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Abstract

The small and medium-sized enterprises (SMES) plays a crucial part in country’s economic
growth and a key contributor in country’s GDP. In Pakistan SMEs hold about 90 percent of
the total business. The performance of SMEs depends upon many factors. The main purpose
of this research is to examine the relationship between Entrepreneurial Orientation and
Market Orientation with SME’s Performance in Pakistan Conclusively, this study proposes a
new research direction and proposition development to inspect the relationship among the
variables in Pakistan’s SMEs context.
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I. Introduction

SMEs are considered as one of the main pillars in country’s economic growth and a
key contributor in country’s GDP. In the emerging economies, SMEs are the major
contributor to the national economic development and also a major source of the employment
generation (Irfan, Kee, Qureshi& Hussain, 2014). Generally It is a viewed that the large firm
contributes more to the economic development and foreign exchange earnings, but now this
point of view has been changed because countries like Japan, Korea, and Taiwan has
developed their economies by Small and Medium Enterprises businesses (Anwar Ali Shah,
Tarig Mehmood, Muhammad Aamir Hashmi, Syed Magsood Shah, & Faiz Muhammad
Shaikh, 2011). The role of SME’s cannot be neglected in the current challenging business
environment. SME’s are the main source to create employment opportunities (Acs and
Audretsch, 1990; Brock and Evans, 1986).

In the case developing nations, the role of SMEs is considered more emphatic
because this sector is regarded as a vital means of boosting the development of the country as
much as or even more than Multinational Large enterprises (MNES). Iftikhar Hussain, Steven
Si, X.M. Xie, Lixia Wang (2010) highlighted that SMEs contributes in variety of ways which
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are of immense benefits to the economy, for example, creating jobs which result in low cost
of capital. More so, the SMEs elasticity and flexibility structure is another advantage
possessed over large firms.

Arinaitwe, (2006) stated that, Despite generous contribution and economic support
towards development, it is acknowledged that SMEs performance remains below the
expectation level among developing countries. The lower level of SMEs performance,
contributing factors comprises of critical economic conditions, poor infrastructure support,
inconsistent public policies, financial constraints, high operating cost and corruption (Ogbo &
Nwachukwu, 2012). Researcher, scholar, and practitioners underlined well about the
significance and importance of SMEs, but still some studies argued some significant
weaknesses that exist with SMEs and their performance relationship. Various studies indented
many constraints and barriers for the SMEs performance (Muzaffar Hussain Shah, Abdul
Rahim B Othman, & Mohd Nagid Bin Mansor, 2016).

There is no doubt that SMEs are the key contributor towards the economic
development of each country. However, the SMEs collapse ratio is still very high and
alarming situation for developing, emerging as well as developed countries. Past studies
acknowledged that within the five years of the business operation, significant numbers of new
SMEs fails in this duration (Kuratko, 2005; Mbonyane & Ladzani, 2011). Several studies
from Australia, USA and England exposed that approximately 80% to 90% failure of SMEs
within 5-10 years (Ghobakhloo, Hong, Sabouri, & Zulkifli, 2012; Kuratko, 2005). However,
the Pakistani SMEs failure rate is approximately 90-95% in the initial stages (Ullah, Dean &
Kaleem, 2011).

In the past decade, evidence showed 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 (Tanveer,
Rizvi &Riaz, 2012).

Il. Literature Review
A. SMEs Performance

Organizations are commonly defined as instruments of creating value for the purpose
of its 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, to be it profit or non-
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profit one (Yusr, Othman, 2016). It is very important for the owners or managers to identify
the factors which affect the 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.

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).
Ireland, Hitt, and Sirmon, (2003) revealed that the concept of performance measurement is
highly misunderstood and misconceived by SMEs which usually fail to envision the potential
merits of developing and implementing a performance measurement program. It was further
added that SMEs perceive the implementation of performance measurement programs as a
step forward towards bureaucratization and to limit the extent of flexibility in SMEs (Hvolby
& Thorstenson, 2000).

