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Abstract Small and medium-sized firms (SMEs) are important in enhancing the economy, driving innovation, and enhancing 
competitiveness. Consequently, they play a substantial role in enhancing the overall operational efficacy of enterprises. The 
primary objective of this study was to investigate the impact of market orientation and entrepreneurial orientation on small 
and medium-sized enterprises (SMEs) operating in the Pakistani manufacturing sector. Additionally, the study sought to 
determine the mediating effect of innovation in the link between these orientations and SME performance. Data was 
collected from 381 small and medium-sized enterprises (SMEs) operating in Pakistan using a self-administered 
questionnaire. Out of the total surveys collected, 360 met the criteria for conducting a detailed analysis. The study utilized 
a structured equation modelling technique by SMART PLS 4 to evaluate the influence of Market Orientation (MO), 
Entrepreneurial Orientation (EO), and Innovation (INO) on the performance of Small and Medium Enterprises (SMEs). The 
findings of the study demonstrated a notable association between Market Orientation (MO), Entrepreneurial Orientation 
(EO), and Firm Performance (FP), wherein innovation played a crucial intermediary function within this framework. The 
aforementioned findings highlight the significant significance of market orientation (MO), entrepreneurial orientation (EO), 
and innovation orientation (INO) in the attainment of success for small and medium-sized enterprises (SMEs). This study 
serves as a significant reference for both scholars and practitioners who are interested in gaining a deeper understanding 
of the effects of market orientation (MO), entrepreneurial orientation (EO), and innovation orientation (INO) on the 
performance of small and medium-sized enterprises (SMEs). Therefore, this study makes a valuable contribution to the 
existing body of knowledge in the field, enhancing our comprehension of the topic. 
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1. Introduction 

According to Arshad & Arshad, (2019), In recent years, there has been a significant increase in interest and attention 
paid to studies of small and medium-sized enterprises (SMEs) which has led to an increase in research and research 
publications. SME's are generally recognized for providing employment opportunities and providing companies with additional 
capital. SMEs are generally recognized for providing employment opportunities to the economy and providing additional 
capital for companies (Arshad & Arshad, 2018). As entrepreneurship is required as a catalyst to reduce number of 
unemployment (Poupalan et al., 2023). As a result of their crucial role in achieving sustainable economic and social 
development, small and medium businesses are often referred to as an economy's "backbone." OECD statistics reveal that 
SMEs make up 95% of all businesses worldwide (Koirala, 2019). The SME sector contributes to economic development, new 
jobs, innovation, entrepreneurship, and social integration, not only in developed countries but also in developing countries. As 
a result of their adaptability, nimbleness, and their capacity to meet market demands, they have all contributed significantly 
to economic growth. SMEs are a large part of the commercial landscape in Asian countries and are seen as the backbone of 
these economies (Ahmad et al., 2020; Kalesamy, 2021; Mahboob et al., 2017). SMEs are a substantial component of the 
commercial landscape in Asian economies. As a country's SMEs prosper, it not only contributes to the growth of a nation's 
economy, but additionally serves as an indicator of the extent to which the government's policies encourage an entrepreneurial 
culture within its economy, which is indicative of what a nation's economic growth will look like in the years to come. 

Governments across the globe are currently placing emphasis on the optimization of business operations for small and 
medium-sized firms (SMEs) owing to their substantial influence on the global economy. Governments in both developed and 
developing nations have implemented proactive strategies to enhance and support small and medium-sized enterprises 
(SMEs), with the objective of fostering economic growth and creating job opportunities. It is worth noting that during the 
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period from 2005 to 2010, small and medium-sized enterprises (SMEs) accounted for about 99% of all registered businesses 
inside the European Union. Furthermore, these SMEs produced a comparatively larger contribution to the Gross Domestic 
Product (GDP) when compared to microenterprises (Karadağ, 2016). According to Asare (2014), Ghana's SME sector reduces 
unemployment and contributes to the nation's GDP growth. According to Arshad & Arshad, (2019), the SMEs constitute 90 
percent of all businesses in Pakistan, generate more than 30% of the nation's GDP, and employ more than 80% of all  workers 
in the country. As SMEs play a critical role in national economies, scholars have increasingly concentrated on analyzing their 
performance, which is key to strengthening economies. 

