
1 

 

Others 1 

The effects of Total Quality Management and Market Orientation on Business 2 

Performance of Small and Medium Enterprises in Pakistan 3 

 4 

Abstract   5 

The small and medium enterprises (SMEs) play a significant role in the economic development 6 

and progress of the country. There are number of factors that contribute to the success of SMEs. 7 

This study investigates the effects of total quality management, market orientation on business 8 

performance of small and medium enterprises in Pakistan. Target population of the study was 9 

SMEs operating in different sectors i.e. manufacturing, service and retailers and traders. Sample 10 

size of this study was 183 SMEs operating in Rawalpindi/Islamabad. Questionnaire protocol was 11 

used to collect the data. SPSS 20 software was used for analysis. This study adds to the literature 12 

by proposing the model to examine the relationships between TQM, MO and business 13 

performance of SMEs in Pakistan. The study concludes that both TQM and MO significantly 14 

contribute for higher business performance of SMEs.  15 

 16 
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1. Introduction 20 

 21 

The Small and Medium Enterprise (SME) sector is considered the economic backbone of a 22 

country. SMEs have the ability to generate employment with minimum cost. Due to their flexible 23 

nature, they have the ability to adapt to customer’s needs better than larger firms (Brock & 24 

Evans, 1986; Acs & Audretsch, 1990). Consistent with the above argument, Ghobadian and 25 

Gallear (1996) also emphasize that SMEs play a vital role in the economic growth and industrial 26 

development of a country. 90% of the world’s firms are classified as SMEs (Udayasankar, 2008). 27 

They contribute significantly to the national economy by providing substantial employment, 28 

increasing production and introducing innovation (Jeppesen, 2005).  29 

The economy of Pakistan is composed mainly of SMEs. Approximately 3.2 million enterprises 30 

are considered as SMEs in Pakistan. According to Small and Medium Enterprise Development 31 

Authority (SMEDA’s) definition, SME is defined as an enterprise employing up to 250 32 

employees or having a paid-up capital of up to Rs. 25 million, or annual sales not exceeding Rs. 33 

250 million (SMEDA Policy, 2007). Kureshi, Mann, Khan and Qureshi (2009) suggest the 34 

existence of a positive correlation between the health of the SME sector and overall strength and 35 

growth of the economy of a country. They observe that SME sector’s performance in Pakistan 36 

has been deteriorating consistently. It is one of the main reasons for the poor performance of the 37 

country’s economy. According to Khattak, Arslan and Umair (2011) it is essential to implement 38 

concrete measures for the improvement of SMEs in Pakistan in order to achieve substantial 39 

growth of the economy. 40 

Study of extant literature shows that the adoption of quality practices by SMEs has been minimal 41 

(Elmati & Kathawala, 1999). In addition to badly affecting the production of SMEs, it affects the 42 
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performance of large businesses adversely since the latter outsource a significant part of their 43 

production to small businesses (Kureshi et al., 2009). In order to be competitive and to survive 44 

successfully in contemporary economic environment, firms must rapidly adapt to changes in the 45 

marketplace (Agus, 2000; Chong, 2007).  46 

TQM is a business strategy to involve individuals at all levels and functions of an organization to 47 

meet customer needs and expectations and enhance the enterprise performance (Pfau, 1989).  48 

According to Grandzol and Gershon (1997) TQM is a holistic approach to run the organization 49 

to create competitive advantage. In a similar vein, Summers (2006) argued that improving 50 

product quality translates to a decrease in cost of product, fewer number of manufacturing 51 

mistakes, reduced delays in production and more efficient use of resources. TQM primarily 52 

focuses on the concept of continuous improvement in the operation of an enterprise. It is carried 53 

out in a consistent, integrated and systematic way by involving everyone and everything in the 54 

organization so as to achieve satisfaction of both internal and external customers (Dahlgaard, 55 

Kristensen & Kanji, 1998).  56 

According to Temtime (2003); Das et al., (2008); Khanna et al., (2010) and Al-Swidi and 57 

Mahmood (2012) research on TQM was previously carried out only in industrialized countries 58 

such as USA, Japan and some European countries. The demand for quality products is no longer 59 

limited to customers in the developed world. They have pointed out that globalization of world 60 

trade has resulted in escalation in demand for quality products and services by the customers in 61 

developing countries as well. Hence, the latter have also started to focus on improvements in 62 

product quality. Now researchers have started studying TQM in developing countries 63 

