to measure entrepreneurial orientation (EO) construct through the 

perceptions of owner/ managers of SMEs. The third section, however, had 16 items to 

measure the responses of owners/managers related to market orientation (MO). In the 
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fourth section, 4 items related to performance were presented. Fifth section consisted of 

the inquiry about the demographic information of the respondents and firm. The section 

contained nine questions regarding the demographic data of respondent’s profile and firm’s 

information. 

 

 

3.10 Data Analysis 

The data collected for this study will be analyzed using the SPSS version 21 (Statistical 

Package of Social Sciences). However, the data was statistically analyzed through three 

main steps. These analyses included: Descriptive analysis, Factor and Reliability analysis, 

and Correlation analysis. 

3.10.1 Descriptive Analysis 

Prior to carrying out any statistical analysis various statistical techniques such as 

descriptive statistics the mean, median and standard deviation on the variables were 

employed, as well as data response rate was also checked. Descriptive analysis was 

conducted to initially quantitatively summarize the data. 

3.10.2 Factor and Reliability Analysis 

Factor analysis was performed to identify the set of common underlying dimensions of a 

set of variables, known as factor of the construct (Hair et al., 2010). Factor analysis was 
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done to reduce number of factors to be illustratable, relevant and manageable (Cavana, 

Dalahaye&Sekaran, 2001). 

3.10.3 Correlation Analysis 

The analysis was conducted prior to multiple regression and hierarchical regression to 

determine the direction and strength of relationship between the variables under study. 

3.10.4 Preparing Data for Multivariate Analysis 

At this stage, the data was prepared for the multivariate data analysis by employing four 

main assumptions of multivariate analysis; 

1. Normality testing through normal probability plots. 

2. Outlier detection through examining Mahalanobis distances. 

3. Homoscedasticity and linearity check through Scatterplots. 

4. Detecting and tackling Multicollinearity employing Variance Inflation Factor (VIF). 

3.10.5 Multiple Regression Analysis 

This method was used to analyze the hypotheses of the study by examining the significance 

of the relationship between several predicting/independent variables (predictor) and one 

dependent (criterion) variable (Allison, 1999; Hair et al., 2010). 
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3.11 Summary 

This chapter explained the research methodology employed in this study. This research is 

a descriptive study using a survey method to collect data. This chapter has discussed in 

detail the methodology adopted in collecting data and techniques for analyses of data. 

Moreover, this chapter provided some elaborations on the target population, sampling 

frame and the justification of the selection of owner/manager of SME’s as the respondents. 

In addition, this chapter also explained the instruments used based on the relevant literature 

review. 
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CHAPTER 4: ANALYSIS AND FINDINGS 

4.0 Introduction 

This chapter focuses on data analysis and the outputs generated through SPSS version 21. 

The analysis involves data screening and preliminary analysis, descriptive analysis, 

multivariate assumption test, factor analysis, reliability test and hypotheses testing.  In 

addition, the initial data screening and preliminary analysis contained data entry and 

rephrasing of the negatively worded survey questions, missing value analysis, test for non-

response bias, and common method bias/variance test while multivariate assumption test 

consists of treatment of outliers, normality test, multicollinearity test, linearity and 

homoscedasticity test. The chapter was wrapped up with the summary of chapter. 

4.1 Response Rate 

Data collection exercise, which was carried out by the researcher in Pakistan, ended with 

a reasonable response rate of 87% in which 330 out of 380 questionnaires distributed to 

the respondents was returned as presented in Table 4.1. Out of the 330 returned 

questionnaires, 318 were usable while 12 were incomplete and removed. The usable 

questionnaires represent overall response rate of 83% which signifies an adequate response 

rate for survey (Sekaran, 2003). 
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Table 4.1 

Questionnaire Response Rate 

Response  Frequency 

No. of Distributed Questionnaires 380 

No. of Returned Questionnaires 330 

No. of Returned and Usable Questionnaires 312 

Response Rate  87% 

Valid Response Rate  83% 

 

4.2 Data Screening and Preliminary Analysis 

For proper data analysis, data screening should be the first step to take. Data screening 

refers to coding and inputting of the returned and usable questionnaires using SPSS. The 

process involved rewording of the negatively worded items in the questionnaire. Thus, one 

negatively worded question in the survey was reverse-coded. The item includes Inter 

Functional Coordination (IFC). Following this, missing value analysis was done (Hair, 

Black, Babin, & Anderson, 2010; Tabachnick&Fidell, 2007).  

4.2.1 Missing Value Analysis 

Replacing the missing values is of much importance in the data analysis, since the existing 

techniques cannot work with missing values in the data set (Schumacker& Lomax, 2004). 

Also, if data organization and its further conversion into a form appropriate for analysis 

are done correctly, the data would be of quality (Kristensen &Eskildsen, 2010). Some 
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missing values were spotted in the data when data were run in the SPSS using frequency 

tool. The missing values are presented in Table 4.2 below:  

Table 4.2 

Total and %age of Missing Values (N = 318) 

Constructs Number of Missing Values 

EO 10 

MO 16 

LO 12 

PR 

Demographic 

4 

10 

 

Total  

%age 

52 (out of 16, 218 data points) 

0.320% 

 

The overall missing data were 0.32%, and thus it is insignificant, as opined by Tabachnick 

and Fidell (2007) that missing rate of 5% or less is non-significant. Therefore, no item or 

case was removed, and the missing values were substituted using mean substitution (Hair 

et al., 2010). 
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4.3 Descriptive Statistics: Profile of Respondents 

This section presents the bio-data of the respondents. Table 4.3 depicts the demographic 

profiles of the respondents. The bio-data involves work specification, educational level, 

gender, age, and working experience of the respondents. 

Table 4.3 

Descriptive Analysis of Demographic Data 

Demographic Profile Frequency %age 

Position:   

CEO Managing Director  193 60.7 

Senior Manager 125 39.3 

Total 318 100 

Gender:   

Male 272 85.5 

Female  46 14.5 

Total 318 100 

 

Table 4.3 (Continued)   

Demographic Profile Frequency %age 

Marital Status:   

Married 252 80.5 

Single   62 19.5 

Total 318 100 
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Age:   

Below 20 years 0 0 

20-30years 1 .3 

31-40 years 50 15.7 

41-50 years 175 55.0 

Above 50 years 92            28.9 

Total 318 100 

Level Of Education:   

Matriculation 3 .9 

Intermediate 47 14.8 

Bachelors 180 56.6 

Masters 88 27.7 
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Total 

 

No Of Employees: 

51-100                                                                                     

101-150 

151-250 

>250 

Total         

 

Types Of Ownership: 

Sole proprietorship 

Partnership 

Joint venture 

Limited Company 

Joint stock 

Corporation 

Total 

 

Sales Turn Over (Rs in Millions): 

50-75  

76-100 

101-125 

>125 

 318 

 

 

            11  

           147 

           154  

              6     

           318  

 

 

           55 

           94 

           11 

           108 

            7 

           42 

          318   

 

 

            1 

            37 

            204 

            76 

100 

 

 

            3.5 

            46.2 

            48.4 

             1.9 

             100 

 

 

            17.6 

            29.6 

             3.5 

            34.0 

              2.2 

             13.2 

             100 

 

 

.3 

11.6 

64.2 

23.9 
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Total     

 

Years Of Operation: 

<1 

1-3 

4-7 

8-11 

12-15 

16-20 

>20   

Total                                                      

 

            318  

 

 

             4 

            17 

            44 

           144 

             91 

             11 

              7 

            318                                  

 

100 

 

 

           1.3 

           5.3 

           13.8 

           45.3 

           28.6 

            3.5 

            2.2 

            100 

 

 

Table 4.3 shows that majority of respondents (60.7%) were the owners of firms, 

responsible for the firm strategic decisions and key operations. Descriptive analysis 

showed that out of 318 respondents, there were more male than female respondents. The 

results depicted that (92.4%) of the respondents were male 272 and the remaining 46 

(14.5%) were female. Both male and female respondents of the study are equally 

contributing to the success of the firm. Majority of respondents 252 (80.5 %) were married, 

while only 62 (19.5 %) were reported unmarried or single. 