According to Azmi's (2017) estimation, small and medium-sized enterprises (SMEs) constitute approximately 37.5% of 
Pakistan's gross domestic product (GDP). Nevertheless, the aforementioned proportion is somewhat lesser when compared to 
China, which stands at 60%, and Iran, which stands at 50%. In contrast to the aforementioned figures, Qalati et al. (2021) 
conducted a study revealing that Small and Medium Enterprises (SMEs) in Pakistan do not exhibit superior performance or 
social profitability compared to their counterparts in Malaysia, Thailand, China, Taiwan, and Indonesia. However, small and 
medium-sized enterprises (SMEs) in Pakistan persist in playing a crucial role in promoting regional development, enhancing 
social cohesion, and stimulating innovation inside the country. These factors exert a substantial influence on the levels of 
employment, quantities of exports, and the overall gross domestic product (GDP) of a nation. As a result, these elements exert 
significant effect on the economic development of a nation (Malik, 2015). 

The concepts of enterprise orientation (EO) and market orientation (MO) have been the subject of substantial research 
in recent years (Lekmat et al., 2018). These terms are commonly used to describe the ways in which firms approach their 
internal operations and external market strategies. Market orientation (MO) refers to a company's capacity to develop a 
marketing plan that incorporates an innovative, proactive, and risk-taking management style (Acosta et al., 2009). There is a 
considerable body of research that examines the historical evolution of market orientation (MO) and entrepreneurial 
orientation (EO), as well as their individual effects on the expansion of small and medium-sized enterprises (Baker & Sinkula, 
2009; Amin, Thurasamy et al., 2016; Pratono et al., 2019; Arshad et al., 2020). Nevertheless, there is a scarcity of information 
regarding the developmental trajectory of these orientations and their potential impact on the advancement and enlargement 
of small and medium-sized enterprises (SMEs). Both market orientation (MO) and entrepreneurial orientation (EO) play a 
critical role in achieving corporate success, with neither orientation being more significant than the other. According to Asheq 
and Hossain (2019), it is imperative for developing nations to investigate the effects of varied orientations on the performance 
of firms. Valentim, Lisboa, and Franco (2016) argue that small and medium-sized enterprises (SMEs) need to find a harmonious 
equilibrium between satisfying customer demands and pursuing strategic goals. In a similar vein, Yadav, Tripathi, and Goel 
(2019) highlight the crucial significance of marketing activities in the achievement of organizational success, with a continued 
emphasis on market orientation. 

It is imperative to emphasize that strategic orientations can have a significant impact on facilitating the success of small 
and medium-sized enterprises (SMEs) in two critical domains: attaining a competitive advantage and improving overall 
performance. The research conducted by Shariff et al (2017) aims to enhance our comprehension of the importance of 
entrepreneurial orientation (EO), market orientation (MO), and learning orientation (LO) in order to gain a more 
comprehensive understanding of the abilities of small and medium enterprises (SMEs) to succeed in developing economies. 
Although previous studies have explored strategic orientations (Bakar et al., 2015), there is a dearth of research that 
investigates the collective influence of these three strategies on the performance of small and medium-sized enterprises 
(SMEs). In addition, the availability to financial resources has a crucial role in the development of small and medium-sized 
enterprises (SMEs), as it enables them to seize chances for growth and investment (Amin et al., 2016; Pratono et al., 2019). 
Due to the presence of financial resources, both EO (entrepreneurial orientation) and MO (market orientation) can be 
considered essential factors that contribute to the development and success of small and medium-sized enterprises (SMEs). 

Expanding upon the aforementioned discourse, the present study is designed with the intention of accomplishing two 
principal research aims: The objective of this study is to examine the interconnections between Market Orientation (MO), 
Entrepreneurial Orientation (EO), Innovation (INO), and Firm Performance (FP), while also exploring any potential underlying 
mechanisms. 2) This study aims to examine the mediating effect of innovative organizational culture (INO) on the relationship 
between market orientation (MO), entrepreneurial orientation (EO), and firm performance (FP) in small and medium-sized 
enterprises (SMEs). In order to achieve the above objectives, a set of four important hypotheses has been created. These 
hypotheses will be subjected to empirical testing in the subsequent sections of this research report. Section 3 of this study 
focuses on the research technique, which is closely aligned with the relevant literature that was previously examined. In the 
subsequent section, Section 4, we will show the data obtained from our model. This will be followed by a complete summary 
of our discussion and conclusions in Section 5. In addition, this study delves into the potential practical, policy, and societal 
implications of these findings, emphasizing the possible applications of our model. As we approach the final section, "Section 
6," we will carefully examine any constraints, restate the findings, and investigate possible directions for future research. 

