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Entrepreneurial Orientation, Leadership Styles and Their Influence on Performance of Manufacturing Sector Small and Medium Enterprises of Pakistan
[bookmark: _Toc18617429]Introduction 
Entrepreneurial businesses, Small and medium enterprises are backbone of economy of any country. Similarly, SME’s are crucial and critical to economic development of Pakistan. Pakistan’s economy is the economy of SME’s. they consist of 90% of the business sector whereas it contributes to 77% percent of the total employment of the country. the contribution of SME’s to GDP was 30% (Asad, M., Sharif, M. N., & Hafeez, M., 2016). Therefore, it is vital for underdeveloped countries to promote entrepreneurial activity and encourage small businesses (Saeed, S., Yousafzai, S. Y., &Engelen, 2014). SME’s contribute to GDP as well as the improve the lives of people by crafting more economic opportunities. This study will highlight the importance of SME’s in improving socio-economic growth of Pakistan.
Unfortunately, in under developed countries like Pakistan this sector has been given least attention and in spite of being a crucial part of economic development the growth rate of small scale business is very slow in Pakistan. The government has taken numerous measures for the effective development of SME’s. according to research SME’s have more backward linkages to small firms and big businesses therefore they are an important driving force in the economic development (William, E. Baker et al., 2009). In Pakistan they pay higher capital costs and give lower salaries. It is believed that SME’s are managed by their owners so they are more persuaded to run it efficiently. Thus, for the sustainable development and performance of SME’s it is vital to entrepreneurships, small and medium enterprises to be entrepreneurially oriented (Altinay, L., &Wang, C.L., 2011). It will eventually reflect their innovation, creativity, reactiveness and their risk taking strategies which are essential for performance of SME’s. 
[bookmark: _GoBack]Entrepreneurial orientation is an important term it reflects a firm’s propensity to engage in innovative, proactive and risk taking behavior to achieve its strategic objectives (Covin et al., 1990). Miller (1983) describes entrepreneurial orientation as the reactiveness of businesses continuously looking for innovations and opportunities in spite of being high risk. This study is based on the entrepreneurial orientation of small businesses so that we can move our society towards entrepreneurial activity, promote small business and skill entrepreneurial minds. Due to hyper competitive environment and increasing consumer preferences SME’s with a flexible innovative and risk taking strategies can benefit from the emerging opportunities rather the traditional firms (Piore and Sabel, 1984). Some researches suggests that entrepreneurial orientation is key to improve performance (Covin and Slevin, 1989). Kirch-off and Brown (1997) established that concept of entrepreneurial orientation may have variation but the critical factor is to understand the factors that make businesses successful. Whereas, little empirical evidence supports the relationship between entrepreneurial orientation and performance in a cross cultural study. Whereas, in order to encourage entrepreneurial businesses, the most common policy is success stories and notions presented on journals. The limitation of use of different perspectives has always been a problem to stimulate entrepreneurship globally. Most of the researches are conducted in USA and it is difficult to transfer the same results in countries where business environment is completely different (Adler; 1991, Thomas and Mueller,200). There is very diminutive research presented regarding entrepreneurial activity in developing countries till now. Therefore, the variation of results across different cannot be explained appropriately. These deviations need to be empirically tested. Academics have limited understanding concerning why entrepreneurial businesses are more operational in one country than the other. It has been observed that they are less effective in Pakistan due to lack of entrepreneurial orientation among entrepreneurs of the country (Asad et al., 2016). Studies related to entrepreneurial orientation and enthusiasm among small enterprises are very rare in Pakistan and most of them are still on basic level. Most of the evidence is relate to performance of small enterprises without the effect of innovativeness, risk taking behavior and pro-activeness. SME’s performance has been studied in association with access to finance in most of the researches. Therefore, there is a dire need to empirically test the entrepreneurial orientation in relationship to performance of small business. There is a handful of studies describing the relationship between EO and performance of SME’s in Pakistan but only in one province. The scope is very limited and restricted to firms on Punjab region only. The purpose of this study is to advance the comprehension of these concepts and even develop entrepreneurial minds and entrepreneurial leadership in a struggling economy like Pakistan. There is also a debate whether entrepreneurial orientation is a uni-directional or multi-dimensional concept. Few researches established that EO is best as one dimensional concept (Asad et al.,2016). Each measurement of EO construct has different impact on the performance (Lumpkin et al., 1996). As high innovation is positively related to performance of SME’s (Boso, N., Story, V.M., & Cadogan, J.W, 2013). Pro-activeness also has an impact on their performance. The study also investigates the effect of entrepreneurial leadership styles on the performance of SME’s. the leaders of the SME’s must be able to adapt according to the globally changing environment and complexities of markets. Therefore, it is evident that every aspect of EO has significant importance on the performance of small businesses.