B. Market Orientation

Market orientation (MO) is a firm’s philosophy to cater the customer’s needs in the
best possible means (Narver & Slater, 1990). 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) explored that market-oriented firms
always tend to stay close to their customers to discover their needs and to create value for the
firms in terms of profitability and market share. Market-oriented businesses seek for the ways
to develop superior solutions to fulfill the potential needs of customers (Day, 1994). Besides
that, MO focuses on bringing innovation in product, process and improves the firm
performance (Zhou, Gao, Yang & Zhou 2005). Furthermore, Narver, Slater and Tietje (1998)
observed that market oriented firms assign resources more efficiently and able to focus on
customer’s requirements.

Laukkanen et al. (2013) stated that that MO emphasizes in to create superior
customer value and also focus in the interest of stakeholders. More overly focus on to gather
market information and act proactively.

In the past literature, various researchers showed a significant relationship between

market orientation and performance, which are; Amir khani and Fard (2009), Aziz and Yasin
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(2010). However, few studies reported non-significant relationship between market
orientation and firm performance, such as Han et al, (1998), Pelham, (1997).Due to
inconsistent results, there is a need for further study.

C. Entrepreneurial Orientation

Entrepreneurship is a French word which means to start to act. Entrepreneurship
happens when a person has some idea, resources and dedication to work upon it to flourish
the business which can result in developing new organization or restructuring the existing
firm to avail future opportunities. The initial form of entrepreneurship can be visible when a
new business starts up. As the concept of entrepreneurship establishes in 1930s, due to
researches various concepts has been originated (Katsikis & Kyrgidou, 2009).

Miller and Friesen (1983) proposed the concept of EO and later on different scholars
establishes further definitions of EO. Entrepreneurial orientation can be defined as the
capability of the organization to determine and utilize the innovative ideas to attain the new
market and establish the business to gain competitive advantage. Various decision making
styles can implement such as proactive approach and risk taking so the directors can act as
entrepreneur’s (Lumpkin & Dess, 1996).

EO is an important strategic construct aimed to enhance the performance of a firm
(Covin et al., (2006). It is used in the field of entrepreneurship to measure firm capability to
innovate, bring change in its processes and improve the performance. It is significant to note
that many scholars i.e. Guth and Ginsberg (1990) and Dess, Lumpkin and Covin (1997) 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 scale organizations, but very few have emphasized their study on the link
between EO and SMEs performance specifically in the perspective of developing nations.
However, the extent of the relationship to link EO and performance seems to be differing
across different research studies. Some studies, i.e. Covin and Slevin (1986); Lee, Lee and
Pennings (2001) 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, (Walter et al. 2006) stated non-significant relation between EO and
performance. The limited positive relationship has been found between entrepreneurial
orientation and firm performance (Swierczek and Ha, 2003).More overly, various other
researchers’s also highlighted lesser influence of EO on performance.

Based on the literature review following propositions are proposed:
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P1: Market orientation has a significant effect on performance of SMEs
P2: Entrepreneurial orientation has a significant effect on performance of SMEs
I11. Proposed Conceptual Framework

According to the resource-based view, strategic orientations i.e. market orientation
and entrepreneurial orientation is a pool of internal resources that can establish a competitive
edge (Barney, 1991). So, these strategies are rare and important for the firms in order to be
competitive in the market. The RBV is considered as one of the most phenomenal theoretical
perspective in the strategic management literature (Barney, 1991; Helfat & Raubitschek,
2000).

The ability of a firm to recognize, develop, employ and maintain specific resources
and differentiate them from its rivals, facilitate and assist its success to sustain competitive
advantage (Carmeli & Tishler, 2004). Barney (1991) suggested that firm has to possess the
important and key tangible and intangible resources 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 for 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 to create
superior firm performance and value.

Therefore, this study checked the relationship of MO and EO with performance
which is in line with the RBV. Comprehensive literature review showed that MO and EO are
considered as the capabilities that create the competitive edge. As argued by Reed, Lemak
and Mero (2000) MO 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 orientations that create superior performance
(Narver & Slater, 1990).

IV. Conclusion and Recommendation

SMEs are considered as the backbone for the progress and growth of economy of the
country. 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.
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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, this study done to examine the impact
of EO and MO on firm performance.

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 EO, MO and performance. This study provided new
empirical contribution to the body of knowledge by synchronizing and relating the variables
i.e., MO and performance in the theoretical model with underpinning theory — RBV.
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