A total of 50 respondents (15.7 %) were aged between 31-40 years old,175 respondents 

(55.7%) each were aged between 41-50 years, 92 (28.9%) respondents were 50 years old 

above. Only 1 respondent reported as in the age of between 20-30 years. 
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The data showed that out of 318 respondents, 3 (0.9 %) respondents have done 

matriculation. 47 (14.8 %) intermediate, 180 (56.3 %) Bachelor degree, 88 (27.7 %) 

Masterdegree. This indicated that the study sample was well educated with a good 

experience of working, which creates rationality and validity of answers of questionnaire. 

Results from the table 4.4 illustrated that 11 SMEs (3.5% %) employed 51-100 employees. 

147 SMEs (46.2 %) employed 101-150 employees followed by 154 (48.4 %) employed 

151-250 employees while 6 (1.9 %) SMEs employed more than 250 employees. About 3 

(0.8 %) had 151-200 employees, while 11 (3 %) employed 201-250 employees. The study 

also exhibited 4 (1.3 %) age is less than 1 year, followed by 17 (5.3 %) were of 1-3 years 

of age and 44 (45.3 %) were of age 4-7. Majority of the SMEs 144 (45.3 %) were of age 

8-11 years. Whereas, 91 (28.6 %) aged between 12-15 years and 11 (3.5 %) SMEs aged 

between 16-20 years and 7 (2.2 %) SMEs of age more than 20 years.  

The results also showed that 56 (17.6 %) SMEs were Sole proprietorship while 94 (29.6 

%) were partnership business. 11 (3.5 %) SMEs reported as joint venture. Majority of the 

SMEs 108 (34 %) were limited companies followed by 42 (13.2 %) corporations and 7 (2.2 

%) as joint stock. 

The results illustrated that 1 (.3 %) SMEs sales turnover is between 50-75 Rupees in 

Million followed by 37 (11.6 %) SMEs have 76-100. Majority of the SMEs 204 (64.2 %) 

has 101-125 sales turn over and 76 (23.9 %) SMEs have more than 125 Sales turn over. 
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4.4 Construct Validity (Exploratory Factor analysis) (EFA) 

Summarizing the structure of variables through data reduction in a dataset constitutes what 

is known as factor analysis. Factor analysis can be used for reduction of large number of 

factors to a small set of factors; for ensuring retainment of important dimensions in the 

constructs being measured; and consequently, for ensuring formation and refinement of the 

model (Williams, Brown &Onsman, 2012). In doing this, some assumptions should be 

considered. Based on the general rule of thumb, 5 cases per variable is the minimum for 

running factor analysis (Hair et al., 2010). With data cases of 318, the data collected for 

the current study is fit for conducting factor analysis. 

In conducting factor analysis in the current research, the Principal Component Analysis 

(PCA), which is the most common extraction technique in factor analysis technique, is 

adopted to extract the factors constituting the constructs of the study based on the 

Eigenvalue greater than or equal to one (≥ 1) (Williams, Brown &Onsman, 2012). Fitting 

factor analysis requires that the correlation coefficients of nearly all the items to be 0.3 and 

above (PaIlant, 2011; Hair et al., 2010). Included as part of the requirement for good factor 

analysis are Bartlet’s test of sphericity which must be significant at (p<0.05), values of 

Kaiser-Meyer-Olkin (KMO) and overall sampling adequacy measure (MSA) which must 

be at least 0.6 and above. In an event where the values of Kaiser-Meyer-Olkin (KMO) and 

overall sampling adequacy measure (MSA) is lower than 0.6, there would be need for more 

data collection or additional variables (Field, 2009).  

Going by the taxonomy made by Hutcheson and Sofroniou (1999), KMO values that fall 

between 0.5 and 0.7 are considered average; fall between 0.7 and 0.8 are considered good; 
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those with value 0.9 are considered very good while the values above 0.9 are excellent. In 

addition, items whose loadings falls below 0.4 were removed (Stevens, 1992). KMO and 

total variance explained were considered when determining components’ numbers (i.e. the 

number of factors) to be extracted. Item loadings and cross loadings of 0.4 and above on 

one component are accepted in the current study, considering their statistical and practical 

importance (Stevens, 1992).    

Based on the above rules, the results of the factor analysis of the dependent variable (Firm 

Performance), independent variables (Entrepreneurial orientation, Market orientation and 

Learning orientation) are presented in the next subsections. 

4.4.1 Factor Analysis for Entrepreneurial Orientation 

In extracting the dimensions of Entrepreneurial orientation, 10 items in the survey were 

examined using Principal Component Analysis (PCA)method. The result of PCA extract 

of five factors solution model with Eigenvalues > 1 via Varimax with Kaiser’ normalization 

rotation method (see Table 4.5). The initial factor analysis of the dependent variable did 

not meet the assumptions of factor analysis, and some items were deleted because of the 

values of the items fall below minimum factor loading of 0.4 (Stevens, 1992). After many 

trials, the final results that completely satisfies the conditions of factor analysis is presented 

below in Table 4.4: 
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Table 4.4 

Rotation Factor Matrix: Entrepreneurial Orientation 

Component Items 

No 

Items  

1 2      

Innovation   IN3 It is the culture of our 

firm to support bold 

approaches to innovative 

product development. 

 

.871       

IN1 In our firm, we emphasize 

innovation and research 

and development 

activities critical to our 

performance 

. 

.850       

IN4 In our firm we actively seek 

innovative ideas. 

 

.739       

IN2 Our firm focuses to 

introduce new products 

and services at a high 

scale. 

.624       

 

 

 

Risk Raking R1 We take bold decisions, 

necessary to achieve 

firm’s objectives. 

 

 .699      

R3 

 

Our firm usually adopts 

an aggressive and bold 

 .693 
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R2 

posture when faced with 

uncertainty, to exploit the 

probability of potential 

opportunities. 

 

We carry out high risk 

projects with uncertain 

returns. 

 

 

 

 

    .570 

Eigen Value    2.717 1.243   

Variance    38.811 56.536   

KMO     .736   

Approx. Chi-Square  

 

    526.89

9 

  

Bartlett’s Test of Sphericity       df     21   

Significance Level     .000   

Extraction Method: Principal Component Analysis. 
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Table 4.4 above presented the factor analysis of EO and signifies that independent variable, 

which was measured with 10 items, has 2 components and met all the assumptions of factor 

analysis adequately after deletion of 3 items which failed to meet up with the thresholds. 

The factor loadings of the remaining 7 items range between 0.570 and 0.870. The removed 

items were unable to match with the other items in the component and their removal added 

to the value of total variance explained.  

In the new measurement of EO, two factors/components emerged; the first factor, which is 

Innovation, has four items and the second factor called Risk taking has three items.  

