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ABSTRACT

The study has been undertaken to investigate the significant organizational determinants of firm performance in the context of small and medium garments
manufacturing firms working in the city of Lahore. Data has been collected from 36 firms by the author himself through face to face structured interviews.
Association between organizational variables and firm performance has been tested. Firm performance has been measured using the four indicators that include
sales growth, profitability, customer satisfaction and capacity building. Findings of the study reveal that size of the firm, use of information & communication
technology, risk taking propensity of the entrepreneur, intentions to increase capacity and output, export, preparation of financial statements, planning system,
training & compensation, interdepartmental coordination and promotion methods have been found associated with one or more of performance measures. As
against the literature, some surprising findings were that education, related industry experience, certifications, R & D, market research and branding have been
found insignificant in relation to the firm performance. In the end study recommends that SMEs should focus on the key organizational variables influencing SME
success and suggest areas for future research.

KEYWORDS

Organizational determinants, firm performance, garments manufacturing firms.

INTRODUCTION

he study has been undertaken in the context of small and medium garments manufacturing firms working in the city of Lahore, Pakistan to explore the

determinants of SME performance. The main emphasis was to find out the key organizational determinants attributed to the SME success and point out

the strengths and weak areas of these firms. Determinants of firm performance have been divided into the economic and organizational factors in the
literature (Hansen & Wernerfelt, 1989); however this study will focus only on the organizational variables. Lahore garments cluster consists of firms producing
knitwear garments, woven garments and leather garments and previously only a diagnostic study has been undertaken on woven garments manufacturing firms
(UNIDO, 2006). Before going to the detailed discussion and analysis a brief view of the sector, products and processes is discussed below.
Pakistan being an agricultural country is the 4" largest producer and 3 largest consumer of cotton in the world. Textile industry contributes about 8.5 percent
share in the GDP and more than 67 percent of total merchandise exports are from this sector. The sector provides employment to 38 percent of total labor force
and contributes 46 percent to total manufacturing with investment of US $6.4 billion. USA, Germany, United Kingdom, Spain, France and lItaly are the major
export partners of readymade garments and knitwear. Garments sector’s share was 31 percent of the total textiles exports from Pakistan during 2007-08 which
is very high as compared to other sectors in textile. It is also the largest employment creating sector in Pakistan with around two million people directly
employed and it is major value addition source to textile products. Pakistan is the third lowest wage paying country in the apparel sector with US $0.37 per hour
after Bangladesh and Cambodia with the dominance of piece rate system (PRGMEA, 2009). To support the apparel sector regarding the availability of technical
and skilled workers Pakistan Readymade Garments Technical Training Institute (PRGTTI) was established in 2001 which is recognized by the Ministry of
Commerce and Trade Development Authority of Pakistan and offering different technical courses and workshops (PRGMEA, 2009). National Vocational and
Technical Education Commission (NAVTEC) was promulgated in 2006 to facilitate, regulate, and provide policy direction for technical education and vocational
training to meet national and international demand for skilled manpower. Pakistan Readymade Garments Manufacturers and Exporters Association (PRGMEA)
was registered in 1985 with Ministry of Commerce to protect and support the garments exporters of Pakistan (PRGMEA, 2010).
The pressure on SME sector is increasing to compete in this global arena. Horizontal integration of small firms is a strategy to enter in global supply chains and
the concept of clustering has emerged to strengthen the performance of small firms. In Pakistan the production of garments is mainly concentrated in Lahore,
Karachi and Faisalabad. Garment cluster of Lahore consist a variety of woven, knitted and leather garment manufacturing firms. Woven garment cluster is
working since mid 80’s while its turning point was mid 90’s when many commercial banks started offering soft loans to develop new industry (UNIDO, 2006). It
was due to the existence of knit wear cluster and availability of yarn provided by spinning sector. A number of large, medium and small firms are working in this
cluster, which cater the needs of domestic market and also contribute to foreign earnings. Pakistani exporters could not survive in huge markets of Japan, Far
East and Middle East due to non-quota environment and quality requirements.