[bookmark: _Toc18617430]Aims and Objectives 
The purpose of this study is to provide evidence regarding relation between entrepreneurial orientation and performance of SME’s in Pakistan. Limited number of researches have been conducted in this regard especially in developing countries. Also, Pakistan’s economy is stressed and in critical condition during these years. It is the need of the hour to conduct studies so we can help grow business that are efficient and contributing in the economic development of the country. Since the researches in this area in Pakistan is limited and the ones there are focusing on one dimension of EO construct.  Therefore, this study is going to investigate the effect of all the dimensions of Entrepreneurial orientation over the performance of all the manufacturing sector SME’s in Pakistan. This research is more elaborate and extensive. It will give a complete picture of the influence of the EO on the success of SME’s. it will help develop better understanding of how to stimulate entrepreneurial activity in the country. with the help of empirical evidence, we can instigate the SME owners to adapt innovation even if it is risky. Since SME’s are contributing in GDP of the country it is essential to study the factors that influence and help them grow. Like entrepreneurs are leaders of their business they need to exhibit certain leadership qualities in order to succeed in 21st century and to lead market and develop a sustainable competitive advantage (Berry, 1998). Moreover, SME’s in manufacturing sector have been a major contributor to economic development but the performance has been constantly declining (Wasti, S.E. 2015). Therefore, this study will help owners to understand the relationship between performance of their firms and innovation and risk taking. They can comprehend the concept of EO and better utilize it for their success. This study is also highlighting the success factors of startups and entrepreneurial businesses. Since we are aware of the current economic conditions improvement in performance of SME’s and more people encouraged to engage in entrepreneurial activity can benefit the economy. In the end, this study will satisfy the following objectives
· The effect of innovativeness over performance of manufacturing SME’s all over Pakistan 
· The impact of pro-activeness on their performance 
· The impact of risk tolerance over performance of manufacturing industry SME’s 
· The influence of entrepreneurial orientation on performance of the SME’s 
· The effect of entrepreneurial leadership styles on SME’s performance. 
By identifying the relationship between all these variables we would be able highlight the importance of EO in improving performance of existing small and medium businesses and even initiating successful business startups. The rapidly changing environment, increasing demands, and increased complexities of businesses demands effective methods and leader. If the leaders can understand the complex environment and the need to continuously innovate they would be able to improve performance of their businesses, similarly if they understand the benefit and impact of their risk tolerance and pro-activeness on the business performance they would be better able to manage their firms effectively. SME’’s and their owners need to be aware of the relationship of EO construct and performance of SME’s. this study would help develop the declining manufacturing sector of Pakistan to some extent. 
[bookmark: _Toc18617431]Theoretical framework 
[bookmark: _Toc18617432]Entrepreneurial orientation 
Entrepreneurial orientation is the most discussed and important concept in entrepreneurship and management sciences. The fundamental concept is that an organization is classified as more entrepreneurial as a collective entity. The concept of firm-level entrepreneurship disregards the traditional concept of considering entrepreneurship as individual level concept. Entrepreneurial process at firm level have been considered as multi-dimensional concept including three main factors, innovation orientations, risk tolerance (risk taking behavior) and innovation (Miller and Friesen, 1983) Entrepreneurial orientation is generally considered as behavioral phenomenon. All the small and medium enterprises can then be categorized as highly conservative to highly entrepreneurial. The firms that are classified as highly entrepreneurial are more risk taking, innovative and proactive whereas conservative firms are less innovative, more risk averse and passive (Covin, 1991).  Most of the researches were conducted on the concept of Miller’s original concept (Covin and Slevin, 1989; Ginsberg, 1985) Covin et al., 1989 studied the performance of entrepreneurial firms in aggressive and complex environments using tradition scale that ranked small firms as entrepreneurial if they have all three dimensions. Later on, Lumpkin and Dess (1996) added two more-dimension competitive aggressiveness and autonomy in the original concept. They also identified innovation, risk tolerance and pro-activeness as the fundamental factors. Risk taking is a characteristic of entrepreneur. It has been used to define the concept. (Lumpkin and Dess, 1996) according to this theory risk taking is also used in risk and return trade-off. This was the fundamentals of the concept of Miller and Friesen (1983). They described it as the extent to which manages of SME’s are willing to take risky projects. Early startups have different risk tolerance that is why the relationship between risk tolerance