Table 4.4 also shows that the value of KMO, which measures sampling adequacy, is 0.736 

exceeding the benchmark of 0.60. This indicates that the sample size is sufficient for the 

conduct of factor analysis. Likewise, the Bartlett’s Test of Sphericity is statistically 

significant, and it supports the factorability of the correlation matrix as the p-value stands 

at 0.000. The two components explained a variance of 38.811, 56.563, respectively. The 

items that were eventually deleted are P1, P2 and P3. 

4.4.2 Factor Analysis for Market Orientation 

Market Orientation, as a construct, has 16 items which were examined via PCA method. 

The analysis indicates that the construct has two components with Eigen value greater than 

1. Thus, the factors could not be rotated. Table 4.5 below presents the result of the factor 

analysis.  

Table 4.5 

Rotation Factor Matrix: Market Orientation 
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Components Items 

No. 

Items Factor Loadings 

1 2 

Customer 

Orientation 

CO6 Our firm’s strategy for competitive 

advantage is based on our 

understanding of customer needs. 

 

.792  

CO5 We evaluate customer satisfaction 

continuously and systematically. 

 

.755  

CO4 

 

 

CO3 

 

 

 

CO1        

Our firm provides after sales service 

for customers. 

 

We constantly monitor our level of 

commitment and orientation to fulfill 

customer’s need. 

 

Our business objectives are primarily 

driven by customer satisfaction 

 

.731 

 

 

   .728 

 

 

 

   .643 

 

Inter-

functional 

Coordination 

IFC5 There is a strong coordination 

amongst all the units, which provides 

our firm a competitive advantage. 

 

 .840 
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IFC4 

 

 

IFC3  

We regularly visit our present and 

prospective customers 

In our firm we freely communicate                 

information about successful and 

unsuccessful customer’s experience 

with all the employees of the firm. 

 

 .822 

 

  .748 

Eigen Value 3.902 1.236 

Variance 43.352 57.085 

KMO .853 

Approx. Chi-Square 932.738 

Bartlett’s Test of Sphericity       df 36 

Significance Level .000 

Extraction Method: Principal Component Analysis. 

 

As shown in Table 4.5 the factor analysis of goal setting and signifies that it has two 

components and met all the assumptions of factor analysis adequately after deletion of 8 

items which failed to meet up with the thresholds. The factor loadings of the remaining 

five items range between 0.643 and 0.840. The removed item was unable to match with the 

other items in the component and their removal added to the values of total variance 

explained. In the new measurement of goal setting, two factors emerged involving 

customer Orientation and Inter-functional coordination; the first factor/component, which 
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is customer orientation, has five items while the second factor called inter-functional 

coordination has three items.  

Moreover, KMO value of 0.853 exceeds the benchmark of 0.60. This indicates that the 

sample size is sufficient for the factor analysis to be conducted. Likewise, the Bartlett’s 

Test of Sphericity is statistically significant, and it supports the factorability of the 

correlation matrix as the p-value stands at 0.000. The two components explained a variance 

of 43.352 and 13.733 respectively. The items that was eventually deleted is was CO2, 

CMO1, CMO2,CMO3, CMO4, CMO5, IFC1, IFC2 

4.4.3 Factor Analysis for Learning Orientation 

Learning Orientation is a construct measured with 10 items which were subjected to factor 

analysis using PCA method. The analysis indicates that the construct has two components 

with Eigen value greater than 1. Thus, the factors could not be rotated. Table 4.6 below 

presents the result of the factor analysis.  
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Table 4.6  

Rotation Factor Matrix: Learning Orientation 

Components Items 

No. 

Items Factor Loadings 

1         2              3 

Shared 

Vision 

SV1 There is total agreement on our 

organizational vision across all levels, 

functions, and divisions. 

.804  

SV4 There is a unity of purpose in the 

organization. 

.772  

SV2 

 

SV3 

All staff are committed to the 

objectives of the organization. 

Employees view themselves as 

partners in charting the direction of 

the organization. 

.766 

 

  .634 

 

Commitment 

To Learning 

 

 

 

 

 

 

CL1 Managers basically agree that our 

organization’s ability to learn is the 

key to our competitive advantage. 

     .904        

CL2 

 

 

 

 

OM2 

The basic values of this organization 

include learning as key to improvement. 

 

 

Personnel in this enterprise realize that 

the very way they perceive the 

     .872          

 

 

 

 

                     .895 
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Open 

Mindedness 

 

 

 

OM3       

marketplace must be continually 

questioned. 

We rarely collectively question our own 

bias about the way we interpret 

customer information. 

 

 

 

 

 

                      .889 

Eigen Value                                                              3.192 1.544 1.113 

Variance                                                                   39.897 59.200 73.111 

KMO .698 

Approx. Chi-Square  906.828 

Bartlett’s Test of Sphericity       df 28 

Significance Level .000 

Extraction Method: Principal Component Analysis. 

 

Table 4.6 above presents the factor analysis of learning Orientation and signifies that it has 

three components and met all the assumptions of factor analysis adequately after deletion 

of 4 items which failed to meet up with the thresholds. The factor loadings of the six items 

range between 0.634 and 0.904. In the new measurement of Learning Orientation, three 

factors emerged involving share vision which has 4 items, commitment to learning has 2 

and open-mindedness has 2 items. CL1, CL2, OM1, OM4 were deleted. 
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Moreover, KMO value of 0.698 exceeds the benchmark of 0.60. This indicates that the 

sample size is sufficient for the factor analysis. Likewise, the Bartlett’s Test of Sphericity 

is statistically significant, and it supports the factorability of the correlation matrix as the 

p-value stands at 0.000. The two components explained a variance of 39.897, 59.200 and 

73.111 respectively. 

4.4.4 Factor Analysis for Firm Performance, 

Firm performance as a construct, has 4 items which were subjected to factor analysis using 

PCA method. The analysis indicates that the construct has one component with Eigen-

value greater than 1. Thus, the factors could not be rotated. Table 4.7 below presents the 

result of the factor analysis. 

Table 4.7 

Rotation Factor Matrix: Performance 

Components Items No. Items Factor Loadings 

1  

 Performance PR2 Profitability 

 

.845  

PR3 Market Share 

 

.792  

PR1 Sales Growth Rate 

 

.595  

PR4 Customer Satisfaction 

 

.577  
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Eigen Value  2.029 

Variance  50.715 

KMO .618 

Approx. Chi-Square  251.725 

Bartlett’s Test of Sphericity       df 6 

Significance Level .000 

Extraction Method: Principal Component Analysis. 

 

Table 4.7 above presents the factor analysis of firm performance which has one component 

and met all the assumptions of factor analysis adequately with no deletion of any item as 

they all meet up with the thresholds. The factor loadings of the items range between 0.577 

and 0.845.Moreover, KMO value of 0.750 exceeds the benchmark of 0.60. This indicates 

that the sample size is sufficient for the conduct of factor analysis. Likewise, the Bartlett’s 

Test of Sphericity is statistically significant, and it supports the factorability of the 

correlation matrix as the p-value stands at 0.000. The two components explained a variance 

of 50.715. 
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4.5 Descriptive Analysis of the Construct 

A descriptive analysis for independent variables, moderator variable and dependent 

variable was conducted. Details of descriptive analysis presented in Table 5.5 shows the 

mean scores, minimum and maximum values and standard deviation of all the variables in 

the questionnaire using 5-point Likert scale criteria ranging from 1 ‘‘strongly disagree’’ to 

5 ‘‘strongly agree. The results show high mean values for all the variables. 

