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The main purpose of this study is examine entrepreneurial financial
practices in Pakistan. The research has employed, resource-based view
to analyse the impact of entrepreneur orientation on SMEs
performance. Moreover, the role of access to finance has been
analysed as a mediator in the relation between the performance of
SMEs and entrepreneur orientation. Finally, the moderating role of
financial literacy in the relationship between access to finance and firm
performance of SMEs is examined. The study has employed a surveybased methodology to answer the research questions. The partial least
square is used to analyse the data. A total of 441 questionnaires were
received with complete responses, a response rate of 63 per cent. The
study concludes that the impact of individual components of
entrepreneur orientation on performance and access to debt is
neglected in this approach. Financial literacy is one factor that can help
the owner of an SME to decide the optimum financial level and also
help them to devise strategies for fundraising. The study, which is
among the pioneering studies on the issue, provides policy guidelines
to entrepreneurs and researchers with regard to understanding the
finance-related issues relevant to entrepreneurs in Pakistan.
Key words: Entrepreneur orientation, access to finance, financial literacy,
entrepreneurial finance, Pakistan.
Introduction
Job opportunities are created by small and medium-sized enterprises (SMEs), which lead to
innovation and economic growth (Ayandibu & Houghton, 2017). A number of issues are
experienced by SMEs in emerging countries, including the lack of availability of banking
finance, limited financial and capital information, and an inability to identify opportunities
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for financial products. There has been significant constraint in the development of SMEs
because of a lack of financial management abilities in Ghana. Skilled managers are attracted
by SMEs, but they cannot compete with big firms in the industry (Fang, Memili, Chrisman &
Penney, 2017). The growth of SMEs in the emerging economies is significantly impacted by
limited financial management abilities.
The financial crisis in both the flow of equity finance and debt to SMEs has led to a
considerable decline in small business (Raposo & Lehmann, 2018). Recent research studies
have emphasised the need for financial inclusion of entrepreneurs. The focus of policy
debates has been on the growth and financing of SMEs in most of the emerging economies
(Ayyagari, Demirgüç-Kunt & Maksimovic, 2017).
SMEs have considerable socio-economic importance. The government considers small
business to be a priority in Pakistan, for increasing job opportunities and reducing
unemployment. The country is currently facing about 6 per cent unemployment (Statistics
Pakistan, 2018). Moreover, SMEs play a crucial role in improving economic growth and
reducing inequalities of wealth in Pakistan (Ali & Malik, 2017). It has been noted by Simpasa
and Pla (2016) that the rate of failure of SMEs in Pakistan is about 70 to 80 per cent,
irrespective of the significance of this sector. These scholars point to the inability of the SME
sector to reduce poverty and create employment opportunities. Hyder and Lussier (2016)
state that it has become essential to explore the causes of this high failure rate in order to
improve SMEs and their performance.
Carbo‐Valverde, Rodriguez‐Fernandez and Udell (2016) note that a major cause of SME
failure is the unavailability of external finance for SMEs. Chrisman, Chua, De Massis,
Minola and Vismara (2016) suggest that the possible reasons for SME failure include the
strategic framework’s inability to complement the entrepreneurship strategy of the firm. The
firm managers in this era are experiencing rapid changes in a competitive business
environment. To deal with such challenges, there is a need for an entrepreneurial approach to
designing strategy to achieve success. The process of designing entrepreneurial strategy is
referred as entrepreneur orientation (EO). This exists for the organisations that are involved
in market innovations and that take risks to compete with their rivals. Silva, Dacorso, Costa
and Serio (2016) note that firms aiming for a competitive advantage can use EO, which can
be considered as a solution to the problems faced by businesses. EO is used to describe the
circumstances that exist in the big firms, but it is equally important for small firms.
It is therefore important to understand EO with reference to the SME sector. Lent, Anderson,
Yunis and Hashim (2019) suggest that large firms exert severe competitive pressures on
SMEs in Pakistan. This implies that the SMEs work in a hostile rather than a benign
environment. The performance of the SMEs can improve through EO, which can reduce the
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failure rate of SMEs in the country; however, no single conclusion can be derived through the
empirical literature regarding the influence of EO on the performance of a firm. Some studies
have revealed that firms can perform better with an orientation that is more EO than that of
others (Brouthers, Nakos & Dimitratos, 2015). On the other hand, no significant positive
influence of EO has been found on the growth of the firm.
This indicates a need for EO as an appropriate strategy and shows its positive association
with performance. Yet there is a need for financial capital to implement EO. The growth of
SMEs has been shown to be based not just on internal financial capital; it requires external
financial capital. Debt and equity are two basic sources of external finance for SMEs, which
are unable to easily achieve external equality. For this reason, many SMEs depend on debt
(Wasiuzzaman & Nurdin, 2019). A positive relationship has been found between social
capital and EO. Resources can be acquired through social capital, which can support the
entrepreneurs. Access to financial resources can improve through EO (Boso, Oghazi,
Cadogan & Story, 2016). In Pakistan, a meta-analysis of the empirical literature on EO
showed large firms are the focus of majority of research studies.
Kriel (2008) examined the nature of EO in the Pakistan liquor industry. The EO of companies
listed in Johannesburg Stock Exchange was examined, along with that of companies working
in the ICT industry (Jeong & Harrison, 2017). The entrepreneurial intention and level of
innovation were assessed in the short-term insurance industry of Pakistan. Very few