(Thiagaragan et al., 2001). Several researchers such as Fening et al., (2008); Bayati and Taghavi 64 

(2007) and Lewis et al., (2006a, 2005) noted that proper implementation of total quality 65 

management can help SMEs improve and achieve better performance in a competitive 66 

marketplace. 67 

Studies of extant literature reveal that no single strategy can extract the best performance from 68 

SMEs. TQM alone may not improve its performance in an evolving marketplace. Studies have 69 

pointed out some additional determinants that impact SME growth.  Pinho (2008) emphasized in 70 

a study that TQM is not the sole criterion that leads to improvement in the performance of a firm. 71 

There are additional complex relationships that need to be addressed and there are other 72 

constructs that need to be integrated as major antecedents of SME performance.Market 73 

orientation (MO) is one such determinant whose involvement as a strategic orientation affects 74 

the competitiveness of SMEs (North & Smallbone, 2000). Hence, if TQM is implemented 75 

coupled with MO strategy, it may yield better business performance.  North and Smallbone 76 

(2000) argued that MO is the strategy adopted by SMEs in order to look for customers and seek 77 

new ways to position and promote their products and services. MO plays a vital role in 78 

development of SMEs and preserving their high growth rate (Jasra et al., 2011). MO has been 79 

examined by several researchers from different aspects. Hunt and Morgan (1995) classify MO as 80 

a resource. Shapiro (1988) considers it to be a decision-making instrument, while Kohli and 81 

Jaworski (1990) describe MO as a set of actions and behavior of the SME. Day (1994); 82 

Deshpande et al., (1993) and Narver and Slater (1990) delineated MO, as organization culture 83 

variable. Similarly, some other researchers such as Narver, Slater and Maclachlan (2004) define 84 

MO as a culture which creates behaviors that are necessary for the generation of superior values 85 

which are required to create competitive advantage and improved business performance. 86 
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Researchers and organizations worldwide have increasingly investigated the impact of MO on a 87 

firm’s performance. It is considered to be the most significant factor for creating competitive 88 

advantage in a firm. Several empirical studies such as those by Lafferty and Hult (2001); Kumar 89 

Venkatesan and Leone (2011) and Deniz Eris et al., (2012) support the view that MO has a 90 

significant effect on a firm’s performance. MO focuses more on customer retention than on 91 

acquisition (Kumar et al., 2011). Studies indicate that market orientation and TQM are 92 

complimentary business philosophies in a competitive marketing environment (Mohr-Jackson, 93 

1998). Both MO and TQM focus on customer satisfaction (Wang, Chen & Chen, 2012). 94 

TQM practices operate from within the organization whereas MO tends to be externally oriented 95 

(Demirbag et al., 2006). All these criteria lead to the same objective i.e. customer satisfaction. 96 

By using the theoretical lens of RBV this study has contributed to the current literature. RBV 97 

theory suggests that firms must align their strategies to improve performance. It was expected 98 

that these two different management strategies, i.e. TQM and MO when implemented together 99 

will enhance the business performance of SMEs. The findings of this study will help the 100 

policymakers of Pakistan in particular and will also assist and guide other developing countries 101 

in general to devise and implement strategies to enhance SMEs performance.  102 

 103 

2. Literature Review 104 

2.1. Total Quality Management and Business Performance 105 

 106 

In current competitive business environment quality is considered as a strategic tool to create 107 

competitive edge and success for firms (Yong & Wilknson, 2002). Increased quality results in 108 

reduced costs, improved market share and higher profits (Ryan, Deane & Ellington, 2001; Gupta, 109 

2004). According to Oakland (2004) organizations of all types and size, either large or small, 110 

production or service and public or private cannot afford to ignore the quality initiatives such as 111 

total quality management (TQM) for their growth and enhanced performance. TQM is a holistic 112 

approach that seeks to integrate all organizational functions to focus on meeting customer needs 113 

and organizational objectives (Kumar et al., 1998). TQM has continued to evolve over the past 114 

two decades and lot of effort has been done on understanding the TQM practices that lead to 115 

superior quality and overall business performance (Feng et al., 2006).  116 

 117 

According to Sashkin and Kiser (1993) and Talha (2004) TQM emphasis on the entire 118 

organization and all its employees, it involves continuous improvement in all processes to 119 

provide high quality products and services. Studies by several researchers, such as Flynn et al., 120 