LITERATURE REVIEW

Determinants of firm performance are factors that influence or contribute in the success of any firm. A variety of factors ranging from the personal
characteristics of the entrepreneur to the economic policy are affecting firm performance (Schutjens & Wever, 2000). The literature classifies the determinants
of firm performance into two main streams; the economic variables that focus on the external factors such as industry growth, concentration, capital intensity,
advertising intensity, market share and size and the organizational variables also considered as the internal factors include the decision making practices,
communication flow, goal emphasis, HRM practices, leadership, group process and job conditions etc. (Hansen & Wernerfelt, 1989). Both type of variables
influence firm profitability, however it is suggested that organizational factors are more effective than economic factors (Hansen & Wernerfelt).

One of the organizational determinants the human resource practices are referred to the organizational activities a firm employs to manage the pool of human
capital and to ensure that it is aligned with the organizational goals (Schuler & Jackson, 1987). Compensation and training practices both are marginally related
to motivation of operators. To firm performance, appraisal, compensation and selection are strong indicators if paired with the workers participation system.
Wright, McCormick, Sherman, & McMahan found that training shows a strong negative relationship to firm performance this might be due to increased
technological dependence. Training is crucial factor to improve the Productivity and efficiency of employees and it could contribute for new product
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development and innovation, which enhances the chances of business success (Schultz, 1960; Hall, 1993). The results of the study by Wright, Gardner, Moynihan
and Allen (2005) also support the positive relationship of HR practices and firm performance. Explaining the relationship of HRM effectiveness and firm
performance Huselid, Jackson, Schuler (1997) concluded that strategic HRM effectiveness was significantly associated with firm performance, but technical HRM
effectiveness was not associated with it. It may be difficult for small firms to implement each type of modern HRM practices due to small scale limitations, but it
is highly recommended that discipline is strongest independent variable to increase SME performance (Gulbro and Tucker, 2004). Leiponen (2005) stated that
skilled employees are no longer important only to research and development but rather to all functions of the firm.

The importance of planning can never be denied in the success of organization. It is generally said that planning plays a vital role in firm’s growth and success.
Pushpakumari and Wijewickrama (2008) studying the relationship of formal planning and performance of manufacturing SMEs concluded that there is strong
and significant relationship between planning and profits, planning and market share and moderate relationship between planning and number of employees
and reinvestment to the business. Edwards and LaFief (2004) proposed that small entrepreneurs will improve their chances of success if they practice strategic
planning and strategic control to identify the need for change.

Age of the firm shows the experience and relationships with customers, financial institutions, investors and suppliers that build goodwill so it influences the firm
performance (Inmyxai & Takahashi, 2010). Older firms have more customer base showing large sales volume, more employees and capacity indicates the
chances of better performance (Rosa, Carter, & Hamilton, 1996). It is conventionally perceived that bigger the organization more its profitability will be. Jim Lee
(2009) investigates that along with market share, absolute size plays a positive and dominant role as it is significantly correlated with firm profitability. In a study
about factors contributing to small and medium enterprise growth it is concluded that management practices and size of the firm are the major factors
contributing to the growth of the firm (Anwar & Andaleeb, 2007). Firm size is an indicator of firm survival and success as it can absorb more shocks than smaller
firms. Larger firms enjoy the benefits of economies of scale, have more access to resources and low cost of capital due to high volume (Mukhtar, 2002; Penrose,
1995). In contrast the SMEs are more flexible as compared to large firms having the ability to change their resources and to be more innovative, so size has been
found insignificant in measuring firm performance due to lack of flexibility and adaptability (Chandy & Tellis, 2000). Organizational Structure in terms of
ownership affects performance of firm in different dimensions. Highly concentrated and Govt. owned enterprises as compared to family owned enterprises have
more returns (Gursoy & Aydogan, 2002). In a study Shipley et al. (1998) argued that privately owned enterprises are more successful in Poland than publicly
owned.

Another determinant of firm performance which has been widely discussed in the literature during last three decades is market orientation. Simply, market
oriented firm is one that focuses on customer needs, competitor’s actions and coordination within the internal divisions of firm to be responsive. Research on
market orientation is dominated by market intelligence and culturally based behavioral perspectives presented by Kohli and Jaworski (1990) and Slater and
Narver (2000) respectively. Kohli and Jaworski divide market orientation into three elements which are market intellegence generation, intellegence
dissemination and responsiveness. Slater & Narver (2000) focus on creating an organizational culture that effectively and efficiently creates employee behaviors
for delivering superior value to customers. They distribute market orientation into customer orientation, competitor orientation and inter functional
coordination.