empirical studies have focused on the influence of EO on the performance of SMEs in
Pakistan. The research studies found a positive and significant association between
performance and the difference components of EO. The positive influence of EO on access to
debt finance by SMEs has not been empirically found by any research study in Pakistan;
moreover, it has still not been determined that access to debt finance could play a mediating
role in the association between the performance of SMEs and EO.
It is universally assumed that capital access has a positive influence on the growth of a firm,
and managers have to make complex decisions about finance for organisational success
(Adomako, Danso & Ofori Damoah, 2016). Financial decisions are made by managers in the
form of retirement plans, investment and savings (Basheer et al., 2018; Basheer et al., 2019;
Hidthii et al., 2019). Certain activities are undertaken by firms to acquire resources and
develop these resources further. In order to perform these activities efficiently, firms can
depend on dynamic capabilities, including financial knowledge, to use resources effectively.
Firms can turn resources into different uses such as extension, creation or modification
(Basheer et al., 2018). Cognitive skills and knowledge are required by financial literacy
(FLR) along with certain behaviours, desirable attitudes and external supportive factors
(Drever et al., 2015). FLR has been conceptualised in this study as knowledge acquisition to
manage finances, customer market planning and use financial services to achieve the set
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financial objectives (Hafeez et al., 2018). Skills such as bill payment, budgeting, management
of consumer issues, comparison-shopping and payment are included in this (Adomako et al.,
2016). SMEs must attain these skills in the emerging economies. For instance, according to
the 2014 World Bank Global Development Report, financial inclusion was incorporated as a
main theme. The report showed that significant constraints in financial management are faced
by SMEs in developing markets, influencing their ability to contribute in terms of
productivity, employment, innovation and growth. It suggested that financial education is
regarded by financial sector practitioners as the most effective way to deal with financial
exclusion of the firms.
The need for financial education is not a new agenda; however, the focus grew after the
financial crisis, with a push for greater financial inclusion to improve the financial ability of
entrepreneurs. Yet there is limited understanding about the role of FLR in transforming
finance access to increased growth output. From a different perspective, additional
capabilities are required to effectively utilise access to finance. These factors have not been
analysed in the research on firm growth and access to finance (ATF), which transform the
finance access of the firm to achieve growth outcomes. It is based on scholars incorporating
the moderating influences of the relationship between ATF and growth of a firm for a clear
depiction of the situation in which favourable outcomes can be achieved. The previous
literature has been extended by this research through analysing how ATF deals with
individual capabilities to enhance the growth of a firm. A key role is played by dynamic
capabilities in transforming finance access to improve the growth of firms.
In this research, a resource-based view has been used to analyse the role of EO in SMEs’
performance (Adomako et al., 2016). Moreover, the role of ATF has been analysed as a
mediator in the relationship between SMEs’ performance and EO. the moderating role of
FLR in the relationship between ATF and firm performance of SMEs is examined.
Theoretical Framework of Access to Finance, Financial Literacy, Entrepreneurial
Orientation and SMEs’ Performance
EO and ATF by SMEs
EO has been established by some researchers as a disposition of management involved in
decision-making (Alarifi, Robson & Kromidha, 2018). Some important decisions are
involved in EO, and these are made for the entire organisation. In this way, EO is an
organisational process. In relation to the philosophy of operation management and strategic
decisions of the firm, the entrepreneurial firms are considered as those in which
entrepreneurial management styles are adopted by top management. Al Ghamdi, Samarji and
Watt (2016) point out that a major issue faced by entrepreneurs in Pakistan is ATF. One
cause of the failure of SMEs and weak performance in Pakistan is a lack of financial support.
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This research uses a resource-based perspective to show the significance of financial capital
to improve the performance of SMEs.
To purchase current and fixed assets, it is important for firms to have access to financial
capital to sustain competitive advantage. A number of SMEs depend on internal finance
provided by friends, family and self (Quartey, Turkson, Abor & Iddrisu, 2017). The growth
of SMEs is limited because of their dependence on internal finances. The firms using external
finances are able to show a higher rate of growth compared with those using internal
finances. External capital sources are important for the growth of SMEs (Muneer et al.,
2019). There are two primary sources of external finance for SMEs: debt and equity. In
Pakistan, almost 65 venture capital funds control about R29 billion, with an average
investment of R15.4 million.
Investment in SMEs represents about R1.1 billion, which is just 3.8 per cent of the total
funds. This shows that SMEs face limited access to external equity. Several SMEs depend on
debt finance, particularly trade credit and bank loans, because of a lack of external equity. It
has been argued that all the strategic intentions are likely to fail without sufficient resources.
Dimitratos, Johnson, Plakoyiannaki and Young (2016) point out that that high levels of
resources are involved in the dimensions of EO. Cavusgil and Knight (2015) note that large
resource commitments are made by the firms, which take risks to avail themselves of the
opportunities in the market.
Moreover, entrepreneurs are more willing to take risks to obtain resources, including external
finance. A forward-looking perspective is shown by the firms, which are competitively
aggressive and proactive. Proactiveness is highly important in the establishment of relations
with different finance sources. Moreover, Saebi and Foss (2015) point out that the ability of a