2. Literature review and hypothesis development 

2.1. Firm Performance 
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A manager's decision-making is driven by the performance, which includes the exactness, cost-effectiveness, efficiency, 
and comprehensiveness of task execution (Al-Dhaafri et al., 2016). It is recognized in Lyon et al. (2000) that it is essential to 
assess the performance of SMEs since they contribute to economic growth and unemployment decrease. Aspelund & Moen 
(2004) and Glavas et al. (2017) found that both information technology and entrepreneurial qualities and resources positively 
influenced small and medium-sized enterprises' success. Scupola (2003), conducted an investigation that demonstrated that 
foreign markets can improve performance of SMEs. A wide range of performance indicators should be used when assessing 
the efficiency of SMEs, which should include both financial and non-financial measurements in order to get an accurate picture 
of the efficiency of these organizations. Among the various types of financial measures are "return on investment" (ROI), 
"profitability", "market share," and "sales growth." It is important to recognize that non-financial measures can be measured 
in a similar way, this includes customer satisfaction, staff satisfaction, innovation, as well as a number of other important 
factors. As Al-Dhaafri et al. (2016) pointed out, managers are crucial in allocating organizational resources strategically so as to 
achieve the desired level of performance. It can be determined by examining how well small and medium-sized enterprises 
(SMEs) are able to fulfill their aims and objectives to what extent they can be considered successful. 

2.2. Market Orientation and Firm Performance 

Market orientation has gained considerable attention regarding its characteristics, framework, and outcomes in the 
literature on strategic orientation. Market orientation is one of the earliest concepts that have been identified within the 
literature on strategic orientation. An important characteristic of a company that is market-orientated is that its strategies and 
operations can be adjusted to meet the changing needs and expectations of the market over time. According to Zahra (2008), 
when a business cultivates positive relationships with its customers and focuses on delivering exceptional value to them, it 
leads to excellent customer retention. MO refers to the process of meeting and adapting to market demands in business. 
Experiencing positive customer relationships and providing outstanding customer value are more likely for companies with 
strong market orientation (Zahra, 2008). According to Kirca et al. (2005), the MO is recognized as a fundamental component 
of marketing theory. This is due to the fact that the marketing mix has been connected to a number of different company 
performance models, including the idea of customer orientation. 

The concepts of market orientation were introduced by Narver & Slater (1990) and Kohli & Jaworski (1990), both of 
whom emphasized that a company's success depends on its market orientation. As described by Narver & Slater (1990), market 
orientation is a way of operating those results in customer-focused behaviours that allow the organization to deliver superior 
value to its customers. According to Kohli and Jaworski (1990), market orientation is the process of generating market 
intelligence across the organization concerning current and future customer requirements, disseminating it across 
departments, and responding in a timely manner to these demands. Market orientation involves three aspects, according to 
Jaworski & Kohli (1993), including gathering market information, disseminating that information, and encouraging 
organizational responsiveness. In the field of marketing research, there have been a series of studies that have demonstrated 
that market orientation has an important role to play in driving the success of a business (Ngai & Ellis, 1998; Liao et al., 2011). 
It has been established by prior empirical research (Verhees & Meulenberg, 2004; Liao et al., 2011; Hurley & Hult, 1998; Bamfo 
& Kraa, 2019) that a market orientation has a positive influence on organizational innovation adoption and performance across 
a wide range of industries and business sizes. The study by Bhattarai et al. (2019) examined 252 subsidiaries in the United 
Kingdom and found that market orientation had a positive impact on the success of the businesses. Based on the findings of a 
study carried by Lee et al. (2015) on 156 Korean franchisors, concluded that market orientation can also positively influence 
the success of businesses. According to the findings of a study that was carried out by Ramayah et al. (2011), there was a 
substantial connection that existed between MO and performance. This study was conducted on 101 service companies 
located in the northern region of Malaysia and the results indicated a significant positive relationship between market 
orientation and performance. As a result of a study conducted by Charles et al. (2012), they discovered that 147 manufacturing 
firms in Kenya perform better when they are market-oriented. Additionally, Mahmoud (2011) described in his study an 
association between market orientation and performance in 191 SMEs in Ghana, and emphasized the fact that the association 
was highly substantial. From the discussion we have just had, it is clear that the following hypothesis can be formulated based 
on the evidence presented: 

H1: “There is a significant relationship between MO and firm performance.” 

