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ROLE OF INTERNAL SERVICE QUALITY (ISQ) IN THE 
LINKAGE BETWEEN PERCEIVED ORGANIZATIONAL 

SUPPORT AND ORGANIZATIONAL PERFORMANCE
Khawaja Fawad Latif*, Qadar Bakhsh Baloch** and Shafiq ur Rehman***

ABSTRACT

The purpose of this paper is to investigate the role of Internal Service Quality (ISQ) in 
the linkage between Perceived Organizational Support (POS) and Organizational 
Performance (OP). The study focused on the ISQ of different banks operating in 
Peshawar. Stratified random sampling technique was utilized to collect the data from 
different banks operating in the city of Peshawar. A total of 564 questionnaires were 
distributed in 80 different branches of medium and large sized banks. In the present 
study 404 questionnaires were returned, constituting the response rate of 71.63%. A 
total of 63 questionnaires were rejected. The total number of questionnaires usable for 
the study was 341. The findings reveal that in the banking sector, perceived 
organizational support and internal service quality have a direct and positive impact on 
the organizational performance, furthermore the results revealed that ISQ partially 
mediates the relationship between perceived organizational support and organizational 
performance. The findings provide useful insights for organizations, particularly in the 
banking industry, seeking to be competitive and responsive to the increasing challenges. 
Conclusions emphasize that mechanisms to encourage and foster ISQ in the 
organization are likely to facilitate the introduction, adoption, and diffusion of service 
quality both within and outside the organization which in turn, is likely to result in 
achievement of superior bank performance. 

Keywords: Perceived Organizational Support, Internal Service Quality,  
     Organizational Performance

INTRODUCTION

Organizations operate in an extremely competitive, vibrant, challenging, and dynamic 
business environment. In response to the pressures of running business in such an 
environment, organizations seek ways to add value to the services offered and improve 
their service quality. One way to achieve optimal level of service quality is through 
focus on the human resources. The role of human resource in the attainment of desired 
profits is increasingly catching the focus of the organizations. There is a move from 
concern for production to concern for people. This shift is especially true for service 
industries. The challenge to provide efficient and effective service is dictated by the fact 
that today's customers are more informed, knowledgeable, and experienced about the 
variety of products and services being offered in the market. This awareness about 
product quality, shape customers' expectations about the product, and compels the

City University Research Journal
Volume 06  Number 01 January 2016  PP 01-22

*Khawaja Fawad Latif, Assistant Professor,  Abasyn University, Peshawar
**Qadar Bakhsh Baloch,  Associate Professor,  NUML, Peshawar
***Shafiq ur Rehman, Assistant Professor, Malakand University. 

C  2016 CURJ, CUSIT



02

business world to meet the expectations and anticipations of the customers (Prakash & 
Mohanty, 2012). Improvements in service quality are also necessitated by the fact that 
Liberalisation has provided customers the opportunity to choose their service provider. 
Thus, customers demand better quality or otherwise they have the chance to shift to 
another supplier (Pina, Torres, & Bachiller, 2014).   

Organizational support in nurturing and developing human resources can be decisive in 
attainment of competitive advantage. If employees feel that the organization, work 
environment and leaders are supportive, it may positively add to their perception of 
organizational support and increase the levels of job satisfaction and organizational 
commitment (Allen, 2003). Thus, POS might positively influence levels of job 
satisfaction and organizational commitment, which in turn might lead to better service 
delivery (Jaiswal & Dhar, 2016). Employees with good relationships with their 
supervisors enjoy more benefits such as fair feedback, greater say in decision making 
and higher levels of confidence and support (Erdogan and Enders, 2007). Wat and 
Shaffer (2005) argued that when employees observe fair treatment from their superiors, 
they are more likely to reciprocate by displaying a positive attitude towards their 
superiors. However, the indecent behavior by the management towards the employees 
can also lead to hostile relations between the coworkers, resulting in retaliation from 
employees in the form of delays in completion of tasks, sharing of incorrect 
information, lack of willingness to help and cooperate with coworkers. All of this can 
significantly hamper the human interaction and thus provision of service quality. 
Boshoff & Mels (1995) identified that most of the service delivery occurs through 
human interaction and during that interaction organization require their employees to 
infuse extra effort, technically referred to as Discretionary behavior, however this 
discretionary effort depends on a variety of factors; some of them include employee-
supervisor relationship, and the level of commitment employees shows towards 
organization's goals, objectives and values.