Market oriented business culture leads to improve business performance by focusing on customers (Slater and Narver, 2000). Market orientation is significant
predictor of innovation effects and is compiled from customer orientation, competitor orientation and inter-functional orientation (Bozic & Radas, 2005).
Amirkhani and Fard, (2009) identified the effect of market orientation on business performance of the designing and manufacturing clean rooms and concluded
that the positive and significant relationship exist between market orientation and firm performance. In a study of drivers and obstacles of market orientation in
Pakistani context Malik and Naeem (2009) concluded that greater top management emphasis and interdepartmental connectedness are positively associated
with market orientation. However centralization had negative association with market orientation. Mokhtar, Yusoff, and Arshad (2009) examined five critical
success factors of market orientation practices in the Malaysian manufacturing firms context. These success factors include market action, market planning,
market focus, market coordination and market feedback. This study concludes that market action and market planning are critical success factors positively
related to financial performance of manufacturing firms. Market focus, market coordination and market feedback found no significant relation to firm financial
performance, which is in accordance of argument that in developing countries all the variables of market orientation may not be associated with firm
performance due to contextual factors (Greenley, 1995).

Firm performance has been found associated with the growth orientation which refers to the intentions of a firm to grow in terms of output or turnover to
achieve stakeholder’s goals. It determines that entrepreneur’s have plans and are trying to grow. Fisher and Reuber (2003) have discussed that firms may differ
in their way of growth based on preferences and other factors. A growth oriented entrepreneur is one who does its best efforts to catch new customers,
increase the sales and believe on up-gradation of technology (Wood, Watts, & Wardle, 2004). In a study on fan industry of Pakistan: Growth dynamics of small,
medium and large enterprises the level of growth orientation has been determined on the basis of entrepreneurial intentions to expand, plans to increase
number of machines and their level of sophistication, current methods of production and their level of sophistication, in-house research and development
activities for product refinement and new product development and the kind and purpose of certifications held by firm (Aftab, Rahim, & Wahga, 2010). For SMEs
the opportunity to enter and capture the global customer is step forward to grow in terms of quality, sales, innovation and up grading the internal systems and
processes to compete. Okpara and Kumbiadis, (2008) in a study about SME export orientation and firm performance in Nigarian context argued that export
oriented firms are more practive and achieve better results in terms of growth and performance as compared to those of non-export oriented firms. They also
suggest that export oriented firms are more competitive in decision making and strategy. Jolanda, Hessels, and Stel (2007) investigate that export oriented
entrepreneurs contribute significantly better to economic growth than entrpereneurs in general.