2.3. Entrepreneurial Orientation 

The idea of EO was developed by Miller (1983) and is credited with developing the concept. According to Merlo & Auh 
(2009), strategic orientation maps and defines entrepreneurial processes, practices, and decision-making styles, as they relate 
to EO. By differing from conventional practices, Khan et al. (2020) stressed that EO entails the ability of an organization to be 
proactive in discovering and capitalizing on opportunities that can support its growth by proactively identifying and leveraging 
those opportunities (Baker & Sinkula, 2009; Lumpkin & Dess, 1996). As a result of EO, decision makers are able to focus on 
long-term strategies and sustain a competitive edge in their markets, offering them the tools they need to thrive in the future. 
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In organizations with an entrepreneurial orientation (EO), methods for supporting entrepreneurs' decision-making and 
implementing their actions have been developed (Shah & Ahmad, 2019). In Lumpkin and Dess (1996), EO refers to "the process 
by which organizations foster an entrepreneurial mindset when confronted with new business opportunities." Since these 
characteristics are defining entrepreneurial mindsets, Miller (1983) claimed entrepreneurial organizations seek 
product/market innovation, accept risk, and present creative ideas ahead of competition. As defined by Miller (1983), EO is 
characterized by three key characteristics: creativity, bravery, and initiative. A company's innovation depends on its willingness 
and ability to embrace new ways of thinking (Salleh et al., 2018), working and meeting customer needs (Lumpkin & Dess, 2001). 
"Risk-taking" is characterized by managers' willingness to undertake large and potentially risky investments in order to achieve 
high returns (Lumpkin & Dess, 2001). 

Lumpkin and Dess (2001) has concluded that an entrepreneurial approach to business has been found to be better for 
companies in the long run (Kajalo & Lindblom, 2015), since an entrepreneurial approach leads to greater performance. 
Alerasoul et al., (2022) assert that organizations that demonstrate entrepreneurial behavior have ability to adapt to 
competitive environments and respond to external challenges. Entrepreneurship enables a company to stay abreast of changes 
in the marketplace and capitalize on the opportunities that arise as they arise in the market (Manikandan & Ramachandran, 
2015; Tidd & Bessant, 2020) and thus pro-actively scan its external environment. In this way, the company is able to gain a 
competitive advantage over its competitors. 

According to many scholars, entrepreneurial orientation (EO) is essential for the survival and success of SMEs (Imran et 
al., 2016). A number of studies have shown that companies with a stronger EO typically perform better when it comes to 
exporting (Al Mamun & Fazal, 2018). According to theory, entering new markets and adopting new strategies, taking prudent 
risks, and discovering new business opportunities all belong to what is known as EO (De Clercq & Zhou, 2014). It takes into 
account key people's practices, methodologies, decision-making styles, and intentions (Lumpkin & Dess, 1996). In Wiklund's 
and Shepherd's (2003) view, EO represents a strategic approach that allows companies to surpass rivals by embracing 
innovations, showing their willingness to take calculated risks, and taking advantage of market opportunities proactively rather 
than wait for them to emerge. As a direct result of the topic at hand, we have arrived at the realization that we can create the 
following hypothesis as a direct consequence of this conversation: 

H2: “There is a significant relationship between EO and firm performance.” 

2.4. Innovation as Mediator 

As determined by Baron and Kenny (1986), a variable is considered to be a mediator if the variable can explain the 
relationship that exists between the predictor variable and the criterion variable in order to explain the relationship between 
the two variables. As determined by MacKinnon et al. (2000), mediation, suppression, and confounding have equal 
mathematical effects. Various patterns of interactions between variables are analyzed by researchers to investigate these 
effects. There has been evidence that there is a positive impact that the market has on performance; however, other research 
has failed to identify any significant connections between the two, which is why a mediating component has been introduced 
in order to address this issue. When an immediate variable is inserted in a direct relationship, Baron & Kenny (1986) claim that 
it is able to serve as a mediator by reducing the strength of the relationship (full mediation), or at least a significant reduction 
(partial mediation), when the immediate variable is introduced in the relationship. Based on their observations, they came up 
with the concept of an immediate variable causing a reduction in the strength of a relationship when it is paired up with another 
immediate variable. 

A consensus has been reached by both academics and industry professionals that innovation has become an essential 
part of today's economic climate, and this agreement is widely accepted. Innovation is increasingly being used by companies 
to boost their competitiveness and ensure long-term viability, especially as sector dynamics are changing. Besides serving as a 
means to create new markets and innovations, innovation also serves as a tool that is utilized by the trade community as well 
as by industry in order to create a substantial amount of interest and attention. According to the findings of a study conducted 
by Kim (2003), innovation is one of the most critical factors that determines a company's level of success and has a substantial 
impact on the ability of a business to remain competitive in its industry (Khan et al., 2020). There is no doubt that innovation 
plays an important role in improving performance. Therefore, in order for companies to maximize their chances of success, it 
is imperative that they integrate innovation between their focus on the market and their performance to ensure that they will 
have a successful outcome. 