firm to support and be engaged in innovative ideas, experimentation and novelty is seen as
innovative. Further, it requires commitment to financial resources. Huggins, Prokop and
Thompson (2017) argue that firms with EO are focused and make efforts to avail themselves
of opportunities such as relations with the capital providers. For a successful EO, there is a
need for a firm to show a commitment to obtaining financial resources. Moreover, firms with
EO are able to access debt capital because of better relations with the providers of capital
debt. Alternatively, it can be hypothesised that a positive association exists between ATF
debt and EO in SMEs. Based on the literature, we propose the following hypothesis
H1: The EO has significant impact on the ATF
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EO and the Performance of SMEs
Lungeanu, Stern and Zajac (2016), Hmaeed et al. (2019) and Hmaeed et al. (2018) have all
observed that researchers have emphasised EO for improving the financial performance of
firms. This is due to the support provided by the key factors of EO in pursuing and
identifying market opportunities. This enables firm to achieve a competitive position through
being in a position to recognise opportunities.
Lungeanu et al. (2016) note that firms are able to achieve diversified markets and products,
along with improved financial performance, through EO activities. Moreover, there is
positive relationship between EO and intangible outcomes such as skill development,
knowledge and job satisfaction. Nieto, Santamaria and Fernandez (2015) point out that the
likelihood of a firm to take risks is linked with its ability to become competitive. Some
researchers have identified that a firm can achieve sustainable competitive advantage through
the development of new processes, products and services. However, the research studies
empirically analysing the influence of EO on performance of firms have not reached any
conclusions. Stenholm, Pukkinen and Heinonen (2016) found no direct association between
the growth of firms and EO. Matchaba-Hove, Farrington and Sharp (2015) discovered that
the success of a firm is not positively influenced by all dimensions of EO. Still, the influence
of EO on the performance of firm is not conclusion in empirical literature. This study is based
on the argument that EO dimensions such as innovation and competitive aggressiveness can
give a competitive edge to the SME. Alternatively, a positive association has been
hypothesised between the performance of SMEs and EO.
H2: The EO has significant impact on the performance of SMEs in Pakistan.
ATF and Performance of SMEs
Sørensen (2017) argues that tax is deductible on interest payments of debt. However, this
advantage is not available on equity. Considering this fact, debt can be used by firms to
reduce their capital cost and maximise profitability. It can be referred to as the leverage effect
of debt. A financial risk factor is introduced by leverage. The use of debt can be negative or
positive. It is positive in terms of the higher return on assets earned by a firm, which is higher
than the rate of interest on debt. When return on assets is low compared with the rate of
interest on the debt, leverage is negative. The influence of debt on firm performance is
inconclusive in the literature.
Studies have found a negative influence of debt on firms’ profitability. Some have discovered
a positive and significant relationship between the performance of a firm and debt (Lusardi &
Mitchell, 2017; Aziz, Hasnain, Awais, Shahzadi & Afzal, 2017). The price at which the cash is
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lent by a central bank to the banking system is referred to as the repo rate. Short-term interest
rates are indicated by the repo rate. Over the years, the repo rate has decreased in Pakistan to
5.5 per cent (Khalid, 2017). According to Haque, Das and Rahman (2017), there has been a
significant reduction in borrowing costs in Pakistan, with the prime interest rate reaching
9 per cent – the lowest in 30 year. This shows that a positive leverage can be obtained by
SMEs with access to debt. Alternatively, a positive relationship between SMEs’ performance
and use of debt has been hypothesised.
H3: The ATF has a significant impact on the performance of SMEs in Pakistan.
The Role of ATF as a Mediator
According to Semrau, Ambos and Kraus (2016), there is a strong relationship between EO
and performance. However, EO does not have a positive influence on performance; rather, it
is always based on the context. There is a need for EO to be linked with some business
activities to improve its positive influence on the performance of firm. The influence created
by access to debt as a mediating variable has been analysed in the empirical literature on the
relationship between EO and performance. Altinay, Madanoglu, De Vita, Arasli and Ekinci
(2016) have found that the association between performance and EO is mediated through the
creation of knowledge. Zehir, Gurol, Karaboga, and Kole (2016) show that the role of EO on
the relationship of firm performance and EO is as a mediator. High levels of EO in firms
make strategic planning possible, and enable them to explore the needs of customers as well
as avail themselves of new opportunities. Moreover, performance can be improved by firms
that have debt access. Therefore, a significant role is played by debt finance as an
intermediate variable in the association of EO and SME performance. Alternatively, it can be
hypothesised that the relationship between the performance of SMEs and EO is mediated
through access to debt finance.
H4: ATF mediates the relationship between EO and SMEs performance.
Influence of FLR as a Moderator
The theoretical framework has been provided by RBV to understand the concept of FLR and
ATF. Now the theoretical arguments have been developed related to the success of SMEs,
increasing the FLR of entrepreneurs. This study supports the theory that a high level of
finance access results in increased benefits for firms, which has been endorsed by showing
that multiple levels of financial knowledge or literacy influence the impact of finance access
on the growth of the firm in emerging or less developed market environments.
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Researchers have attempted to analyse the relationship between financial decision-making
and FLR (Lusardi & Mitchell, 2017). Most studies have found a strong relationship between
financial outcomes and FLR. Recent empirical research suggests that a strong relationship
also exists between behaviour and FLR. FLR is considered a crucial determinant of