Age of entrepreneur combined with experience can create a positive impact on firm performance due to the enrichment of management and other skills (Wai-
Kit, Lau, & Nyaw, 2007). The concept of grey entrepreneurs in the literature of entrepreneurship is catching attention of researchers and needs to be discussed
and analyzed more. The study of grey entrepreneurs’ also known as older entrepreneurs is actually referred to the research of age factor in entrepreneurship.
Research explains that grey entrepreneurs possess greater experience, strong networks and more financial resources however lacks energy, more involved in
family life cycle and social networks. The age factor of the entrepreneurs needs more attention due to increasing life expectancies and elders’ interest in self
employment (Weber & Schaper, 2003). Education sharps the potential abilities of a person to be able to understand, analyze and resolve the business situations
and create value for self and society. It is general norm that higher level of education tends of be more productive for businesses. In small firms education of the
entrepreneur is positively correlated with the firm performance in terms of profitability, sales volume, market share and net-worth (Segal, Borgia, & Schoenfeld,
2007). Entrepreneur’s level of education builds the confidence, knowledge and skills required to achieve success. Previous studies on education-performance
relationship suggest that education is associated with firm performance positively (Box, White, & Barr, 1993). In SMEs it is also reported that education helps to
survive and be profitable as it creates ability to manage complicated tasks and handle the stress situations (Yusuf, 1995; Schutjens & Wever, 2000). In contrast, a
study on the growth dynamics of fan industry in Pakistan suggest that there is no significant association between education and growth of firm as higley
successful entrepreneurs are non-educated (Aftab, Rahim, & Wahga, 2010). So it wil be interesting to know the relationship in this study as sector under study
has same contextual environment. It is correctly said that there is no shortcut to experience. Experience plays vital role in the success of small businesses.
Entrepreneur’s industry relevant experience before starting their venture is strongly related to firm performance. Higher level of industry relevant experience
shows greater performance for SMEs in terms of sales, profitability, market share and other performance indicators (Segal, Borgia, & Schoenfeld, 2007). A
number of studies claim education and experience as the determinant of one’s earnings (Mincer, 1974). Economists also support the theory that experience is a
determinant of self employment earnings (Kidd, 1993). Reuber and Fischer (1994) argued that no direct relationship has been found to exist in the management
team experience and firm performance. Box, White, & Barr, (1993) suggested that experience of entrepreneurs were significantly associated with performance
in the case of manufacturing firms.
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The scope of entrepreneurship is ongoing debate in business literature. Generally it is referred as the risk-taking and proactive behavior to create something new
or starting a venture to implement the entrepreneurial idea successfully (Wiklund, 1999; Covin & Slevin, 1989; Lumpkin & Dess, 1996). Entrepreneurial
orientation represents a frame of mind and perspective toward entrepreneurship that is shown in the firm’s activities and culture and includes autonomy,
innovativeness, pro-activeness, competitive aggressiveness and risk taking (Dess, Lumpkin, & Taylor, 2005). In the literature of entrepreneurial orientation
innovation, pro-activeness and risk-taking dimensions have been widely used (Wiklund, 1999; Covin & Slevin, 1989; Lumpkin & Dess, 1996) and found that
entrepreneurial orientation works for improving the performance of firm (Wiklund, 1999).

METHODOLOGY

It was cross sectional cum descriptive study because data has been collected from different firms in the sector in a given time period and it describes the
organizational variables that are more important for the performance of SMEs in garment cluster Lahore. The population of garment manufacturing firms in the
city of Lahore is not accurately known. Data has been collected from 36 garment manufacturing firms using convenience sampling technique due to
unavailability of the size of the population. To make the sample representative 13 firms were taken who were exporters also and 23 firms were selling
domestically. For inclusion in the sample the respondents had to meet these criteria:

. They were actively running and managing the business at least from last three years.

. They operated in the geographic proximity of Lahore.

. They were involved in garments manufacturing business.

. Their number of employees must not exceed 250 in any case including the entrepreneur.

Structured interviews were conducted to collect data from garment manufacturing firms of Lahore. Researcher personally visited all the respondents to collect
the data by getting appointments through telephone between April, 2010 and May 2010. Face to face interviews of owners were conducted to collect the data
at their business premises due to several advantages as it gives the interviewer the opportunity of probing complex questions and has high completion and
participation rate as presence of the interviewer increases the percentage of people willing to participate in the interview. Another advantage of this method is
that non-literates can participate in the study. To analyze the data, cross tabulation and Chi-Square test were used because most of the data was of categorical
nature. Keeping in mind the non-availability of systematic financial and non-financial data the subjective performance approach has been used in this study to
measure the performance of small and medium garment manufacturing firms. Literature also supports the use of subjective performance measures in such an
informal and unstructured environment (Selvarajan, Ramamoorthy, Flood, Guthrie, MacCurtain, & Liu, 2007).

The variables used to determine firm performance were sales growth, profitability, customer’s satisfaction and progress in terms of capacity building. All these
variables have been evaluated on the basis of last three years progress. These measures of firm performance have been assigned weights and on the scores of
these weights firms have been classified into the high performance and low performance firms (Appendix I). According to this criterion of determining firm
performance, scores from 6 to 8 have been considered as high performance and below 6 as low performance.