and firm performance is not very clear. Pro-activeness is actively looking for the opportunities to seek competitive advantage in future anticipation. Therefore, all these factors help firms to improve their ability to identify and exploit new opportunities to enhance their performances which in return helps develop the economy of the country. Based on the traditional concept of entrepreneurial orientation we can establish three independent variables. the existing literature regarding the three variables; risk tolerance, pro-activeness and innovation supports the resource based view. Resource based supports the concept that firm utilizes all the available resources to gain competitive advantage. EO is the main resource because it is considered as a way of business management for running successful business (Wernerfelt, B. 1984). The Resource based view highlights the importance of viewing the firms from resource perspective. For firms there are two sides product side and resource side. Most products require several resources and some resources are used in products. Depending upon the size of the firm and its market share the minimum optimal level of resources required can be found. Contrary to it by identifying the necessary resources the optimal level of market activity can be identified. Thus, this model can be used for analyzing firms resource position and take some strategic decisions based on their position. The optimization of resources helps improve the profitability of the firms. Following framework can be developed based in the existing theories and models. 



[bookmark: _Toc18617433]Leadership 
Furthermore, as discussed mostly SME owners are the leaders of the firms as entrepreneurs are the leaders of their businesses. Therefore, leaders of SME’s should also exhibit the certain skills and styles of leadership to maintain their competitive edge and lead the market. They need to develop certain leadership style in order to achieve anticipated results (Rauch, A et al., 2006). For a firm to be classified as entrepreneurial effective and entrepreneurial leadership is also very crucial. To narrow down the research focus only two styles of leaderships are being studied transactional and transformational. Also, these two styles are more suited for small and medium enterprises because they are closer to business nature and environment of SME’s. Transactional leaders are described in the attributes of contingent reward management and transformational leadership being identified in charisma, inspiration, intellectual level. Researchers suggest that transactional leadership is less effective than transformational (Yang, Chung-Wen, 2008).  Therefore, the fourth variable of leadership style is also added. Transactional leadership is described as motivating employees and guiding the employees by pleasing to their own interest. The power of the leader comes from the authority and responsibility. Therefore, it is mandatory to follow their leader. Transactional leaders guide by active management by exception and passive management by exception and Laissez-faire (employees are given opportunities to participate in decision making). They monitor the work of their employees but only interfere when objectives are not met. They also link the goals to rewards. However, transformational leaders inspire the employees through their charisma and higher moral values.  
According to the framework all the four variables influence the performance of SME’s. they have a positive relationship with the dependent variable. The more risk tolerant SME is their performance is likely to be improved. In this aggressive competition SME’s need to innovate, thus more innovative they are they will seek the competitive advantage easily. Based on this framework five hypothesis can be drawn. 
[bookmark: _Toc18617434]Hypothesis development and Research Methodology
The four independent variables are the dimensions of the entrepreneurial orientation and independent variable is performance of SME’s in manufacturing industry of Pakistan. Based on the available literature and selected framework I have drawn some suitable hypothesis to answer the under study research objectives and questions
H1: There is a significant positive relationship between risk taking strategies and performance of the SME’s 
H2: There is a significant positive relationship between innovativeness and performance of the SME’s 
H3: there is a significant positive relationship between proactive orientations and performance of the         SME’s 
H4: There is significant positive relation of overall entrepreneurial orientation and performance of the SME’s 
H5: there is a significant positive relationship between entrepreneurial leadership styles and performance of the SME’s.
[bookmark: _Toc18617435]Research design 
This study will be a quantitative research work mostly as I want to study the relationship between SME’s performance and risk tolerance, innovation and pro-activeness. Research methodology has been designed on the basis of theoretical framework of the research. This framework designed supports the resource based view of the firm to establish the relationship between variables selected on the basis of the literature review. Convenience sampling will be used because it is time efficient and easily comprehensible. Convenient sample will be comprising of the firms who are registered to SMEDA (small and medium enterprises development authority) It is dependent on the accessibility of the researcher. (D., Wiklund J, and Shepherd, 2003). 