H3: “Innovation mediates the relationship between MO and firm Performance.” 
H4: “Innovation mediates the relationship between EO and firm Performance.” 

 
On the basis of details relationship discussion above, Figure 1 illustrates the research model of the current research. 
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Figure 1 Research Model. 

3. Methodology 

3.1. Research Design 

An explanatory research design was used in this study. In the process of selecting the participants for the study, samples 
that were based on simple random sampling were used as methods of sampling. In order to collect data, questionnaires were 
used. Each questionnaire had a number of items that were scored on a seven-point Likert scale, which ranged from "very 
strongly disagree" (1) to "very strongly agree" (7). We were able to use both SPSS and Smart PLS 4 for the purpose of analyzing 
the data gathered during the collection phase. It was determined that indications that failed to load adequately following the 
completion of a Confirmatory Factor Analysis (CFA) were removed from further analysis. It was believed that structural 
equation modelling (SEM) was the most important analytical tool that was used as part of the estimation process. In this 
research, market orientation was measured using the three-factor scale developed by Narver & Slater (1990): customer 
orientation, competitive orientation, and instructional orientation. As a result of the use of this scale, market orientation was 
measured. Agarwal et al. (2003) also conducted a study, the variables that were used to evaluate the objective performance 
of small businesses included net profit, market share, revenue growth, receivables, etc. In their study they also used variables 
such as net profit and market share to evaluate SMEs. Calantone et al. (2002) assessed business innovativeness by examining 
how SMEs explore new ways of doing things and change their operation regularly. A number of factors that were considered 
in earlier research were also taken into account in this study. 

3.2. Sample and Data Collection Instrument 

This study had been designed to gather information regarding small and medium-sized enterprises (SMEs) operating in 
a variety of industries in Pakistan for the purpose of collecting information. In this study, SMEs operating all over the country 
and operating across a wide variety of industries were targeted. There was a total of 479 questionnaires that were requested 
to be filled out by SMEs in Pakistan. Out of a total of 479 questionnaires sent out to SMEs, 381 were filled out by the SMEs 
involved in the study. It was, however, found that 21 of these questionnaires had either incomplete or incompletely filled out 
information, so they were discarded from the investigation, due to the fact that they were incomplete or poorly filled out. 
Consequently, as a result of these factors, the total number of legitimate answers used in the research was 360 as a result of 
this process. It has been determined that all 360 questionnaires were completed in accordance with the criteria for completion 
as well as meet the criteria for analysis of the data. According to the study, 75% of questionnaires were returned, based on the 
total number of questionnaires distributed (479), divided by the valid questionnaires received (360), and multiplied by 100%. 
To ensure that the sample of SMEs selected from the population is representative of the population, a sampling method known 
as simple random sampling was used to select the SMEs from the population in order to ensure the sample was representative 
of the population as a whole. This method consists of randomly selecting SMEs (small and medium-sized enterprises) from the 
population at random, without paying much attention to any particular criteria or procedures for selecting the SMEs. The aim 
was to ensure that all small and medium-sized enterprises (SMEs) were equally represented in the study. 

3.3. Profile of Respondents 

This study was conducted among 316 respondents, which accounted for 91% of the total respondents (316 people) who 
were either the chief executive officers or managing directors of their respective companies. This meant that a majority of the 
respondents were either chief executive officers or managing directors for their respective companies. Compared to the 32% 
who responded, only 9 percent of the respondents were senior managers or executives. It was evident that opinion was divided 
when a consideration was made of the gender makeup of those who responded. More specifically, the vast majority of all 
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respondents (89.3% in total) were male (310 individuals), while only 10.4% of all respondents (38 individuals) were female. 
According to the survey, 82.1% (285 people) said that they were married. According to the results of the survey, 17.9% of 
respondents were single. There were 52.9% of respondents in the 31-40 age range, which represented the highest proportion 
of respondents overall. The second largest group, which comprised of 99 people (28.6% of the total) was represented by those 
who were in their forties to a maximum age of 50 years over the course of the study. There were only 43 people aged 20 to 30 
in the total population, 12.4%. There were 21 responses from those older than 50 years old, representing 6.1% of the total 
number of responses. 