Table 4.8 

Descriptive analysis 

 

 

 

 

 

 

 

 

Entrepreneurial orientation, the mean is 3.99 with a minimum 2.57 value and a maximum 

value of 5 with a standard deviation of 0.50. For market orientation, the mean value is 3.64; 

standard deviation is 0.67 with minimum 1.00 and max value of 5.00. While, for learning 

orientation, the mean is 3.48, standard deviation is 0.67 with a minimum 1.88 value and 

Descriptive Statistics 

 N Minimu

m 

Maximu

m 

Mean Std. 

Deviation 

EO 318 2.57 5.00 3.9978 .50523 

MO 318 1.00 5.00 3.6474 .67613 

LO 318 1.88 5.00 3.4838 .67155 

PR 318 2.25 5.00 3.9583 .63578 

Valid N 

(listwise) 

318     
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maximum 5.Meanwhile, for performance the mean value is 3.95, standard deviation score 

is 0.63 with 2.55 minimum value and 5.00 maximum value.These values of overall mean 

scores and standard deviation scores for all the variables and are quite acceptable. Hence, 

it can be asserted that the respondents of the current study have good understanding of the 

studied constructs. 

4.6 Multivariate Assumption Test 

Through multivariate assumption test, possible breach of vital assumptions about the 

application of multivariate techniques of data analysis can be easily detected. Hence, 

preliminary analysis is crucial in any multivariate analysis, and it includes treatment of 

outliers, normality test, multicollinearity, linearity and homoscedasticity (Hair et al., 2007).  

4.6.1 Treatment of Outliers 

Outlier, which is known as observations that look irregular in a dataset due to incorrect 

data entry, was described by Hair et al. (2010) as the values with rare traits that distinguish 

it from other values. In regression analysis, outlier can harmfully affect the estimates of 

regression coefficients and thus render the results unreliable (Verardi&Croux, 2008). Thus, 

it is important to check for any likely outliers in the dataset before conducting the main 

data analysis. 

The current study employs many ways to detect outliers. The process begins with 

estimation of frequency, and the frequency result revealed that no observation is found to 

be outlier. Moreover, univariate outlier test was done using the standardized values with a 

cut-off of ±3.29 (p < .001), as suggested by Tabachnick and Fidell (2007). The result of Z 
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scores of each case indicates that none of the observations is found to be univariate outlier 

as all the cases are below the threshold of±3.29 (p < .001).  

Then, in multivariate outliers testing, Mahalanobis distance (D2) with a threshold of chi-

square is 93.17 (p <0.001) was used detect any outliers. Mahalanobis distance (D2), as 

described by Tabachnick and Fidell (2007) refers to the gap between a case and the centroid 

of other cases, in which the centroid denotes the point at the intersection of the mean of the 

whole variable. No outliers were also detectedas thereis no case that has Mahalanobis 

distance above 24.80 (p< 0.01). 

4.6.2 Normality Test 

It has become a fact that highly skewed or kurtotic data would give rise to bootstrapped 

standard error estimates (Chernick, 2008). Non-normal data miscalculates the statistical 

significance of the path coefficients (Ringle, Sarstedt, & Straub, 2012). Based on the above 

reason, normality test of the data was conducted using graphical method 

(Tabachnick&Fidell, 2007). 

4.6.2.1 Graphical Method 

Graphical approach in testing normality of data of 200 cases or more data set is preferable 

(Field, 2009). This involves looking at the shape of the distribution graphically. So, 

histogram and normal probability plots were inspected to confirm that normality 

assumptions were upheld (as depicted in Figure 4.1). 
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Figure 4.1 Histogram and Normal Probability Plots. 
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4.6.3 Linearity 

Linearity of data was examined using residual scatter plot. Flury and Riedwyl (1998) stated 

that the residuals should scatter around 0 or most of the scores should present and 

concentrate in the centre at the 0 point indicating that linearity assumption is satisfied. 

Figure 4.2 illustrates that the residual scores were concentrated at the centre along the 

zero(0) point showing that the linearity assumption was fulfilled. 

 

 

Figure 4.2 Scattered Plot 

4.6.4 Homoscedasticity 

According to Norusis (1999) assumption of homoscedasticity is met when there is no 

pattern to the data dispersion and residuals are scattered randomly around the horizontal 
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line. Examining the scatterplot shows no pattern of data distribution and data was randomly 

distributed around the horizontal line thus homoscedasticity assumption was not violated. 

4.7 Multicollinearity Test 

Given the description by Sekaran and Bougie (2010), Multicollinearity can be regarded as 

a state in which high correlation occurs between two or more independent variables in a 

given multiple regression model. Existence of high or perfect correlation between 

independent variables distorts the estimates of regression coefficients and their statistical 

significance tests (Hair, et al., 2006).It also increases the standard errors of coefficients, 

which consequently renders the coefficients statistically non-significant 

(Tabachnick&Fidell, 2007). 

The technique used to check for multicollinearity is by checking variance inflated factor 

(VIF) and tolerance value. Considering Hair et al.’s (2010) standard, VIF values of more 

than 10 and the tolerance value of less than 0.10, signifies multicollinearity problem in a 

given model. The result in Table 4.9 indicates that there is no multicollinearity problem in 

the model as all VIF values were less than 10, and tolerance values fall above 0.10. 

Table 4.9 

Multicollinearity Test (N=318) 

Constructs Tolerance Variance Inflation Factor 

EO 0.787 1.271 

MO 0.433 2.310 

LO 

 

0.397 2.520 
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Note: EO= Entrepreneurial Orientation, MO= Market Orientation, LO= Learning 

Orientation 

4.8 Hypotheses Testing 

Having fulfilled all the multivariate condition for parametric approach, specifically 

normality test, multiple regression analysis is deemed fit for hypotheses testing. Multiple 

regression is conducted to produce the results for hypotheses testing. This is done by testing 

the individual and collective effect of EO, LO and MO on firm performance. 

4.8.1 Correlation Analysis 

Pearson Product-Moment correlation is used in the current study to provide initial 

understanding of the direction and strength of the relationship between the independent 

variables and dependent variables (Pallant, 2011) and Sekaran (2000), as it is considered 

suitable for the analysis of connections among variables. 

The correlation analysis in this section measured the intensity and direction of the linear 

relationship between EO, MO, LO with Firm performance. The ranges of the correlation 

coefficient are ‘-1’ to ‘+1’. While, ‘-1’ indicates negative relationship, ‘0’ signifies no 

relationship, and ‘+1’ represents positive relationship.
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  Table.4.10 

Correlation 

 

 

 

 

 

 

 

 

Correlations 

 EO MO LO PR 

EO 

Pearson 

Correlation 

1 .374** .460** .516** 

Sig. (2-tailed)  .000 .000 .000 

N 318 318 318 318 

MO 

Pearson 

Correlation 

.374** 1 .752** .420** 

Sig. (2-tailed) .000  .000 .000 

N 318 318 318 318 

LO 

Pearson 

Correlation 

.460** .752** 1 .444** 

Sig. (2-tailed) .000 .000  .000 

N 318 318 318 318 

PR 

Pearson 

Correlation 

.516** .420** .444** 1 

Sig. (2-tailed) .000 .000 .000  

N 318 318 318 318 

**. Correlation is significant at the 0.01 level (2-tailed). 
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Table 4.10 depicts that there is significant positive relationship EO, MO, LO with firm 

performance as they are correlated positively. 