(1995); Froza and Flippini (1998); Samson and Terziovski (1999) and Demirbag et al., (2006) 121 

have yielded favorable conclusion on the effect of TQM and organization performance results 122 

such as waste reduction, fewer process mistakes, financial improvements and overall 123 

improvement of the quality of the product or the service. Mann (1992) suggested that TQM is 124 

not only a management tool for producing quality products and services but also a process that 125 

leads to increased productivity and a more favorable competitive position. Deming (1986) stated 126 

that TQM would generate improved products and services, reduced costs, more satisfied 127 
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customers and employees and improved financial performance. Research conducted on TQM by 128 

different scholars showed that there are lot of studies done about TQM implementation in the 129 

perspective of large firms but not enough attention and consideration has been given to 130 

implementation of TQM in SMEs (Rahman, 2001; Petroni, 2002; Seth & Tripathi, 2005; Islam et 131 

al., 2011).  132 

 133 

SMEs play a very crucial role to the economies of most emerging nations from the viewpoint of 134 

generating employment and economic growth. SMEs account for more than half of the 135 

employment and added value in most countries. Some of the previous researchers in their 136 

literature though explained the successful utilization of Total Quality Management but have not 137 

given forth the actual realities in adopting quality initiatives faced by SMEs businesses. Despite 138 

of the benefits of TQM adoption, study of the past literature showed that SMEs due to 139 

unnecessary managerial involvement are less comfortable with the formal approaches of TQM, 140 

therefore slow in adopting quality initiatives (McTeer & Dale, 1994; Yusof & Aspinwall, 1999). 141 

Temtime and Solomon (2002) based on their study conducted on 52 SMEs in Ethiopia identified 142 

that due to lack of resources, business planning practices and unclear vision create main 143 

obstacles in TQM adoption by SMEs. Lee (2004) carried out an empirical research on 112 SMEs 144 

of China, identified many obstacles in TQM implementation such as the lack of resources, lack 145 

of knowledge and ineffective quality training and poor employee involvement. 146 

 147 

However, empirical evidences supported an important association amid the adoption of TQM 148 

and improved firm performance (Shetty, 1993; Reed, Lemak & Satish, 1997; Easton & Jarrell, 149 

1998; Samson & Terziovski, 1999). Reed et al., (2000) suggested that SMEs know quality 150 

management is the main factor for gaining sustainable competitive advantage. From the above 151 

discussion, it is evident that formal TQM tools and practices are important to contribute to the 152 

performance of small medium enterprises. Researchers such as Brah, Serene and Rao (2002) and 153 

Powell (1995) pointed out that the firms that adopt TQM have edge over non-TQM firms.  154 

 155 

Various researchers such as Demirbag et al., (2006) and Feng, Prajogo, Tan and Sohal (2006) in 156 

their studies reported a positive relationship between TQM and performance. In a similar vein, 157 

Pinho (2008) carried out an empirical study on 135 Portuguese SMEs and concluded that there is 158 

direct relationship between TQM practices and firm performance. On the contrary, Harari (1993) 159 

and Salegna and Fazel (1995) revealed that there is no affect of TQM on various performance 160 

measures. Moreover, McCabe and Wilkinson (1998) and Yeung and Chan 1998) stated negative 161 

relationship of TQM with firm performance. Based on an in-depth literature review, following 162 

hypothesis is formulated, 163 

 164 

H1: Total quality management has a significant relationship with business performance. 165 

 166 

2.2. Market Orientation and Business Performance 167 

 168 
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In the view of competitive global economic environment, market orientation (MO) is known as 169 

an important business strategy. According to Shapiro (1988) market-orientation refers to 170 

generating, disseminating and taking actions in response to market intelligence by the 171 

participation of variety of departments in the organization. Kohli and Jaworski (1990) described 172 

MO, a behavior and actions, whereas Day (1994); Deshpande, Farley and Webster (1993) and 173 

Slater and Narver (1995) proposed that MO is organization culture variable. On the other hand  174 

Narver and Slater (1990) defined MO as part of a firm’s culture that supports required behaviors 175 

to create higher value for customers and enhanced business performance. Drucker (1954) argued 176 

that organization’s operations must be customer oriented. In the same vein, Levitt (1960) 177 

emphasized that the customer is the reason for the organization’s existence. Market orientation is 178 

regarded as a main source of competitive advantage and higher performance. Blankson and 179 