4. Results 

In order to analyze the primary data, Smart-PLS was used in a way that adhered to PLS-SEM's assumptions (Arshad et 
al., 2023). The analysis was broken down into a few essential components, that are the assessment of the measurement model 
as well as the assessment of the structural model, which were the most important aspects of the analysis (Malik et al., 2022; 
Khan et al., 2023). A number of measures, such as Cronbach's alpha, composite reliability, and AVE, were utilized in order to 
assess the reliability and validity of the measurement items, so that the measurement model could be tested in terms of its 
reliability and validity. To ensure each construct accurately measured its own concept, discriminant validity was assessed. As 
part of the structural model examination, bootstrapping and analysis of path coefficients were primarily used to analyze the 
differences between the latent constructs. 

4.1. Measurement Model Assessment 

As agreed, upon by Hair et al. (2017), authors developed a method for analyzing PLS-SEM that consists of two stages. 
During this step, both the “Measurement Model” and the “Structural Model” will be evaluated, which makes it an important 
step in the process. Before testing the structural model, Henseler et al. (2009) recommend analyzing the measurement model 
first to guarantee relevance of the results. As a second step, the structural model was assessed following the measurement 
model. It was found that the composite reliability (CR) values for the constructs related to firm performance (0.852), innovation 
(0.860), market orientation (0.863), and entrepreneurial orientation (0.847) were similar across the constructs evaluated for 
the research, as exhibited in Table 1 and Figure 2. It appears that the measurement model has a reasonably high degree of 
reliability based on these numbers. Further, Cronbach's alpha values were as follows: 0.901 for firm performance, 0.834 for 
innovation, 0.863 for market orientation, and 0.815 for entrepreneurial orientation. The firm performance construct showed 
excellent internal consistency, while the other constructs showed good internal consistency. After evaluating the measurement 
model, the study confirmed the constructs were reliable and internally consistent. These findings laid the foundation for further 
analysis of the structural model, allowing for meaningful interpretation of the relationships between the constructs. 

 

Figure 2 Measurement Model. 
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Table 1 Reliability and Validity. 

 CA CR AVE 

FP 0.901 0.852 0.636 
INO 0.834 0.860 0.677 
MO 0.863 0.846 0.591 
EO 0.815 0.847 0.583 

Convergent validity of the constructs was investigated using Average Variance Extracted (AVE). Based on data presented 
in Table 1, we can see that the mean AVE values for firm performance, innovation, market orientation, and entrepreneurial 
orientation were all 0.636, 0.677, 0.591, and 0.583, respectively. As can be seen from these values, many of the variances in 
each construct can be explained by its indicators, which indicates high convergent validity. 

To evaluate the discriminant validity of the model, the Fornell-Larcker Criterion (Hair et al., 2014) was used. This criterion 
is shown in Table 2. Based on this criterion, construct correlations are compared to the square root of the AVE (diagonal). The 
point of discriminant validity of the constructs is to explain whether the items are redundant. It also means that factors or 
items only measure one latent construct (Wahid et al., 2021). There is a strong correlation between diagonal correlations and 
off-diagonal correlations for all reflective constructs, according to the square root of the average variance extracted from the 
analysis. There is no doubt that the research has demonstrated a capacity to differentiate between groups, given the fact that 
each construct is different from the other. This study showed adequate convergent validity in terms of measuring the 
constructs accurately using the measurement items. 

Table 2 Fornel-Larcker Criterion. 
 

 FP INO MO EO 

FP 0.752    

INO 0.714 0.837   

MO 0.529 0.523 0.772  

EO 0.656 0.497 0.583 0.673 

 

4.2. Structural Model Assessment 

Once the measurement model's validity and reliability were established, the structural model was evaluated. As part of 
the investigations, the researchers undertook a phase where they examined the path coefficients and calculated the R

2
 value, 

i.e., the coefficient of determination, based on the hypothesis they had developed. Firm performance has an R
2
 value of 48.1%, 

while innovation has a value of 42.2%, which represents the amount of variance that can be explained by the model. To 
evaluate the significance of the path coefficients and test the hypotheses, Smart-PLS bootstrapped using a one-tailed test with 
a significance level of 5%. “P-Values” and “T-statistics” were used to evaluate the hypotheses' significance and to evaluate their 
importance. Furthermore, the researchers investigated if innovation mediated the association between market orientation 
(MO) and firm performance, as well as the association between entrepreneurial orientation (EO) and firm performance, using 
the mediation test developed by Baron & Kenny (1986). Table 3 depicts the structural model (also referred to as the "inner 
model"). Path coefficients are presented along with their levels of significance in the following table. These findings provide 
insights into the strength and direction of the links between the variables, enabling testing of hypotheses and interpreting the 
implications of the model. In addition to providing insight into the relationships between variables, the findings also provide 
insight into their strength and direction. 