The proposed research framework has been selected on the basis of reviewed literature and RBV for empirical analysis. The model comprises of four independent variables and one dependent variable which is performance of small and medium enterprises. Quantitative techniques and empirical tests will be run to study the impact of risk tolerance, innovativeness, pro-activeness over firm’s performance.
[bookmark: _Toc18617436]Research Instrument
 The data will be collected from all manufacturing small and medium enterprises of Pakistan. Survey method will be used to record the opinion of all the SME owners and managers. The data will be collected through structured questionnaires. Questionnaires will be sent by post over the period of three months. The population under study is all the manufacturing small and medium enterprises registered in Pakistan. The results can be generalized if the population and sampling is done accurately. The list of registered small and medium enterprises will be taken from SMEDA. The data will be tested using SPSS software. In order to ensure security and confidentiality of data questionnaires will be sent to all the respondents.  The confidentiality of the sensitive data related to firm’s performance will be ensured. Until 2000’s most of the research was conducted in USA therefore, research questionnaire was valid for the specific region. Later on the refined version of the scale was introduced by Miller and Friesen (1982) and Covin and Slevin (1986) that can be used internationally. Same research tool will be used to gather all the observations. It is a cross-sectional study collected for one point in time. 
Questionnaires will be made up of separate sets. One set would comprise of the questions related to entrepreneurial orientation The variable of innovativeness will be measured using seven questions, pro-activeness being measured by six items and risk taking will be measured by eight items in the questionnaire. 
One survey will comprise of the leadership questionnaire including questions related to transactional and transformational leadership styles. There are 15items to measure the transformational leadership styles used by SME’s leaders and 8 items to measure transactional leadership styles of the owners on 4point scale. 
 The dependent variable that is financial performance of the SME’s we can use questions regarding return on assets, return on equity, growth in revenues and return on sales. To measure non-financial aspect, we will use four different items customer satisfaction, loyalty, competitiveness and stability on 4-point scale 
 In order to ensure the validity and reliability of data, reliability tests will be conducted first. All the variables will be measured using Likert type scale. It is the most preferred test when it comes to reliability of the data. Then Cronbach alpha test will be used to test the validity of the data. Pearson correlation and regression analysis will be used to study the relation between dependent and independent variables. multiple regression analysis will be used to test the effect of overall entrepreneurial orientation over performance of the SME’s 
[bookmark: _Toc18617437]Literature review 
Small and medium firms are the key drivers of economy. SME’s that are highly entrepreneurial are more efficient than the conservative firms (Semrau, et al., 2016). This literature review will cover a brief description literature existing on the three dimension under study. Entrepreneurial business is categorized as the business who participate in advertising advancements, engage in risky commitments and use proactive strategies for the achieving desired results and enhance their performance (Asad et al., 2016). SME’s that are creative, innovative and risk tolerant and proactive are entrepreneurially oriented (Boso et al., 2013). Entrepreneurial orientation asks the top management system to engage in innovation, pro-activeness and risk taking (Kreiser, P. M., &Davis, J. 2010). Studies suggest EO (entrepreneurial orientation) is the fundamental trait of successful and efficient businesses (Hznafi, N.B, 2012). As the concept highlights three basic components innovativeness, risk taking ability and pro-activeness are used to measure the entrepreneurial orientation (Simon, M., satchel, c., & Covin J.G. 2011). In this dynamic and global market firms need to be more entrepreneurial in order to survive and improve their performance (Simon et al., 2011). Hyper competitive environment growing demands of consumers, short product life cycles forces businesses to be creative and innovate with the changing preferences of the market (Rhee, J., Park, T., &Lee, D.H. 2010). Global competition forces all the business in the country to innovate (Rubera, G., Kirca A.H. 2012). Entrepreneurial skills are considered an important ingredient for the success of a Small & Medium 
Innovation is therefore, a precedence for entrepreneurs. They create competitive advantage using innovation and creativity (Dess, 1996). Innovativeness can be as simple as using new marketing strategies to the use of new technologies for value creation and gaining competitive advantage over their competitors. Innovativeness can be achieved by continuous expenditure in research and development or on hiring the essential human resources. also, the creativity initiated by human capital in the organizations (D., Wiklund J. and Shepherd, 2003). Furthermore, flexibility can also be described as the firm ability to adopt creativity and innovation. Innovativeness encourages businesses to involve in new thoughts, creative methods and procedures to produce new products or services, new technological and mechanical processes (Boso et al., 2012). business can be successful by the use of creativity and pro-activeness. Business can only avail upcoming opportunities if they are not proactive (Lumpkin, G., Cogliser, C.C., &Schneider, D.R. 2009). They cannot attain first mover advantage if they are not proactive (Brettel et al., 2015). It ensures the extent to which business is devoted.  