4.8.2 Multiple Regression Analysis 

Multiple regression is adopted to test the effect of the studied independent variables 

(achievement motivation, goal setting, mastery experience, training effectiveness, 

culture, supervisor support, physical work environment, job stress, emotional 

intelligence, computer anxiety, technology readiness, perceived intensity of civil 

conflict and education) on the studied dependent variable. Through multiple regression, 

level of connection between independent variables and dependent variables is examined 

(Sekaran& Bougie, 2013), and through it, the effect of independent variables on 

dependent variable is examined (Sekaran& Bougie, 2010).This implies that when 

independent variables are regressed against dependent variable, the size of regression 

coefficient for each and every independent variable indicates that an increase in one 

unit of each independent variable influence the dependent variable. Table 4.11 below 

presents the result of multiple regression. 

 

 

 

 

 

Table 4.11 

Multiple Regression Analysis 
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Construct Standard Errors Beta t-value Sig 

 EO  0.065 0.389 7.490 .000 

MO  0.066 0.174 2.491 .013 

LO  0.069 0.133 1.824 .069 

     

R Square       0.333 

F-Value        52.291 

Sig of F-value     0.000 

Note: P<0.10*; P<0.05**; P<0.01*** 

 

Table 4.25 that EO, MO and LO significantly and positively contributed to the 

prediction of firm performance at varied significant levels (β = 0.389, t = 7.490, p=.000; 

β = 0.174, t = 2.491, p=0.013; β = 0.133, t= 1.824, p=0.069 respectively. Hence, 

hypotheses 1, 2, 3 are supported.  

4.8.3 Summary of Hypotheses’ Results 

Table 4.12 contained the summary of hypotheses results of this research. All three 

hypotheses were supported. 

 

 

Table 4.12 

Hypotheses’ Summary 

Hyp. Hypothesized Path Decision 
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H1                         EO> Performance Supported 

H2 LO> Performance Supported 

H3                        MO> Performance Supported 

   

4.9 Summary of the Chapter 

In sum, data analysis and its outputs generated through SPSS version 21 are presented 

in this chapter. This involves data screening and preliminary analysis, descriptive 

analysis, multivariate assumption test, factor analysis, reliability test and hypotheses 

testing. In general, data collection process, response rate and non-bias response issue 

were discussed. Absence of non-response bias in this study was indicated by the result, 

a detailed discussion on the construct validity was presented to guarantee the quality of 

the model that was subsequently used to test the hypotheses. Assumptions of multiple 

regression analysis were examined in relation to the study and it was established that 

none of the assumptions were violated. Pearson bivariate correlation and multiple 

regression analysis were conducted to test the hypotheses of the current study. All three 

hypotheseswere found to be significant.Comprehensive discussions regarding the 

findings of this study, research implications and limitations of the study, and 

recommendations are discussed in the next chapter. 
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CHAPTER 5:  DISCUSSION, CONCLUSIONS AND RECOMMENDATIONS 

 

5.1 Introduction 

This chapter interprets and discusses the research findings and underlines the 

recommendations from the study. Moreover, the chapter also entails theoretical and 

managerial contributions, limitations of the study and suggestions about future 

research. 

5.2 Summary of the Study 

SMEs play a vital and significant role in the economic progress and growth of any 

country. More than 90 % enterprises are considered as SMEs and are the biggest 

contributor to theindustrial development as well as Pakistani economy. However, the 

sectoris experiencing dismal performance and are battling for the survival of their 

business (Khawaja, 2006). Factual evidences showed that only less than 4 % of SMEs 

are operating for more than 15 years. This scenario is worth investigating in order to 

come up with some plausible suggestion to enhance the performance and growth of 

SMEs and avoid rapid business failures and shutdowns. 

The main objective of this study was to investigate the effect of entrepreneurial 

orientation (EO), market orientation (MO), Learning Orientation and performance of 

SMEs in Pakistan. 

The inconclusive findings in the contemporary literature related to the relationship 

between Entrepreneurial Orientation (EO), Market Orientatio, learning orientation and 

the Performance (P) was an important unresolved issue that needed further 
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investigation. By studying this relationship, it is believed that the managers of SMEs 

would change their strategy and the performance may be improved. 

The framework of this study is supported by the RBV (resource based view). According 

to RBV theory, firm performance is influenced by its tangible and intangible resources 

and capabilities which can generate sustainable economic growth and sustain its 

competitive advantage (Barney, 1986, 1991). 

Based on the comprehensive review of relevant literature and the problem of this study 

discussed in Chapter 3 and Chapter 1, this study aimed to accomplish the following 

research objectives: 

1. To Examine the Effect of Market Orientation on SME’s Performance. 

2. To examine the Effect of Learning Orientation on SME’s Performance. 

3. To examine the Effect of Entrepreneurial Orientation on SME’s Performance. 

Comprehensive and relevant literature review related to entrepreneurial orientation 

(EO), Market orientation (MO) and Learning Orientation was conducted and reported 

in Chapter 3. The theoretical framework of this study was developed within the premise 

of RBV and presented in chapter 3. Quantitative research methodology was applied in 

order to test the theoretical framework and reported in Chapter 4. 

This study used the survey questionnaire method to achieve the research objectives and 

considered the firm as the unit of analysis. In developing the instrument, the 

items/questions reflecting the constructs were adopted and modified from various 

previous researchers’ instruments. Questionnaire with a five-point Likert scale was 

used to measure all the items.  
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The population of this study included the small and medium enterprises (SMEs) 

operating in the province of Punjab, Pakistan. Data were collected from 

Owner/manager of SMEs. The sample size was 380. Email and hand delivery of 

questionnaire survey approach were used to collect the data. A total of 380 

questionnaires were distributed. Based on the selected criteria of firm size, only 318 

useable questionnaires were collected representing a response rate of 84 % of the total 

questionnaire distributed. SPSS 20 was used for analysis. 

At first, the data was analyzed using descriptive statistics. After conducting factor 

analysis, the data was then analyzed using Pearson’s correlation, multiple regression in 

order to test the research hypotheses and achieve the objectives of the study as presented 

in chapter 5. The results from this study have established that total quality management 

and market orientation are important variables contributing to enhance the performance 

of SMEs. The next subsection discusses the summary of the research findings. 

5.3 EO and Performance 

Descriptive analysis presented in Table 4.8 shows the mean value for market orientation 

is at 3.99, standard deviation is 0.50 with a minimum 2.57 value and maximum 5.00. 

Whereas, the outcome of regression analysis as illustrated in Table 4.11 in Chapter 4 

gave the answers to the third research objective of this study regarding the effect of EO 

on performance. The relationship between Entrepreneurial orientation (EO) and 

performance was found to be significant at the level of p<.001 (β= 0.389, t=7.49, 

p=0.000) supporting the hypothesis H1. This result is consistent with the findings of 

the previous studies which reported that EO has significant relationship with 

performance. Covin and Slevin (1986), Lee, Lee and Pennings (2001),Hult, Snow and 

Kandemir (2003) have found that EO strongly and significantly impact on performance 
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and confirmed the notion that entrepreneurial firms perform much better than non-

entrepreneurial firms. It is significant to note that many scholars i.e. Guth and Ginsberg 

(1990); Dess, Lumpkin and Dean (2005); Zahra and Covin (1995) have given 

considerable importance to entrepreneurial orientation in improving the performance 

of large businesses and SMEs performance. 