Stokes (2002) suggested that there is a relationship between market orientation and business 180 

performance. Agarwal et al., (2003) noted that market-oriented firms perform better and achieve 181 

higher profits compared to non-market oriented firms. 182 

Researchers generally are supportive on positive outcome of MO on performance. Literature 183 

illustrates that MO significantly contributes and rejuvenates growth and success of business 184 

performance. Market orientation is meant to attain customer satisfaction and to improve the 185 

performance of a firm (Mohr-Jackson, 1998; Gummesson, 1994, 1998; Webster, 1988, 1994; 186 

Day, 1994; Kotler, 1977). It is widely contended and highlighted that market orientation is 187 

significant to firms and it positively affects the business performance (Aziz & Yassin, 2010). 188 

Similarly research conducted by Jaworski and Kohli (1993) and Han, Kim and Srivasta (1998) 189 

also revealed a significant link amid MO and performance of a firm. Moreover, empirical studies 190 

on MO conducted by Lafferty and Hult (2001); Kumar, Venkatesan and Leone (2011) and Eris 191 

and Ozmen (2012) contended that market orientation affects firm performance.  192 

However, most of the earlier studies emphasized on implementation of MO in large 193 

organizations. It seems that researchers were ambiguous on the appropriateness of the adoption 194 

of the market orientation construct by SMEs (McLarty, 1998; Stokes, 2000). Only recently 195 

researchers have begun to conduct studies on the outcome of MO in small and medium 196 

enterprises (Blankson, Motwani & Levenburg, 2006; Keskin, 2006). SMEs should be more 197 

customer focused, monitor the competitive trends of competitors and respond appropriately to 198 

market intelligence in order to survive in the challenging business environment. Erdil et al., 199 

(2004) contended that MO allows the firm to become aware of opportunities and discovers 200 

customer’s current and latent needs and convert this information to develop new and higher 201 

value products for customers.  202 

Suliyanto and Rahab (2012) argued that SMEs should implement market orientation in their 203 

firms to enhance their performance. SMEs are less formal, less structured, have reduced 204 

organizational layers and are closer to customers, hence MO if implemented provides a potential 205 

competitive advantage to small and medium over large firms (Keskin, 2006). It is appropriate to 206 

say that SMEs are more able to anticipate and respond to customer’s needs more quickly and 207 
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effectively. Study of extant literature showed inconclusive findings of the effect of MO on 208 

performance (Han et al., 1998). Narver and Slater (1990) and Ruekert (1992) noted a positive 209 

relationship between MO and business performance. Whereas, Hart and Diamantopoulos (1993) 210 

found no association, on the other hand Jaworski and Kohli (1993) solicited mixed results. 211 

H2: Market orientation has a significant relationship with business performance. 212 

 213 

2. Research Methodology 214 

  215 

This study is a correlational study to assess the relationship amongst the variables. 5-Likert scale 216 

was used to measure the responses. Items of survey questionnaire were adopted and modified 217 

from well established previous researchers work. Survey questionnaire was divided into six 218 

sections. Section 1 solicited Total Quality Management items, Section 2 addressed Market 219 

Orientation items and in Section 3 Business Performance items were mentioned. While section 4 220 

accentuated demographic variables.  221 

 222 

A self-administered questionnaire method was utilized to distribute the questionnaires to 300 223 

SMEs operating in Rawalpindi/Islamabad region randomly chosen from the Directory of 224 

Rawalpindi chamber of commerce and industries (2013). In this study single informant approach 225 

was used. Unit of analysis was the SME firm as TQM and MO are important strategies which are 226 

deeply rooted in firms. Therefore, questionnaire was addressed to either the CEO or Owner of 227 

the chosen SMEs. 183 SMEs returned back the filled and complete questionnaires. Total 228 

response rate was 61%. SPSS 20 was used for data analysis. Descriptive statistics including 229 

percentages and frequencies was used to summarize the data.  230 

  231 

2.2 Reliability Analysis 232 

 233 

Data collected was coded and entered into SPSS 20 to test the reliability by using alpha scores 234 

for each of the construct variables. Cronbach’s Alpha measures the internal consistency items in 235 

a survey instrument to determine its reliability. Table 1 depicts the test results. It was found that 236 

most of the cronbach’s alpha values for independent variables lie above 0.7 cut off value. The 237 

alpha value of independent variables TQM is 0.81 and MO is 0.78 and of dependent variable 238 

business performance is 0.67 which is in acceptable range. George and Mallery (2003) provided 239 

the rule of thumb that alpha values of greater than 0.50 were suggested as being satisfactory and 240 

acceptable to test for the reliability of constructs. Moreover, Nunnally (1978) suggested that the 241 

minimum advisable level of 0.7 would be adequate for the modest reliability of a construct. 242 