participation in the stock market (Lusardi & Mitchell, 2017). The literature shows that high
levels of financial knowledge enable individuals to engage in a wide range of activities.
Business finance can be managed through use of FLR as a tool (Lusardi & Mitchell, 2017).
Recently, the issue of developing the capability of financial management for owners of small
businesses in emerging countries has attracted increased attention (Adomako et al., 2016).
Business managers are supported by FLR to make effective financial decisions, investment plans
and saving plans, and to create budgets. Moreover, the financial practices of a firm, sales revenue
and quality of objective reporting improve through FLR (Lusardi & Mitchell, 2017). Research
evidence has revealed a direct association between financial knowledge and self-beneficial
behaviour. In order to overcome the issues in managing the financial capital of a firm, strong
financial understanding is required. Effective decisions such as debt management and payment of
bills on time can be made through FLR, enhancing the value of borrowers and improving the
performance of a firm (Lusardi & Mitchell, 2017). It is important to argue that owners or
managers of SMEs with no financial knowledge can overlook the risks or fail to identify them.
This results in an inability to interpret the risks properly and on time. It can also restrict the ability
of ATF to enhance the growth in positive ways. There is therefore a need to acquire financial
knowledge to convert finance access to improved growth in a firm.
An important source of failure for SMEs is the unavailability of debt finance in Pakistan. It
reflects a positive relationship between access to debt finance and EO. This can reduce the
financial limited experienced by SMEs. Moreover, there is a positive relation between EO and
SME performance, which can result in a reduction in the SME failure rate in Pakistan (Aziz,
Hasnain, Awais, Shahzadi & Afzal, 2017). The results show, however, that the relationship of
SME performance and EO is partially mediated by access to debt. These results are in line with
the theoretical framework, which suggests that the performance of a firm improves through EO.
Moreover, these results are consistent with the literature, which empirically supports the view that
access to debt finance is improved through EO for SMEs. The aim is to contribute to the existing
research studies related to dynamic capabilities and entrepreneurship by analysing such a
contingency. The moderating role between the relation of firm growth and ATF has been
analysed under the concept of RBV. Huang, Dyerson, Wu and Harindranath (2015) suggest that
competitive advantage can be achieved through resources that are rare, valuable and inimitable.
Financial capability is a valuable, inimitable and rare resource, which can help firms to
achieve and sustain competitive advantage (Vomberg, Homburg & Bornemann, 2015). The
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degree to which the managers can make finance decisions is influenced by the availability or
limitation of valuable resources, including access to finance. FLR has been incorporated as a
mediator between the relation of growth and ATF under the concept of RBV. A theoretical
rationale has been developed for the relationship of FLR and ATF as a major dynamic
capability for improving firm growth. ATF has been linked with the dynamic capability
theory. This article aims to explain the capabilities that add to the growth of firms. SMEs’
experience with ATF is limited in emerging economies. This research is unique, as it
incorporates the role of FLR between the relation of growth and ATF as a mediator in the
context of an emerging economy (Eniola & Entebang, 2016).
H5: The FLR moderates the relationship between ATF and SMEs’ performance.
Methodology
This study has employed a survey-based methodology to answer the research questions. The
partial least square is used to analyse the data. World (1982) states that the partial least
squares (PLS) technique is known as second-generation structural equation modelling.
According to Gustafsson and Johnson (2004), PLS is more suitable for structural equation
models that have cause-and-effect relationships and latent variables. Moreover Ringle,
Wende and Will (2005) found that the best technique for prediction and statistical model
building was PLS. There are many reasons for using this technique in our study, including
that using PLS is beneficial for real-world applications and more suitable for handling
complex models (Fornell & Bookstein, 1982; Hulland, 1999). We will define the relationship
between the dependent variable and independent variables and study the indirect effects on
them. The second reason for using this technique is to establish whether the data is normally
or abnormally distributed. PLS path modelling can be used for both (Chin, 1998). The social
sciences have an issue with abnormal data, which can be addressed with the help of PLS. The
foremost reason for using PLS, however, is that it estimates the association among constructs
(Duarte & Raposo, 2010), and for this reason PLS is known as one of the most effective
statistical techniques. We have therefore used PLS to evaluate the reliability and construct
validity of the assumed relationships.
The population was estimated to be 21,000 based on a five-technique criterion. A sample of
700 respondents was used. The questionnaire survey was formulated and distributed among
the respondents. Out of the total questionnaires, 510 questionnaires were received with
complete responses. The response rate turned out to be 63 per cent. Based on the acquired
response rate, the responses can be used for further analysis. The standard response rate is
considered to be 49 per cent. The analysis of the questionnaire survey found that the average
age of respondents was 44 years. Most of the employees had work experience of 12 to
14 years, and the majority (59%) was working in the operating departments. Most employees
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had higher educational degrees, and 301 were male and 79 female. The sample size of 375 is
considered suitable and acceptable. The stratified random sampling design was used in the
research. The population is divided into sub-groups or strata, from which random samples are
in proportion to the entire population. Questionnaires were distributed with the help of
stratified random sampling. The response rate is provided in Table 1.
Table 1: Response rate
Response