5.4 MO and Performance 

Descriptive analysis presented in Table 4.8 shows the mean value for MO is at 3.64, 

standard deviation is 0.67 with a minimum 1.00 value and maximum 5.00. Whereas, 

the outcome of regression analysis as illustrated in Table 4.11 in Chapter 4 gave the 

answers to the third research objective of this study regarding the effect of MO on 

performance. The relationship between Market orientation (MO) and performance was 

found to be significant at the level of p<.001 (β= 0.174, t=7.49, p=0.013) supporting 

the hypothesis H2. This finding is consistent with the findings of the previous studies 

which reported that MO has significant relationship with performance (Aziz & Yasin, 

2010; Kirca, Jayachandran& Bearden, 2005; Narver& Slater 1990; Kohli & Jaworski 

1990). 

Ogbonna and Ogwu (2013) found a positive relationship between MO and performance 

of insurance companies in Nigeria. Similarly, Shah and Dubey (2013) indicated a 

significant relationship amid MO and organizational performance of financial 

institutions in the United Arab Emirates. Subramaniam and Gopalakrishna (2001) in 

their study found that MO is a good predictor of firm performance. MO is a customer 

focused strategy to enable firms to understand the market needs and develop 

appropriate strategies to fulfill customer's needs and wants to achieve long term firm 

success (Liu et al., 2002). Therefore, it is concluded that market orientation is an 
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important determinant to enhance performance of SMEs in Pakistan. Furthermore, the 

ever-growing competition and shortened life cycle calls for the need of SMEs managers 

to stay close to customers and competitors to strategically position their firms. 

5.5 LO and Performance 

Descriptive analysis presented in Table 4.8 shows the mean value for learning 

orientation is at 3.48, standard deviation is 0.67 with a minimum 1.88 value and 

maximum 5.00. Whereas, the outcome of regression analysis as illustrated in Table 4.11 

in Chapter 4 gave the answers to the third research objective of this study regarding the 

effect of LO on performance. The relationship between learning orientation (LO) and 

performance was found to be significant at the level of p<.001 (β= 0.133, t=1.84, 

p=0.69) supporting the hypothesis H3. This finding is consistent with the findings of 

the previous studies which reported that LO has significant relationship with 

performance (NasutionandMavondo,2008; Calantone, Cavusgil, and Zhao,2002). 

Abbasi, Akbari and Tajeddini, (2015) portend that organizational learning is an 

important factor in order to attain competitive advantage. According to Rebelo& 

Gomes, (2011) the implementation of learning orientation can influence performance 

positively. Akhavan and Jafari (2008) and Nybakk (2012) in their studies they found a 

significant relation between LO and SME’s performance.  This attribute depicts that by 

applying learning orientation the proper transmission of information and knowledge 

makes firms to be more competitive. 

5.6 Contributions of the Study 

This study provided insights regarding the issues of low performance of SMEs. This 

research contributes the body of knowledge as it investigated the moderating role of 
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external environment in explaining the relationship between the entrepreneurial 

orientation, market orientation, learning orientation and performance. This study has 

many significant contributions to the current literature and provided several 

implications and recommendations to managers. The following sub section elaborates 

some of the managerial and theoretical contributions of this study. 

5.6.1 Theoretical Contribution 

The findings of this study attempted to significantly contribute to the existing literature 

by examining the effect of entrepreneurial orientation (EO), market orientation (MO), 

learning orientation (LO) and performance of SMEs. Previous studies revealed that 

implementation of single strategy caused suboptimal performance. This study advances 

and strengthens the theory by studying EO, MO and LO as important drivers of 

performance of SMEs. The empirical evidence of this study supports the resources-

based view (RBV). The resources-based view suggests that the strategies must be 

aligned to achieve higher performance. 

Based on the literature review on learning orientation, entrepreneurial orientation and 

market orientation, they represent the key variables found to predict performance. 

Moreover, to the best of researcher’s knowledge there are few studies that have 

attempted that integrate Learning orientation, entrepreneurial orientation and market 

orientation with performance of SMEs. 

Within the premises of RBV, this study found evidence that SMEs performance can be 

explained by aligning three strategies LO, EO and MO together. Moreover, the results 

of this study suggested that strategies such as LO, EO and MO should be implemented 

as packages in unidimensional construct rather than separately in multidimensional 

construct. Because the dimensions of each construct are inter-dependent. 
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As argued earlier, despite the importance of the SME sector in any economy of a 

country, most of the studies concerning LO, EO and MO were conducted on large 

organizations. This study however extended the existing literature concerning LO, EO, 

and MO on SMEs performance in Pakistan. Lastly, in order to test the postulated 

hypotheses, this study rigorously validated the research instrument to make sure they 

provide valid and reliable results. This isbecause poorly validated measures capitulate 

invalid conclusions. 

5.6.2 Practical Contribution 

The findings of this research provided a deeper understanding on how LO, EO and MO 

can enhance the overall performance of SMEs in Pakistan. This research provided a 

guide map for the policy makers and practitioners to formulate those policies which 

could assist the SMEs. The analytical results indicated that managers of SMEs require 

working in close co-ordination between the marketing and quality departments which 

will help to promote customer satisfaction and higher performance (Lai, 2003). Since 

the external environment is constantly changing and firms face uncertainty from 

competitor and customers. It is very critical for managers of SMEs to adopt learning 

orientation, entrepreneurial orientation and market orientation as business strategies to 

understand competitor moves and strive to improve the quality standards of products 

and services. Managers should track the record of current and potential customers using 

new technologies such as email, websites or online communities to grasp the 

opportunities. 

Empirical evidence suggests that organizational strategies are important resources that 

are valuable, rare, inimitable and non-substitutable and able to create competitive 

advantage. Realizing the need to emphasize on the growth and development of SMEs, 
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the findings of this study would contribute to managerial implications and encourage 

the SME managers/owners to implement LO, EO and MO to create competitiveness 

and higher performance in the turbulent business environment. 

The outcome of this study empirically revealed on the significant association between 

some determinants of SME performance in Pakistan. The finding of this study would 

be of significant importance to policy makers and practitioners such as the Small and 

medium enterprise development authority (SMEDA) in designing different policies and 

future programs to improve SME performance. 

Additionally, managers should develop quality culture in the firm by engaging and 

involving all the stakeholders and also to create a market orientation atmosphere in 

enhancing the performance (Yam,Tam,Tang&Mok, 2005).  

Manager’s long-term vision and customer-oriented mindset are important ingredients 

to anticipate future market’s needs and wants. By integrating different management 

strategies and aligning them with external environment factors, managers of SMEs 

would be able to reap the various benefits of implemented strategies by delivering better 

products and services to customers. 

The study suggests that SMEs that seek to improve performance should seriously 

consider integrating management strategies and aligning them with external 

environment as the study found support for the interaction among them in contributing 

towards higher performance. The findings will lead to many strategicdecisions; the firm 

can adopt to ensure that they could serve better in the marketplace and are better able 

to satisfy existing and future demands and needs of customers. 

The following subsection discussed the limitations of this study and the possible 

avenues for future research. 
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5.7 Limitations of the Study 

This study though provided good insights and many practical and theoretical 

contributions, yet there were some limitations in this study. It is important to recognize 

and consider these shortcomings and weaknesses explicitly while interpreting the 

results or before drawing any implications from the results. The following section 

addressed the observed limitations of this study. 

First single informant approach was used to collect the data in this study. 

Owners/Managers being the strategic head of the firm were addressed to describe the 

state of EO, MO and LO as well as the level of performance of their respective firm. 