Table 3 Direct and Indirect Hypothesis Testing. 

 Hyp Beta T-statistics P-Statistics Decision 
H1: MO -> FP 0.187 2.819 0.005* Supported 
H2: EO -> FP 0.396 6.534 0.000* Supported 
H3: MO-> INO -> FP 0.081 3.189 0.002* Supported 
H4: EO-> INO -> FP 0.099 4.180 0.000* Supported 

A significant correlation was found between the first hypothesis (H1), which proposed that firm performance may be 
related to a firm's market orientation (MO), as well as the level of market orientation (Beta=0.187, t=2.819, p0.01). As a result 
of the research conducted in this paper, it was proposed that the level of market orientation (MO) is significantly correlated 
with the performance of the company. 

The second hypothesis (H2) of the study hypothesized that entrepreneurial orientation (EO) is positively correlated with 
business performance. According to Table 3, there is an undeniable statistical significance between the EO and FP, as well as a 
positive connection between them (Beta= 0.396; t=6.534; p0.01). 

It is also claimed that the third hypothesis (H3) may serve as a mediator between EO and FP of SMEs. In addition, the 
analysis revealed the existence of a significant mediation effect (Beta=0.081, t=3.189, p0.01), so this theory could also be 
regarded as supported by the results of the analysis. 
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Finally, hypothesis 4 (H4), which states that innovation contributes to MO and company performance, was empirically 
supported at significance level 0.01 (Beta=0.099, t=4.180, p=0.01). 

5. Discussion 

An in-depth investigation of the elements that contribute to the issue of poor performance of SMEs would be a good 
place to start if one wanted to find a solution to the problem of poor performance of SMEs. If both EO and INO are fostered 
within a corporation, it will be possible to improve that organization's overall performance. This will be done in order to 
improve that organization's overall performance. This study has the potential to make a substantial contribution, not only to 
academic understanding, but also to practical insight, particularly in the industrial industries, not only in terms of theoretical 
understanding, but also in terms of practical research. This is one of the reasons why this study was undertaken. It is advised 
that the proposed framework be further assessed and tested in future research, both in Pakistan and in other developing 
countries, in order to gain information that is valuable for professionals working in the segment. This can be done both in 
Pakistan and in other developing nations. The objective is to acquire knowledge that can be helpful for professionals who are 
currently working in the sector. 

Since Pakistan has such a large population, the country is still in the development stage, and is still fighting both high 
unemployment rates and economic instability as a result of its large population. As the two problems of stimulating economic 
growth as well as creating employment opportunities are both intertwined SMEs, are being sought as a possible solution. The 
performance of SMEs in Pakistan is still hampered by a number of obstacles that adversely affect the performance of these 
enterprises. These obstacles include a shortage of skilled workers, an inadequate infrastructure, and a lack of entrepreneurial 
skills that have adverse effects on the performance of such enterprises. The problem is also exacerbated by weak management 
systems. In developing economies like Pakistan, SMEs are much more likely to fail as compared to those in industrialized 
economies, due to a higher failure rate. Additionally, SMEs are frequently underserved by the government in terms of support 
and assistance. Instead, they are favored by large corporations. As a result of the difficulty in gaining access to the fundamental 
business resources among SMEs, they are disadvantaged when it comes to adopting new technology and fostering innovation 
within their organization. 

6. Conclusions 

In summary, this research highlights the considerable contribution of small and medium-sized firms (SMEs) to the 
economy, innovation, and competitiveness, substantially improving total business operating efficiency. The main objective of 
this study was to investigate the influence of market orientation and entrepreneurial orientation on small and medium-sized 
enterprises (SMEs) operating in the Pakistani manufacturing sector. Additionally, the study aimed to evaluate the mediating 
effect of innovation in establishing a connection between these orientations and the performance of SMEs. The study collected 
data from 381 small and medium-sized enterprises (SMEs) in Pakistan. This data was then analyzed using structural equation 
modelling. The findings of the analysis indicated a significant and noteworthy correlation between Market Orientation (MO), 
Entrepreneurial Orientation (EO), and Firm Performance (FP). 