Frequency/rate

Total questionnaires distributed among students

700

Total questionnaires received as filled

510

Total questionnaires identified as true responses

441

Total questionnaires excluded due to errors

69

The total rate of response

72.85%

Total rate of valid response

63.00%

Results
The first step in PLS-SEM path model is basically the evaluation of measurement model,
which leads us to the structural model (Deal, 2017). Validity and reliability are the main
standards for the determination of the measurement model in PLS analysis. Hair, Sarstedt,
Hopkins and Kuppelwieser (2014), and Henseler, Hubona and Ray (2016) suggest using the
evaluation of measurement model. The outer model of current study is mapped in Figure 1.
The reliability of individual item was evaluated by determining the loading for each item, as
suggested by many researchers ( Hair et al., 2016). The threshold for loadings is 0.70 and the
values below that level are omitted by following the study of Hair et al. (2014) (Table 2).
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Figure 1: Measurement model

Composite reliability (CR) is a suitable way to evaluate internal reliability in a PLS path
model (Wong, 2016). which can be explained as a Cronbach’s alpha. According to Lonial
and Carter (2015), the value of CR must be greater than 0.70. Table 3 shows the information
about the variables of the CR range from 0.844 to 0.985, which are greater than the threshold
of 0.70. Results show the acceptable reliability used in this study. Ngah, Zainuddin and
Thurasamy (2017) describe the CV at that level where the same variable is measured by
several items. Based on the endorsement of Tzempelikos and Gounaris (2017), with the
measurement of the average variance extracted (AVE), we have checked the convergent
validity in this study. For all variables, the value of AVE should not be less than 0.5, so the
values less than 0.5 are omitted from data for the improvement of AVE value.
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Table 2: Outer loadings
ATF
ATF1
ATF2
ATF3
ATF4
ATF5
EO10
EO11
EO12
EO13
EO14
EO15
EO16
EO2
EO3
EO4
EO5
EO6
EO7
EO8
EO9
FLR1
FLR2
FLR4
FLR5
P1
P10
P2
P3
P5
P6
P8
P9
EO1

0.925
0.900
0.879
0.894
0.840

EO

FLR

0.878
0.889
0.841
0.820
0.862
0.879
0.864
0.851
0.870
0.844
0.901
0.861
0.896
0.834
0.888

0.872
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P

0.896
0.858
0.915
0.935

0.900
0.890
0.874
0.891
0.903
0.810
0.892
0.873
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Table 3: Reliability
Cronbach’s alpha
ATF
0.933
EO
0.978
FLR
0.923
P
0.958

rho_A
0.934
0.978
0.929
0.963

CR
0.949
0.980
0.945
0.965

AVE
0.789
0.750
0.813
0.774

Measurement of different concepts or degree of differentiation of items between the
constructs is known as discriminant validity. Phillips, Barnes, Zigan and Schegg (2017)
explain this as the variables used in each study being different from those in the other studies.
Hair et al. (2016) suggest the two measures for checking the discriminant validity: crossloadings and the Fornell-Larcker’s criterion. The square roots of AVE for each variable must
be greater than the association between all variables in Fornell-Larcker‘s measure
(Tzempelikos & Gounaris, 2017).
Table 4: Discriminant validity
ATF
ATF
0.888
EO
0.702
FLR
0.821
P
0.534

EO

FLR

0.866
0.712
0.662

0.901
0.657

P

0.880

The evaluation of the inner structural model is the second step in PLS after measurement
model assessment. By following the Henseler et al.’s (2016) suggestions, this study is
evaluating the implication of path coefficients, effect size, level of R2 values, the moderating
effect and the predictive relevance. Figure 2 shows the structural model.
The standard bootstrapping procedure can be used for the measurement of the significance of
the path coefficients, which includes a sample of 5,000 bootstraps and 441 cases suggested by
Henseler et al. (2016) and Basheer et al. (2019). The results of the study have provided
support for the argument that ATF is in a significant relationship with SME performance
(Eniola & Entebang, 2016). The EO appears to be a significant determinant of ATF. The
financial literacy is in a significant relationship with the SMEs’ performance as well as
appearing as a significant moderator (Table 5).
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Figure 2: Structural model
Table 5: Direct and moderation results
(O)
(M)
(STDEV) (|O/STDEV|) P values
ATF -> P
0.513
0.508
0.109
4.721
0.000
EO -> ATF
0.702
0.705
0.068
10.263
0.000
EO -> P
0.361
0.360
0.090
4.016
0.000
FLR -> P
0.369
0.376
0.122
3.023
0.001
Moderating
0.358
0.359
0.079
4.550
0.000
Effect 1 -> P

Status
Accepted
Accepted
Accepted
Accepted
Accepted

The results shown in Table 6 confirm the ATF as a significant mediator in the relationship
between EO and SME performance.
Table 6: Mediation
EO -> ATF -> P

(O)
0.361

(M)
(STDEV) (|O/STDEV|) P Values Status
0.360
0.090
4.016
0.000 Accepted

According to Hair et al. (2016), the variance in the endogenous variable (R²) is the main
criteria for the evaluation of structural model in PLS-SEM. The percentage change in the
dependent variable that can be described by one or more forecasted variables will be
determined by value of R2 variable (Hair et al., 2014; Hair et al., 2016). In the structural
model, the R2 values of 0.25, 0.75 or 0.50 can be described as moderate, substantial or weak
separately for the dependent variable (Table 7).
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Table 7: R2
ATF
P

R Square

0.493
0.313

Following the recommendations of Hair et al. (2010), using PLS-SEM, the following
measures must be applied; this indicates the analytical significance for the evaluation of a
model’s quality. This study depends on Stone-Geisser’s test analytical significance by using
the procedures of blindfolding (Carrión, Henseler, Ringle & Roldán, 2016). In PLS
modelling, this test is used for checking the goodness of fit (Phillips et al., 2017). The only
measure for the endogenous latent variables is blindfolding procedure, which has a multidimensional model. Describes the latent variable as a reflective measurement model which
creates differences in the set of indicators. Therefore, due to the reflective nature of the study,
the blindfold procedure is used because of the endogenous latent variable. For the evaluation
of analytical significance of the research model, a cross-validated redundancy measure (Q²)
was applied (Hair et al., 2014; Hair et al., 2016).