ISQ has also been found to have a significant impact on organizational performance 
(Bellou and Andronikidis, 2008). ISQ has it imprints on the success of the business that 
comes from service performance, while service performance comes from the quality of 
service (Zailani, Din, & Wahid, 2006). This quality of service is not only the external 
service quality but also the ISQ, since the quality of external service is dictated by the 
quality of internal service (Cook, 2004). 

Extensive research is available on service quality from the external customer 
perspective: however, relatively few studies have concentrated on employees' (Internal 
Customers) service quality. These researches which has been carried out in the area of 
ISQ are in the fields' of Healthcare (Gunawardane, 2009; Pantouvakis & Mpogiatzidis, 
2013), Insurance (Boshoff & Mels, 1995), Food Industry (Wildes, 2007; Wildes & 
Parks, 2005), Banks (Bellou & Andronikidis, 2008; Vanniarajan & Subbash, 2011), 
University (Jun & Cai, 2010), hotels (Bai, Brewer, Sammons, & Swerdlow, 2006; 
Paraskevas, 2001), Pharmaceuticals (ELSamen & Alshurideh, 2012), and Airline (Frost 
& Kumar, 2001). 

Though, there are numerous research studies on external service quality, only limited 
studies have focused on internal service quality especially in commercial banks. Hence, 
the present study is operationalized among banks. The banking sector is a demand 
driven industry and represents a vital section of the services industry in any country 
(Mishkin, 2001). The current rapidly changing environment is compelling the attention
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of banking institutions towards service quality, and retail banks are striving towards 
increasing customer satisfaction through improved service quality (Choudury, 2014). 
This is because growth in the banking sector and the ever increasing competition among 
banks has clearly highlighted the need for customer satisfaction and optimization of 
customer service for a surge in market shares and profitability (Anderson et al., 1994). 

The present study not only brings ascertain the direct relationship between perceived 
organizational support on organizational performance but also evaluates the role of ISQ 
in the linkage between ISQ and organizational performance. Since, empirical 
investigation is needed on service quality and its relationship with organizational 
performance, especially among different service organizations (Al-Enezi, 2012). 

Given the paucity of literature in this area, the aim of the research is to ascertain the 
relationship between perceived organizational support and organizational performance 
and the role of internal service quality in this relationship. The study to comprehend the 
relationship between perceived organizational support, internal service quality and 
organizational performance is undertaken in the context of a developing economy. A 
number of motivations prompted to study the service quality. Services sector is largest 
and fastest growing sector in the world economy, accounting largest share in total output 
and employment in most developed countries. The services sector has provided steady 
support to Pakistan's economic growth. The shares of services are increasing in all 
sectors of economy over the period. 

LITERATURE REVIEW

Concept and Need of Internal Service Quality:

Employees working in an organization can only produce fruitful results for the business 
if the communication, coordination, and relationship among them are efficient and 
effective. Employees are strongly reliant on each other to produce the required level of 
service; this service delivered and received is referred to as ISQ. Hammer (2001) 
defined ISQ as “an organized group of related activities that together create a result of 
value to customers.” (p. 52). The concept of ISQ used in this research reflects Heskett et 
al.'s (1994) statement that ISQ is determined by the attitudes employees have towards 
each other and the way people serve each other within the organization. In simple terms, 
ISQ refers to the quality of interaction, support, and level of communication between 
different individuals working in an organization. 

Internal customer is an important factor in the delivery of service to the external 
customer. Internal customer is referred to individuals of other departments within an 
organization that an internal supplier serves (Jun & Cai, 2010). What makes them 
essential is the fact that they are part of the service delivery chain (Kendall, 2006). This 
implies that a business works in the form of a chain where individuals and different 
business functions are mutually dependent and are closely linked. Each takes inputs 
from each other (Farner, Luthans, & Sommer, 2001) with the ultimate aim to fulfill the 
needs of external customers. 

Businesses have laid much of their focus on the external service quality. Hays (1996) 
highlighted the ground for this management behavior and further observed that the 
excitement and passion surrounding the drive and excellence to serve external 
customers often outdo the internal activities and processes. The management must 
understand that if staff in one department fails to provide timely service to their co

Role of Internal Service Quality...
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-workers in another department, this will surely result in delayed service to external 
customers, thus resulting in negative credibility and loss of reputation. This slowness in 
focus towards ISQ is changing. Business organizations are realizing the fact that an 
adequate level of service received within the organization would translate into 
satisfactory external service quality. The quality of external service is hugely reliant on 
the quality of internal service. This further highlights the significance to study internal 
service encounter (Gunawardane, 2011). It could further be asserted that for the purpose 
of achieving higher external service, an organization can be framed into a chain of 
individual functional units. Thus the ultimate objective of ISQ is to provide quality 
service to external customers that actually rely on delivering service quality across 
internal units (Brandon-Jones & Silvestro, 2010). 