FINDINGS AND DISCUSSION

Among the characteristics of the entrepreneur not a single has been found significant to the firm performance. The literature strongly recommends the
education and experience of the entrepreneur as factors of success. However in this study all the entrepreneur related factors are found insignificant including
age, gender, education, experience and caste. The role of family caste in a special type of business has been studied and found strategic implications by Nadvi
(1999) in the context of surgical cluster Sialkot Pakistan. Family caste in the case of garment cluster Lahore has been found insignificant and no association exists
with firm performance. Age and gender as was expected has no implication for the success or failure of the venture. The level of education was good as fifteen
out of the sample of thirty six were graduates but the impact of education on the performance of firm has not been found significant.

Among the firm level characteristics the size of the firm and average sales price has been found significantly associated with the customer satisfaction. Firm size
was measured by the number of people a firm employs and also found significantly associated with the overall firm performance. The level of significance as in
both the cases of customer satisfaction and firm size relationship and firm performance and firm size relationship was .016 which shows a significant association
between the variables. The level of significance found as in the case of average sale price and customer satisfaction relationship is .011. It can be explained as
the firms involved in export business earn more prices and are better in performance than those of playing domestically due to a price rise of the textile
products in the international market. The other variables relating to the firm including age, type, ownership structure, capacity utilization and source of financing
were found insignificant in this study.

Research and development activities both in house or outside the organization have been found limited. This is due to the replication trend in the firms focusing
domestic market and use of customer specific designs by the firms selling internationally. No significant association has been found between research and
development activities and performance measures. On the other hand use of ICT (information and communication technology) and risk taking propensity of the
entrepreneur which explains the entrepreneurial orientation has been found significantly associated with performance measures. Use of ICT is the major
variable associated with most of the performance measures including sales growth, profitability, customer growth and satisfaction and overall firm performance.
Risk taking propensity is related with customer satisfaction and overall firm performance. The level of significance as in the case of ICT and firm performance and
risk taking propensity and firm performance relationship remains at .006 and .026 respectively showing a strong level of association.

Record keeping has been found significantly associated with firm performance. Hiring accounting/finance personnel and preparation of formal financial
statements are associated with customer growth and satisfaction, profitability, capacity building and overall performance of the firm. The level of significance in
the case of accounting/finance personnel and sales growth, accounting/finance personnel and customer satisfaction, accounting/finance personnel and
profitability, accounting/finance personnel and capacity building, accounting/finance personnel and overall firm performance relationship is well within the
range. The level of significance in the case of preparation of financial statements and customer satisfaction and preparation of financial statements and capacity
building remains at .058 and .046 respectively. Financial statements and capacity building relationship shows entrepreneur’s option to make strategic decisions
based on these statements.

Strategic planning has not been found as significant variable in relation with sales growth, profitability, capacity building and overall firm performance.
Entrepreneurs in the garments cluster normally do short term planning due to seasonal nature of business and uncertain environment. Only planning system
(centralized, decentralized) has been found associated with customer satisfaction showing .043 level of significance.

Among human resource practices training and compensation has been found associated with customer satisfaction and profitability showing the level of
significance of .043 and .039 respectively. Informal system of selection is in practice as workers are hired normally on the personal relationship. Existing workers
are asked to arrange the new one and only skilled workers are hired as few organization offer training to the workers. Piece rate system of compensation is
common due to which the turnover rate is very high. Performance of employees has been evaluated according to their consistency and quality of work but no
formalized appraisal system is there.

Among the factors of growth orientation, intentions to enhance capacity and output, steps taking for capacity enhancement, export and export progress and
export orientation has been found associated with performance measures. The level of significance calculated between firm performance and export, firm
performance and intentions to enhance capacity and output and firm performance and steps taking for capacity enhancement remains at .050, .014, .005 which
show a significant association. So the firms who are growth oriented are better in performance and the firms exporting their products or firms with high export
orientation has been observed as high performers. On the other hand certification has not been found as significant variable as most of the firms in the cluster
operate at small scale and they do not have certifications. A surprising finding is that most of the firms which are exporting their products also working without
certifications. It is due to the lack of branding as most of the firms sell their products to the large manufacturers, distributors/buying houses using the customer
brands.
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Among the factors relating to the market orientation customer orientation and interdepartmental coordination have been observed as significant variables to
affect firm performance. Type of design and interdepartmental coordination are significantly associated with customer growth & satisfaction. Interdepartmental
coordination is also significantly associated with profitability and overall firm performance of the firm. The level of significance measured from the gathered
data between interdepartmental coordination and profitability remains at .048 and between interdepartmental coordination and firm performance at .052
which shows significant relationship.