Figure 3: Q²
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Table 8: Q²

SSO
SSE
1,085.000
687.280
3,472.000 3,472.000
868.000
868.000
217.000
217.000
1,736.000 1,218.257

ATF
EO
FLR
Moderating effect 1
P

Q² (=1-SSE/SSO)
0.367

0.298

Conclusions
SMEs should absorb the EO dimensions such as competitive aggressiveness and risk-taking,
proactiveness, autonomy and innovativeness for improving performance and access to debt.
The level of EO should be evaluated by SEM before implementing any action. An internal
audit can be conducted for this. In case there is a lack of RO, SME is required to identify the
factors that need to be developed. SMEs should incorporate EO in their structure through a
top-down management style.
Entrepreneurship culture can be developed through the support of SME owners and strategic
leadership. Some available space should be left by management of SMEs for autonomy
among the workforce, creating initiative and communication for developing EO. Firms
should be organised by SME owners in such a way that encourages entrepreneurship to
flourish in the form of new ventures, ideas, processes and products.
Entrepreneurship should be encouraged by a reward system (both non-monetary and
monetary) for employees of SMEs. Leadership style, which leads to creativity and
innovation, should be modelled by SME owners. Seminars and training sessions should be
organised for the employees of SMEs on EO dimensions by government agencies responsible
for SMEs, including the National Youth Development Agency, the Small Business
Development Agency and Provincial Development Corporations.
An aggregated unidimensional measure of EO has been used in this study as an EO measure
provided by Mthanti and Ojah (2017). The influence of individual components of EO on
performance and access to debt is neglected in this approach. FLR is one of the factors that
can help SME owners to decide the optimum financial level for their enterprise, and also help
them to devise fundraising strategies.

225

International Journal of Innovation, Creativity and Change. www.ijicc.net
Volume 7, Issue 9, 2019
REFERENCES
Adomako, S., Danso, A., & Ofori Damoah, J. (2016). The moderating influence of financial
literacy on the relationship between access to finance and firm growth in Ghana.
Venture Capital, 18(1), 43-61.
Al Ghamdi, A., Samarji, A., & Watt, A. (2016). Essential considerations in distance
education in KSA: Teacher immediacy in a virtual teaching and learning environment.
International Journal of Information and Education Technology, 6(1), 17.
Alarifi, G., Robson, P., & Kromidha, E. (2018). The manifestation of entrepreneurial
orientation in the social entrepreneurship context. Journal of Social Entrepreneurship,
1-21.
Ali, M., & Malik, I. R. (2017). Impact of Foreign Direct Investment on Economic Growth of
Pakistan.
Altinay, L., Madanoglu, M., De Vita, G., Arasli, H., & Ekinci, Y. (2016). The interface
between organizational learning capability, entrepreneurial orientation, and SME
growth. Journal of Small Business Management, 54(3), 871-891.
Ayandibu, A. O., & Houghton, J. (2017). The role of Small and Medium Scale Enterprise in
local economic development (LED). Journal of Business and Retail Management
Research, 11(2).
Ayyagari, M., Demirgüç-Kunt, A., & Maksimovic, V. (2017). SME finance: The World
Bank.
Aziz, K., Hasnain, S. S. U., Awais, M., Shahzadi, I., & Afzal, M. M. (2017). The Impact of
Entrepreneurial Orientation on SME Performance in Pakistan: A Qualitative Analysis.
International Journal of Engineering and Information Systems (IJEAIS), 1 (8), 107,
112.
Basheer, M., Siam, M., Awn, A., & Hassan, S. (2019). Exploring the role of TQM and supply
chain practices for firm supply performance in the presence of information technology
capabilities and supply chain technology adoption: A case of textile firms in
Pakistan. Uncertain Supply Chain Management, 7(2), 275-288.
Basheer, M. F., Hafeez, M. H., Hassan, S. G., & Haroon, U. (2018). Exploring the Role of
TQM and Supply Chain Practices for Firm Supply Performance in the Presence of
Organizational Learning Capabilities: A Case of Textile Firms in Pakistan.
Paradigms, 12(2), 172-178.

226

International Journal of Innovation, Creativity and Change. www.ijicc.net
Volume 7, Issue 9, 2019
Basheer, M. F., Waemustafa, W., & Ahmad, A. A. (2018). The Paradox of Managerial
Ownership and Financial Decisions of the Textile Sector: An Asian Market
Perspective. The Journal of Social Sciences Research, 184-190.
Bin-Hidthiir, M. H., Basheer, M. F., & Hassan, S. G. (2019) The Simultaneity of Corporate
Financial Decisions Under Different Levels of Managerial Ownership: A Case of
Pakistani Listed Firms.
Boso, N., Oghazi, P., Cadogan, J. W., & Story, V. (2016). Entrepreneurial and marketoriented activities, financial capital, environment turbulence, and export performance
in an emerging economy.
Brouthers, K. D., Nakos, G., & Dimitratos, P. (2015). SME entrepreneurial orientation,
international performance, and the moderating role of strategic alliances.
Entrepreneurship Theory and practice, 39(5), 1161-1187.
Carbo‐Valverde, S., Rodriguez‐Fernandez, F., & Udell, G. F. (2016). Trade credit, the
financial crisis, and SME access to finance. Journal of Money, Credit and Banking,
48(1), 113-143.
Carrión, G. C., Henseler, J., Ringle, C. M., & Roldán, J. L. (2016). Prediction-oriented
modeling in business research by means of PLS path modeling: Introduction to a JBR
special section. Journal of Business Research, 69(10), 4545-4551.
Cavusgil, S. T., & Knight, G. (2015). The born global firm: An entrepreneurial and
capabilities perspective on early and rapid internationalization. Journal of
International Business Studies, 46(1), 3-16.
Chin, W. W. (1998). The partial least squares approach to structural equation modeling.
Modern methods for business research, 295(2), 295-336.
Chin, W. W., Marcolin, B. L., & Newsted, P. R. (2003). A partial least squares latent variable
modeling approach for measuring interaction effects: Results from a Monte Carlo
simulation study and an electronic-mail emotion/adoption study. Information systems
research, 14(2), 189-217.
Chrisman, J. J., Chua, J. H., De Massis, A., Minola, T., & Vismara, S. (2016). Management
processes and strategy execution in family firms: From “what” to “how”. Small
Business Economics, 47(3), 719-734.
Deal, A. R. (2017). Shifty asymmetries: universals and variation in shifty indexicality.
Manuscript. Berkeley: University of Californa.
Dimitratos, P., Johnson, J. E., Plakoyiannaki, E., & Young, S. (2016). SME
internationalization: How does the opportunity-based international entrepreneurial
culture matter? International Business Review, 25(6), 1211-1222.
227