The reliability of single informant approach is questionable, as it may create possible 

differences in the results regarding EO, MO and LO across different units within the 

firm. These constructs could also be evaluated and validated in some future studies by 

employing multiple informants or multiple stakeholders such as quality managers, 

marketing managers, entrepreneurial managers e.t.c, from the firm to eliminate 

common method bias. 

Second major limitation was the use of five-point Likert scale in which the respondents 

measure their degree of agreement or disagreement towards statements related 

entrepreneurial orientation (EO), market orientation (MO),Learning orientation (LO) 

and performance of SMEs. It was observed that respondents used to measure their 

perceptions regarding the questions automatically without paying careful attention and 

understanding to their statements. However, it is difficult to assume that all the 

questions have been understood completely and the data was of high quality. Future 

research can use mixed methods employing both qualitative and quantitative approach 

to further validate the results. 
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Third, this study was a survey questionnaire research design using a cross-sectional 

approach that captures and record the perceptions of respondents at a specific point in 

time to test the hypotheses (Siguaw, Simpson & Baker, 1998). Since the variables LO, 

EO, MO are dynamic and tend to change over time and examining their association 

with performance in a static way as data was collected at one point will lack the 

accuracy. Therefore, longitudinal studies should be conducted to re-examine the effect 

of these strategies on the performance. 

Fourth, this study used subjective measures to assess the performance which however, 

did not explain the actual performance of the firm.Future research could be extended 

by employing of more objective data or a combination of perceptual and objective data 

to provide reliable conclusions about the performance construct. 

Fifth, since the sample of this study consisted of the Manufacturing SMEs operating in 

Punjab only and is not representing the whole SMEs sector of Pakistan, so the response 

cannot be generalized to other parts of Pakistan, therefore, there is a need to conduct 

the study in other regions of the country for in depth understanding of the extent of LO, 

EO and MO implementation in SMEs. 

The following section discusses the suggestions for future research to overcome some 

of the limitations of this study 

5.8 Suggestions for Future Research 

This study provided the much-needed insight of the relationship between the LO, MO, 

EO and performance of SMEs in Pakistan. This research suggests the need for further 

investigation to overcome the limitations to the study. 
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As the cross-sectional design was used in this study, further work needs in the related 

literature on longitudinal research studies. Therefore, this study suggests that later 

future researchers should conduct longitudinal studies based on interviews to re-

examine the dynamic nature of the effect of LO, EO and MO as long-term strategies, 

on the performance of SMEs to provide further insights regarding probable outcomes. 

This approach will enable the future researchers to carry out deeper investigation on the 

complex relation between LO, EO, MO and the performance. 

Since quantitative research design was employed in the present study, therefore 

information gathered about the variable is limited to the questionnaire's response. 

Future research can employ both qualitative and quantitative approach to further 

validate the results and get deeper insights and understanding of the problem setting. 

In this study, perceptual measures were used to measure the performance of SMEs. 

Future research could benefit from the use of more objective data or combination of 

perceptual and objective data to provide reliable conclusions about the performance 

construct. 

Single informant approach was used to collect the information regarding the variable 

of this study. Theses constructs could also be evaluated and validated in some future 

studies by employing multiple informants or multiple stakeholders such as quality 

managers, marketing managers, employees etc. from the firm to eliminate common 

method bias and to get abroader and balanced perspective of LO, EO, MO and 

performance. 
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5.9 Conclusion 

SMEs are considered as the backbone for the progress and growth of economy in both 

developed and developing countries. Pakistan is a developing country, facing economic 

instability and due to high population, the unemployment rate is also increasing. SMEs 

are considered as an effective source to steer forward the economy and generate 

employment opportunities in the country. But due to weak management system, 

untrained and unskillful labor force, lack of capital and limited infrastructure facilities 

available to them, SMEs in Pakistan are exhibiting poor performance. 

The factual evidence shows that rate of failures of SMEs is higher in developing 

countries than in developed ones (Arinaitwe, 2006). SME sector does not get due 

attention and priority, that was why they do not get access to business resources. 

Besides that, most of the governmentpolicies are aimed for the development of large 

firms. Hence, SMEs are in low growth trap, dealing in old products, and so unable to 

climb up the technological ladder. Consistent with the above discussion, the 

performance of SMEs remained one of the major issues related to the overall economic 

development and growth of country. 

Learning orientation, entrepreneurial orientation and market orientation are widely 

recognized as important management strategies meant to improve the performance of 

organizations. Within the premise of RBV theory, that strategies must be aligned, in 

this study an attempt was made to investigate the link amid LO, EO, MO and 

performance of SMEs. 

The empirical findings of this study would help SMEs, owner/managers to better 

understand the effects of some variables to improve performance. Furthermore, the 

outcome of this study would assist them implement strategies to develop and enhance 
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their businesses. The finding is likewise important to various government agencies and 

policy makers to develop the policies for improving SME performance. However, only 

a good strategy itself may not be enough to provide the competitive advantages and 

enhance the organizational performance (Chenhall&Langfield-Smith, 1998). The more 

critical issue is the ‘fit’ between implemented organizational strategy and its 

environment in order to achieve higher performance. This study within the contingency 

framework, substantially contributes to the existing literature by empirically examining 

the moderating role of external environment on LO, EO, MO and performance of SMEs 

by using the hierarchical regression analysis. 

The study suggests that policy makers and practitioners should not be dependent on a 

particular management technique but multiple management strategies aligned with 

external environment should be employed for better survival and success of SMEs. 

Finally, the theoretical model of this study was developed from relevant current and 

past literature which covers the key variables such as LO, EO, MO and performance. 

This study provided new empirical contribution to the body of knowledge by 

synchronizing and relating the variables i.e. LO, EO, MO and performance in the 

theoretical model with underpinning theory – RBV. 
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                                                  APPENDIX 

 

 

 

 

 

Dear Respondent,  

I am a Master student at Universiti Utara Malaysia. I am conducting research on “Effect 

of Market Orientation, Learning Orientation and Entrepreneurial Orientation on SMEs 

performance in Pakistan”. I request you to participate in this study by answering the 

attached questionnaire that will hardly take10 minutes. 

The questionnaire is anonymous, and your response will be used for the academic 

research purpose only. If you have any questions or concerns about the questionnaire 

or about participating in this study, you may contact me at 

muhammad_hassan@oyagsb.uum.edu.my , you can also request for research findings 

through same email address. 

Thanks for your cooperation. 

Sincerely,                                                                                                                                                                                                      

                                                                                                             

Muhammad Hassan Arshad                 Prof. Dr Dr. Maha Mohammed Yusr Othman 

(Supervisor)                                                                                                                                   

MSc (Management)                                                                        PhD (Marketing) 

School of Business Management,                                          School of Business Management,  

Universiti Utara Malaysia,                                                       Universiti Utara Malaysia, 

Sintok, 06010, Kedah Darul Aman, Malaysia                    Sintok, 06010, Kedah Darul Aman, 

Malaysia 

Cell # 00923217774414                                                              mmyusr@uum.edu.my   

muhammad_hassan@oyagsb.uum.edu.my 
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SECTION A: 

Demographic information  

The following information is strictly confidential and will only be used for research 

purpose. I will be grateful if you could kindly fill the required information. 

Please read the following statements and TICK ( ) in the appropriate box. 