 243 

 244 

 245 

UNDER PEER REVIEW



7 

 

Table 1 246 

 247 

Variable 
 

No of 
items 

Cronbach alpha 

Total Quality Management 
 

20 .81 

Market Orientation 
 

15 .78 

Business Performance 
 

6 .67 

 248 

2.3 Regression Analysis 249 

 250 

To test the hypotheses of this study multiple regression analysis was employed to examine the 251 

effect of predicting variables on criterion variable. Table 2 depicts that value of Adjusted R 252 

square is .669. Adjusted R square is coefficient of determination which tells the extent of 253 

variance in the dependent variable due to changes in the independent variable. Hence, the value 254 

of Adjusted R square 0.669 means 66.9% variance in performance is explained by two 255 

independent variables TQM and MO. The value of R correlation coefficient is .820 showing a 256 

strong positive relationship amid the variables. 257 

 258 

Table 2 259 

  260 

Model R R Square Adjusted R Square Durbin-Watson 

1 .820 .672 .669 1.792 

 261 

From Table 3 it is inferred that TQM (β=.401, t=6.872, p=0.00) and MO (β= .493, t= 8.448, 262 

p=0.00) are significant with business performance supporting the hypotheses 1 and 2 regarding 263 

these two variables. The findings prove that both TQM and MO significantly contribute towards 264 

measurement of business performance. 265 

 266 

Table 3 267 

Variables  β t Sig 
Total quality management .401 6.872 0 

Market orientation .493 8.448 0 

3. Conclusion 268 

 269 

SMEs significantly contribute to the economic development and growth of a country by poverty 270 

alleviation, creating and providing jobs to urban and rural workforce. In today’s increasingly 271 
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globalized economy, it is significant to study the impacts of different strategies on the business 272 

performance of SMEs. Managers/Owners of SMEs and policy makers should focus to implement 273 

different organization strategies to enhance the business performance of enterprise. Over the past 274 

few years, stream of research highlighted the significance of strategic orientations. To grow and 275 

sustain profitability in competitive business environment with demanding customers, it is 276 

therefore necessary that firms of all sizes and nature are required to acquire different strategic 277 

orientations.  278 

The significant positive results of TQM (β=.401, t=6.872, p=0.00) supports the previous 279 

researchers arguments who have reported that TQM is positively linked with performance of a 280 

firm (Demirbag et al., 2006; Feng et al., 2006). Similarly, the significant positive results of MO 281 

(β= .493, t= 8.448, p=0.00) with business performance are in line with the studies conducted by 282 

several researchers such as (Jaworski & Kohli, 1993; Han, Kim & Srivasta, 1998; Aziz & 283 

Yassin, 2010). The ever growing competition and shortened life cycle needs firms to stay close 284 

to customers and competitors to ensure the profitable survival. The results proffer and support 285 

the argument that both TQM and MO generate higher business performance. The results also 286 

indicated that it is crucial for SMEs to implement strategies such as TQM and MO, as these 287 

would act as supporting system to respond to competitive environment and later can lead to 288 

higher performance. This can be done by offering quality products or new enhanced products in 289 

the market by utilizing the resources available in the market. This research contributes to the 290 

existing literature on positive outcome of TQM, MO and business performance relationship in 291 

the context of SMEs of developing country Pakistan.  292 

 293 

The findings of this paper suggests that owner/managers should take more dynamic approach 294 

towards implementing TQM and MO to prepare their firms to meet future challenges. They 295 

should update and equip themselves with current knowledge, skills and capabilities which could 296 

benefit their firm. The sample of this study was specifically confined to Rawalpindi and 297 

Islamabad territory so it does not represent the whole SMEs sector of Pakistan. A wider sample 298 

from other parts of Pakistan with multiple responses from different individuals and management 299 

levels can be used for any future study. The study can also be extended by including moderating 300 

variable such as organization culture. 301 

 302 
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