Moreover, the concept of innovation has emerged as a crucial mediator within this dynamic framework. The findings 
mentioned above emphasize the substantial importance of market orientation (MO), entrepreneurial orientation (EO), and 
innovation orientation (INO) in the endeavor to achieve success for small and medium-sized enterprises (SMEs). This study 
provides a significant point of reference for scholars and practitioners interested in gaining a more comprehensive 
understanding of the impact of these orientations on the performance of small and medium-sized enterprises (SMEs). This 
study contributes substantially to the current body of knowledge in this particular domain, enhancing our understanding of 
how market orientation, entrepreneurial orientation, and innovation orientation jointly influence the performance outcomes 
of small and medium-sized firms (SMEs). 

7. Theoretical and Practical Contribution 

This study provides actual evidence to support the theoretical linkages proposed in the research framework. In 
particular, this highlights the crucial role of innovation in facilitating the relationship between market orientation, 
entrepreneurial orientation, and the success of small and medium enterprises (SMEs) in Pakistan. The study's four hypotheses 
received unanimous approval, confirming the theoretical foundations. The selection of strategic orientations as the primary 
factors in this study was based on a thorough examination of the existing literature, which highlighted their significant impact 
on predicting the performance of small and medium-sized enterprises (SMEs). This study is a notable undertaking that 
effectively combines market orientation with entrepreneurial orientation while also considering the mediating role of 
innovation in the performance of small and medium-sized firms (SMEs). The empirical findings provide further evidence to 
strengthen the research framework, enhancing its empirical support. This study contributes significantly to the Resource-Based 
View (RBV) by presenting empirical evidence that supports the underlying premise of the theory. According to the Resource- 
Based View (RBV), the performance of a corporation is contingent upon the intricate interaction between tangible and 
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intangible resources. In this study, market orientation and entrepreneurial orientation are considered inherent resources the 
organization possesses. 

Primarily, it is commonly recognized that Small and Medium-sized Enterprises (SMEs) substantially impact employment 
generation, economic growth promotion, and poverty reduction. Government agencies and policymakers, such as the Small 
and Medium Enterprise Development Authority (SMEDA), need to acknowledge that their decisions regarding small and 
medium enterprises (SMEs) directly impact the operations of these businesses. Therefore, it is crucial to investigate potential 
approaches that government officials and policymakers might employ to improve the efficiency and long-term viability of small 
and medium-sized enterprises (SMEs) in Pakistan. This study provides significant information that can assist policymakers and 
government officials formulate policies and making well-informed decisions regarding small and medium enterprises (SMEs) 
inside the country. Concurrently, this study highlights the crucial significance of strategic orientations in influencing the 
performance of small and medium-sized enterprises (SMEs). This illuminates this crucial component and introduces a novel 
avenue of investigation for researchers. More specifically, this motivates additional investigation into the role of organizational 
culture as an intervening variable, providing a clearer understanding of the complex connections between different strategic 
orientations and the performance of small and medium-sized enterprises (SMEs). This study makes a substantial contribution 
by elucidating the strong mediating influence of organizational culture on the associations between market orientation (MO), 
entrepreneurial orientation (EO), Innovation (INO), and small and medium-sized enterprise (SME) performance. As a result, it 
enhances our comprehension of these interrelationships. 

8. Limitation and Recommendation 

Despite making substantial contributions to the field, this research has some limitations. One limitation of this study 
is that it relied solely on self-administered surveys completed by a single respondent from each organization. There is a 
possibility of bias as a result of this. By obtaining information from multiple sources, an organization can gain a more 
comprehensive and objective perspective. Furthermore, although our model accounted for a significant portion of the variance 
in the endogenous variables (Firm performance and Innovation), There is still a possibility that other variables or factors 
contribute to variations despite the R

2
 values of 48.1% and 42.2% respectively for each endogenous variable. The correlations 

might be further explored by adding more independent variables, mediator effects, or moderators to the model during a 
subsequent study. Furthermore, to analyze the data collected in this study, a cross-sectional approach was utilized to collect 
the data. For improvement of knowledge, generalizability, and understanding of correlations between the variables of interest, 
future studies may consider longitudinal data and comparative research on the factors of interest (innovation, external 
environment, and SME performance). It would be useful to conduct further research that is analogous to those already 
conducted in order to ensure that the findings apply to a wide range of contexts and developing nations. This study had the 
primary objective of examining the performance of SMEs from an economic point of view in order to come to a conclusion. A 
future research study may focus on social and environmental aspects of performance as well. 
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