1. Position: 

a. CEO/ Managing Director                  

b. Senior Manager 

c.  Other (Please specify) ____________ 

 

2. Gender 

a. Male                 

b.  Female       

 

3. Marital Status 

a. Married       

b. Single    

c. Divorced/ Widow    

 

4. Age Group 

a. Below 20                   

b. 20  -  30    

c. 31  -  40                                  

d. 41  -  50      

e. Above 50 

 

5. Level of Education 

a. Diploma                   

b. Matriculation 

c. Intermediate                       

d. Bachelor      

e. Masters                   

v 

v 

v 

v 

v 

v 

v 

v 

v 

v 

v 

v 

v 

v 

v 

v 

v 

v 
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f. PhD         

 

6. Please TICK ( ) specific range of your firm in three years. 

No. of Employees 2017 

 

< 10  

10 – 20  

21 – 50  

51 – 100  

101– 150  

151 – 250 

 
 

> 250  

 

7. Type of Ownership.  Please TICK ( ) one only. 

a.  Sole proprietorship                     

b.  Partnership 

c.  Joint Venture                                 

d. Limited company  

e. Joint stock                                   

f. Corporation  

 

8. Sales Turnover (Rupees in Million). Please TICK ( ) the exact range.   

Sales Turnover  

(Rupees in million) 

2017 

 

< 50  

50 - 75   

76 – 100  

101 – 125  

 > 125  

 

 

v 

v 

v 

v 

v 

v 
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9. Years of operation: Please TICK ( ) one only. 

a.   < 1                                                

b.   1 – 3 years  

c.   4 – 7 years                                          

d.   8 – 11 years 

e. 12 – 15 years                                 

f.  16 – 20 years 

g.  > 20 years                                 

 

 

 

SECTION B: Entrepreneurial Orientation Scale 

 

Please read the following statements and TICK ( ) the response that closely represents 

your opinion. The statements are anchored on the following 5 point Likert Scale:  

 

1 

Strongly 

Disagree 

2 

Disagree 

3 

Neutral 

 

4 

 Agree 

5 

Strongly 

Agree 

 

 

Entrepreneurial Orientation Scale 

 

To what extent do you agree with the following dimensions?  
                                                                                                   Strongly                                                     

Strongly  

                                                                                                   Disagree                                                       

Agree 

 

  1 

 

2 

 

3 

 

4 

 

5 

  

Innovation 

 

 

 

     

1 In our firm, we emphasize innovation and research 

and development activities critical to our 

performance.  

     

v 

v 

v 

v 

v 

v 

v 
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2 Our firm focuses to introduce new products and 

services at a high scale.  

     

3 It is the culture of our firm to support bold 

approaches to innovative product development.  

     

4 In our firm we actively seek innovative ideas. 

 

 

     

  

Proactiveness 
  

     

5 Employees in our firm are encouraged to take 

initiatives and proactive decisions.  

     

  6 Our firm is strongly proactive for high return 

projects. 

     

7 Our firm is first to introduce new 

products/services, technologies and administrative 

techniques.  

     

  

Risk Taking 
  

     

8 We take bold decisions, necessary to achieve 

firm’s objectives.  

     

9 We carry out high risk projects with uncertain 

returns.  

     

10 Our firm usually adopts an aggressive and bold 

posture when faced with uncertainty, to exploit the 

probability of potential opportunities. 

     

 

 

SECTION C: Market Orientation Scale 

Please read the following statements and TICK ( ) the response that closely represents 

your opinion. The statements are anchored on the following 5 point Likert Scale:  

 

1 

Strongly 

Disagree 

2 

Disagree 

3 

Neutral 

 

4 

 Agree 

5 

Strongly 

Agree 

 

Market Orientation Scale 

                                                                            Strongly                                                            

Strongly  

                                                                                            Disagree                                                               

Agree 

 

  1 

 

2 

 

3 

 

4 

 

5 
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Customer Orientation 

 

     

11 Our business objectives are primarily driven by 

customer satisfaction 

     

12 Our firm’s strategies are determined by our belief 

that how can we create greater value for 

customers. 

     

13 We constantly monitor our level of commitment 

and orientation to fulfill customer’s need.  

     

14 Our firm provides after sales service for 

customers.  
     

15 We evaluate customer satisfaction continuously 

and systematically. 

     

16 Our firm’s strategy for competitive advantage is 

based on our understanding of customer needs 

     

  

Competitor Orientation 
 

     

17 In our firm, sales people share information about 

competitor’s strategies 

     

18 We quickly respond to competitive actions of our 

competitor that threaten us.  

     

19 We systematically analyze the products offered by 

our competitors  

     

20 We regularly share information with our 

employees concerning competitor’s strengths and 

strategies. 

     

21 We target those customers where we have an 

opportunity for competitive advantage. 

     

  

Inter Functional Coordination 
  

     

22 In our firm, all the business units are integrated in 

serving the needs of our target markets.  

     

 

23 

 

 

 

24 

In our firm we freely communicate information 

about successful and unsuccessful customer’s 

experience with all the employees of the firm. 

 

We regularly visit our present and prospective 

customers  

 

     

25 There is a strong coordination amongst all the 

units, which provides our firm a competitive 

advantage. 

     

26 All the employees in our firm understand how 

they can contribute to create customer value.  
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SECTION D: Learning Orientation Scale 

 

Please read the following statements and TICK ( ) the response that closely represents 

your opinion. The statements are anchored on the following 5 point Likert Scale:  

 

1 

Strongly 

Disagree 

2 

Disagree 

3 

Neutral 

 

4 

 Agree 

5 

Strongly 

Agree 

 

Learning Orientation Scale 

 

How strongly do you agree or disagree with each of the following types of 

turbulence which your firm experienced?  

 
                                                                                Strongly                                                           

Strongly  

                                                                                              Disagree                                                            

Agree 

 

  1 

 

2 

 

3 

 

4 

 

5 

  

Commitment to Learning 

 

     

27 Managers basically agree that our organization’s 

ability to learn is the key to our competitive 

advantage. 
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28 The basic values of this organization include 

learning as key to improvement. 

     

29 The sense around here is that employee learning is 

an investment, not an expense. 

     

30 Learning in my organization is seen as a key 

commodity necessary to guarantee organizational 

survival. 

     

  

Shared Vision 

  

     

31 There is total agreement on our organizational 

vision across all levels, functions, and divisions. 

     

32 All staff are committed to the objectives of the 

organization. 

     

33 Employees view themselves as partners in 

charting the direction of the organization. 

     

34 
There is a unity of purpose in the organization. 

     

  

Open mindedness  

     

35 We are not afraid to reflect critically on the shared 

assumptions we have made about our Customers. 

     

36 Personnel in this enterprise realize that the very 

way they perceive the marketplace must be 

continually questioned. 

     

37 We rarely collectively question our own bias about 

the way we interpret customer information. 

     

38 We continually judge the quality of our decisions 

and activities taken over time. 

     

 

SECTION E: Performance Measure Scale 

Please read the following statements and TICK ( ) the response that closely represents 

your opinion. The statements are anchored on the following 5 point Likert Scale:  

 

1 

Strongly 

Disagree 

2 

Disagree 

3 

Neutral 

 

4 

 Agree 

5 

Strongly 

Agree 

 

 

Performance Measure Scale 

 How do you perceive about your company?        

        Strongly                                                          

Strongly  
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                                                                                               Disagree                                                            

Agree 

  1 

 

2 

 

3 

 

4 

 

5 

  

Performance 

     

39 Sales Growth Rate      

40 Profitability      

41 Market Share      

42 Customer Satisfaction      

 

 

Any Suggestions/Comments 

_____________________________________________________________________

_____________________________________________________________________

_____________________________________________________________________

_________________________________________________________  
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