International Journal of Innovation, Creativity and Change. www.ijicc.net
Volume 7, Issue 9, 2019
Drever, A. I., Odders‐White, E., Kalish, C. W., Else‐Quest, N. M., Hoagland, E. M., &
Nelms, E. N. (2015). Foundations of financial well‐being: Insights into the role of
executive function, financial socialization, and experience‐based learning in
childhood and youth. Journal of Consumer Affairs, 49(1), 13-38.
Duarte, P. A. O., & Raposo, M. L. B. (2010). A PLS model to study brand preference: An
application to the mobile phone market Handbook of partial least squares (pp. 449485): Springer.
Eniola, A. A., & Entebang, H. (2016). Financial literacy and SME firm performance.
International Journal of Research Studies in Management, 5(1), 31-43.
Fang, H. C., Memili, E., Chrisman, J. J., & Penney, C. (2017). Industry and information
asymmetry: The case of the employment of non‐family managers in small and
medium‐sized family firms. Journal of Small Business Management, 55(4), 632-648.
Farooq, S., & Younais, Z. (2018). Do Non-farm Enterprises Offer Pathways for Upward
Mobility in Rural Pakistan? Evidence from Panel Dataset. The Pakistan Development
Review, 57(2), 203-221.
Fornell, C., & Bookstein, F. L. (1982). Two structural equation models: LISREL and PLS
applied to consumer exit-voice theory. Journal of marketing research, 19(4), 440-452.
Gustafsson, A., & Johnson, M. D. (2004). Determining attribute importance in a service
satisfaction model. Journal of Service Research, 7(2), 124-141.
Hafeez, M. H., Basheer, M. F., Rafique, M., & Siddiqui, S. H. (2018). Exploring the Links
between TQM Practices, Business Innovativeness and Firm Performance: An
Emerging Market Perspective. Pakistan Journal of Social Sciences (PJSS), 38(2).
Hair, Sarstedt, M., Hopkins, L., & G. Kuppelwieser, V. (2014). Partial least squares structural
equation modeling (PLS-SEM) An emerging tool in business research. European
Business Review, 26(2), 106-121.
Hair Jr, J. F., Hult, G. T. M., Ringle, C., & Sarstedt, M. (2016). A primer on partial least
squares structural equation modeling (PLS-SEM): Sage publications.
Hameed, W., Nawaz, M., Basheer, M. F., & Waseem, M. (2019). The Effect of Amanah
Ikhtiar Malaysia (AIM) on Microenterprise Success in Sabah State Malaysia.
Dialogue (1819-6462), 14(2).
Hameed, W. U., Basheer, M. F., Iqbal, J., Anwar, A., & Ahmad, H. K. (2018). Determinants
of Firm’s open innovation performance and the role of R & D department: an
empirical evidence from Malaysian SME’s. Journal of Global Entrepreneurship
Research, 8(1), 29.
228

International Journal of Innovation, Creativity and Change. www.ijicc.net
Volume 7, Issue 9, 2019
Haque, A. C., Das, A., & Rahman, A. (2017). The effectiveness of micro-credit programmes
focusing on household income, expenditure and savings: Evidence from Bangladesh.
Journal of Competitiveness, 9(2).
Henseler, J., Hubona, G., & Ray, P. A. (2016). Using PLS path modeling in new technology
research: updated guidelines. Industrial Management & Data Systems, 116(1), 2-20.
Huang, K. F., Dyerson, R., Wu, L. Y., & Harindranath, G. (2015). From temporary
competitive advantage to sustainable competitive advantage. British journal of
management, 26(4), 617-636.
Huggins, R., Prokop, D., & Thompson, P. (2017). Entrepreneurship and the determinants of
firm survival within regions: human capital, growth motivation and locational
conditions. Entrepreneurship & Regional Development, 29(3-4), 357-389.
Hulland, J. (1999). Use of partial least squares (PLS) in strategic management research: a
review of four recent studies. Strategic management journal, 20(2), 195-204.
Hyder, S., & Lussier, R. N. (2016). Why businesses succeed or fail: a study on small
businesses in Pakistan. Journal of Entrepreneurship in Emerging Economies, 8(1),
82-100.
Jeong, S.-H., & Harrison, D. A. (2017). Glass breaking, strategy making, and value creating:
Meta-analytic outcomes of women as CEOs and TMT members. Academy of
management journal, 60(4), 1219-1252.
Khalid, W. (2017). Effects of interest rate and exchange rate on the stock market performance
of Pakistan: A cointegration approach. Journal of Finance and Economics, 5(5), 219232.
Kriel, S. C. (2008). A comparison of control systems for the flight transition of vtol unmanned
aerial vehicles. Stellenbosch: University of Stellenbosch.
Lent, M., Anderson, A., Yunis, M. S., & Hashim, H. (2019). Understanding how legitimacy
is acquired among informal home-based Pakistani small businesses. International
Entrepreneurship and Management Journal, 15(2), 341-361.
Lonial, S. C., & Carter, R. E. (2015). The impact of organizational orientations on medium
and small firm performance: A resource‐based perspective. Journal of Small Business
Management, 53(1), 94-113.
Lungeanu, R., Stern, I., & Zajac, E. J. (2016). When do firms change technology‐sourcing
vehicles? The role of poor innovative performance and financial slack. Strategic
management journal, 37(5), 855-869.