Entrepreneurs are recognized as business starters and leaders and are hence classified as self-employed. (Krauss, S.I., M. Frese, C. Friedrich, and J. M. Unger., 2005). Entrepreneurs are the risk bearers of allocating the resources efficiently while maximizing the performance of business. If we consider in terms of risk bearing appetite the most risk is borne by sole proprietors as compared to public owned or partnership firms. Risk bearing is the trademark of the entrepreneurship (N.I. Kureshi, R. Mann, M.R. Khan and M.F. Qureshi, 2009). Risk taking can be entering into new projects which involves heavy borrowing and big commitments (Dess, 1996). Risk can be of different types, personal, social or physiological. Financial risk can be considering risk for rate of return. Risk can also be associated to success and failure of the venture. The risk tolerance of firms can be deduced by measuring the extent they can face the undesired shocks or events and are they preparing contingent plans to deal with undesired events (Wiklund, J., and D. Shepherd., 2003). Similarly, the attititude of leaders is also important whch means how they perceive risk at any level and consider outcome of their actions (Lim, Seongbae). Past positive experiences of entrepreneurs also positively influence the risk bearing attitude otherwise negative experiences have negative effect on their attitude. Previous positive risk taking experiences can increase the risk bearing attitude of leaders in future (BERRY, 1998). Firm’s risk taking attitude similar as the risk bearing attitude of entrepreneur. Risk taking is the extent to which business will make dangerous and risky decision such as being first mover in the market (Brettel, M., chomik, C., & Flatten, T.C, 2015). Entrepreneurial SME’s may exhibit all three factors but their relationship and quality is not clear. Similarly, the risk taking behavior cannot be overlooked. Risk bearing has a significant impact on the performance of SME’s (Kreisler et al., 2013).  Pro-activeness is generally considered opposite of passive approach. Whereas, the reactive approach cannot be considered opposite as it refers to reacting in response to the competitive strategies (Kraus et al., 2005). Entrepreneurs are known to exploit and seize the opportunity rather than reacting to the competitors’ strategy (N. I. Qureshi, R. Mann, M.R. Khan and M.F. Qureshi, 2009) entrepreneurs like to reactive at least.
The concept of entrepreneurial orientation is also different in different cultures. Vietnamese cultures has confused cultural heritage, socialist political and economic ideology. It is rather easy to develop new values than long held values (Ralston, Thang and Napier, 19999) whereas, Thailand has been late in developing entrepreneurship and they relied on agriculture for longer period of time (Swierczek and Jtusripatak, 1994). A cross cultural study was conducted to compare the effect of entrepreneurial orientation on SME performance 
The other variable understudy is firm performance. Firm performance is also a multi-dimensional construct (Dess, 1996). The spirit of entrepreneurial activity lies in the firm’s performance. Firm performance can be measured through accounting measures of the company to achieve firms’ goals along with stakeholder satisfaction with performance of the company. Survival of the business in turbulent environment is also considered as efficiency of firm (Rauch et al., 2006). Performance can also be analyzed through sales growth, increased employment level, increase in market share of the company, sales volume are also indicators of good performance (Wah, S. S., 2004).  It can also be determined using return on investments, return on sales, return on assets and gross profit. The other factors which includes stakeholder satisfaction based on the perception of entrepreneurs.
The detailed study of literature identifies few gaps in the research. Most of the researches conducted on the topic of entrepreneurial oriented are conducted in USA and western Europe. The researches that are present in this regard are mostly restricted to certain region. My sample research was conducted on SMEs in manufacturing industry from province of Punjab only. Therefore, it is essential for the SME’s to be entrepreneurially oriented to be successful and enhance their performance. In current situation the economy of the country needs small and medium enterprises to improve the GDP and increase to employment level of the country as well. Questionnaires will be sent to all the small and medium firm owners. There is also gap for further research in this field. A cross cultural study can be conducted with comparison of SMEs in Pakistan other third world countries.
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