There exists a fierce competition in the market but entrepreneurs think it is not directly relevant to their business due a slight diversification in the designs and
quality of the product. Firms did not bother what their competitors are doing at small scale. Only personal relationships have been used to attract the customers
and no formal advertising and promotion techniques exist. Only few local brands use the advertising source to attract the customers and enhance their sales.
Most of the firms sell their products using tags of international brands or with the brand of their customer. A well established norm in the cluster is that
customers are assured for return or replacement in case of any complaint. Some surprising findings were that certifications, research and development, market
research, long term planning and branding have been found insignificant in relation to the firm performance. It is observed that firms are not interested in
branding and certifications as they feel it unnecessary and time taking to create an image of their products. So they prefer to sell their products using tags of
renowned international brands. Market research and research & development activities are associated to the large enterprises and SMEs have not been found
involved is such type of activities.

CONCLUSION AND RECOMMENDATIONS

The importance of SMEs has been increasingly recognized by developing nations, as engine of growth and development for the economy. Micro, small and
medium enterprises not only generates the economic activity, these also contributes to provide a major portion of employment. Large enterprises can create
economies of scale and economies of scope; however they cannot be as flexible and innovative as SMEs, which are a major source of self employment. Garment
industry of Pakistan which is major contributor to foreign earnings is mainly populated by SMEs and Lahore is one of the three main clusters of garments actively
participating in the economic strength. The cluster remains unexplored in the empirical research and a little evidence has been found explaining its dynamics in
pursuance of growth and success that require focus to scratch the dirt of informal environment from the firms lagging behind. Various organizational variables
have been found most important which need to be addressed to increase the performance of firms operating in the Lahore garment cluster. Among the
entrepreneurial skills, use of ICT and risk taking propensity has been found more prominent to achieve the performance as firms better equipped in such skills
are also better in performance. The investigations reveal that firms which are more focused on formalized procedures are gaining a competitive edge.
Formalized and growth oriented firms have been found more successful in the cluster due to their continuous struggle to be competitive. Export and export
orientation both have great implications for performance of garment manufacturing firms. Export and export orientation both have significant association with
performance measures including customer satisfaction, profitability and overall business success. The findings also show that dominant factors in the market
orientation are the customer orientation and interdepartmental coordination. Firm size has been found associated with the capacity building and overall firm
performance.

There are number of factors require improvement for the better functioning of firms in the cluster. First the entrepreneurs are required to change the
conventional attitude regarding business and to formalize their systems to compete and participate in the market. Firms should have been encouraged to
prepare financial statements. Among the areas of improvement firms should focus on the use of ICT, risk taking propensity, formalization of procedures,
training, modern promotion methods. However the importance of branding, research and development, market research, and certifications can never be denied
to compete with the international players. Further research is needed in three different dimensions. First in the organizational perspective there should be
causal research to explain the relationship of each determinant with growth and performance of firms in the local context. Second from the economic
perspective there is a need to explain the influence of macroeconomic factors on the performance of garment manufacturing firms. Third the relative
importance of both organizational and economic variables and combined effect of these factors should have been investigated in the local context to better
understand the phenomenon.
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APPENDIX

APPENDIX-I: DETERMINING THE OVERALL FIRM PERFORMANCE
Variables Scores
Annual Sales Growth 20% or Above =2
10% to 20% = 1
Below 10% =0
Three Years Progress in terms of Profitability and Overall Business Success Good =2
Average =1
Poor =0
Three Years Progress in terms of Customers Satisfaction Good =2
Average =1
Poor =0
Three Years Progress in terms of Capacity Building (Increase in number of machines and employees) | Good =2
Average =1
Poor =0

Firm scoring 6-8 are considered high performance firms
Scores less than 6 shows that a firm’s performance is low
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