229

International Journal of Innovation, Creativity and Change. www.ijicc.net
Volume 7, Issue 9, 2019
Lusardi, A., & Mitchell, O. S. (2017). How ordinary consumers make complex economic
decisions: Financial literacy and retirement readiness. Quarterly Journal of Finance,
7(03), 1750008.
Matchaba-Hove, T., Farrington, S., & Sharp, G. (2015). The entrepreneurial orientationPerformance relationship: A South African small business perspective. The Southern
African Journal of Entrepreneurship and Small Business Management, 7(1), 36-68.
Mthanti, T., & Ojah, K. (2017). Entrepreneurial orientation (EO): Measurement and policy
implications of entrepreneurship at the macroeconomic level. Research policy, 46(4),
724-739.
Muneer, S., Basheer, M. F., Shabbir, R., & Zeb, A. (2019). Does Information Technology
Expedite the Internal Audit System? Determinants of Internal Audit Effectiveness:
Evidence from Pakistani Banking Industry. Dialogue (1819-6462), 14(2).
Ngah, A. H., Zainuddin, Y., & Thurasamy, R. (2017). Applying the TOE framework in the
Halal warehouse adoption study. Journal of Islamic Accounting and Business
Research, 8(2), 161-181.
Nieto, M. J., Santamaria, L., & Fernandez, Z. (2015). Understanding the innovation behavior
of family firms. Journal of Small Business Management, 53(2), 382-399.
Phillips, P., Barnes, S., Zigan, K., & Schegg, R. (2017). Understanding the impact of online
reviews on hotel performance: an empirical analysis. Journal of Travel Research,
56(2), 235-249.
Quartey, P., Turkson, E., Abor, J. Y., & Iddrisu, A. M. (2017). Financing the growth of SMEs
in Africa: What are the contraints to SME financing within ECOWAS? Review of
development finance, 7(1), 18-28.
Raposo, I. G., & Lehmann, A. (2018). Equity finance and capital market integration in
Europe.
Ringle, C. M., Wende, S., & Will, A. (2005). SmartPLS 2.0 (M3) Beta: Hamburg Germany.
Saebi, T., & Foss, N. J. (2015). Business models for open innovation: Matching
heterogeneous open innovation strategies with business model dimensions. European
Management Journal, 33(3), 201-213.
Semrau, T., Ambos, T., & Kraus, S. (2016). Entrepreneurial orientation and SME
performance across societal cultures: An international study. Journal of Business
Research, 69(5), 1928-1932.

230

International Journal of Innovation, Creativity and Change. www.ijicc.net
Volume 7, Issue 9, 2019
Silva, G., Dacorso, A. L. R., Costa, V. B., & Serio, L. C. D. (2016). Relationships and
partnerships in small companies: strengthening the business through external agents.
BAR-Brazilian Administration Review, 13(1), 1-18.
Simpasa, A., & Pla, L. (2016). Sectoral Credit Concentration and Bank Performance in
Zambia. African Development Bank Group.
Sørensen, P. B. (2017). Taxation and the optimal constraint on corporate debt finance: why a
comprehensive business income tax is suboptimal. International Tax and Public
Finance, 24(5), 731-753.
Stenholm, P., Pukkinen, T., & Heinonen, J. (2016). Firm growth in family businesses—The
role of entrepreneurial orientation and the entrepreneurial activity. Journal of Small
Business Management, 54(2), 697-713.
Tzempelikos, N., & Gounaris, S. (2017). A conceptual and empirical examination of key
account management orientation and its implications–the role of trust The Customer is
NOT Always Right? Marketing Orientationsin a Dynamic Business World (pp. 673681): Springer.
Vomberg, A., Homburg, C., & Bornemann, T. (2015). Talented people and strong brands:
The contribution of human capital and brand equity to firm value. Strategic
management journal, 36(13), 2122-2131.
Wasiuzzaman, S., & Nurdin, N. (2019). Debt financing decisions of SMEs in emerging
markets: empirical evidence from Malaysia. International journal of bank marketing,
37(1), 258-277.
Wong, K. K.-K. (2016). Mediation analysis, categorical moderation analysis, and higherorder constructs modeling in Partial Least Squares Structural Equation Modeling
(PLS-SEM): A B2B Example using SmartPLS. Marketing Bulletin, 26.
Zehir, C., Gurol, Y., Karaboga, T., & Kole, M. (2016). Strategic human resource
management and firm performance: the mediating role of entrepreneurial orientation.
Procedia-Social and Behavioral Sciences, 235, 372-381.

231