Perceived Organizational Support:

Service employees tend to be more responsive towards the needs of the customers, if 
they perceive that the management is concerned with meeting their needs (Getty & 
Getty, 2000). Drawing on the social exchange theory Rhoades and Eisenberger (2002) 
defined POS as the employees' perception concerning the extent to which the 
organization values their contributions and cares about their well-being. Similarly 
Dawley, Andrews and Bucklew (2008) described POS as employees' beliefs that the 
organization values their contributions and well-being. Moreover, POS “may be used by 
employees as an indicator of the organization's benevolent or malevolent intent in the 
expression of exchange of employee effort for reward and recognition” (Lynch, 
Eisenberger, & Armeli, 1999, pp. 469-70). Perceived Organizational Support among the 
employees and the employer develops over time through numerous exchanges and 
reflects the level to which workers recognize that their organization/business is 
committed to them (Stamper & Johlke, 2003). 

The perception of being valued and cared by the management is utilized by the 
employees to fulfill their social needs for approval, affiliation, and esteem, and to 
determine the organization's readiness to compensate the increased effort with greater 
rewards (Yoon, Seo & Yoon, 2004). This concept of perceived organizational support 
based on social exchange theory (Blau, 1964) and the norm of reciprocity (Gouldner, 
1960). Social exchange theory highlights the reason as to why workers feel indebted to 
reciprocate actions directed toward them by the business organization. Social exchange 
theory states that employees tend to counter beneficial treatment they receive with 
positive work-related behaviors (Mishra, 2014). Moreover, an increased level of POS 
associates with the understanding that employees who feel a higher level of POS will 
reciprocate favorable behavior when they trust that the organization will reward them. 
The specific benefits exchanged may be valued primarily because they are symbols of a 
high-quality relationship (Mishra, 2013). Lambert (2000) contended that high level of 
organizational support may result in positive behaviors valued by the organizations; this 
is in response to the benevolent treatment from the organization.

Organizational Performance:

The ultimate criterion variable of interest for researchers in any area of management is 
organizational performance (Richard, Devinney, Yip, & Johnson, 2009). 
Organizational performance is an indicator which measures how well organizations
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attain their objectives (Hamon, 2003). Organizational performance alludes to financial 
performance in economic terms such as profits and return on investment (Homburg & 
Pflesser, 2000). Organizational survival is determined by performance, which is at the 
core of all the activities that are undertaken by the organization (Abdalkrim, 2013; Bani-
Hani, Al-Ahmad, & Alnajjar, 2009; Choudhary, Akhtar, & Zaheer, 2013). Organizations 
aim to sustain competitive advantage and attain high performance. Performance of an 
organization is the result of its activities and processes and is a reflection of how well the 
organization exploits its tangible and intangible resources (Wheelen & Hunger, 2010).  

Research has described OP as a multi-dimensional concept (Hamdam, Pakdel, & 
Soheili, 2012; Ouakouak, Ouedraogo, & Mbengue, 2013). There are different aspects 
on which organizational performance can be evaluated (Choudhary, Akhtar, & Zaheer, 
2013). Measures for OP can be divided into two categories: financial or non-financial 
(Abdalkrim, 2013; Akdemir, Erdem, & Polat, 2010; De Waal, 2012; Nzuve and Omolo, 
2012). Organizational performance may be measured using objective or subjective (i.e. 
Perceptual) measures. Hancott (2005) revealed that, a number of objective indicators 
have been adopted to measure OP, such as net or total asset growth rate, profit growth 
rate, shareholder return, return on sales, growth in market share, return on net assets, and 
number of new products, etc. In the present study, for the present study the focus is on 
subjective performance measured using a set of questions that reveal the perception of 
employees, the questionnaire is based on the instrument developed by Tseng (2010).

Development of Model and Hypotheses:

The main aim of the study is that banks that adopt perceived organizational support 
strategies will be able to foster internal service quality, which, in turn, is likely to result 
in superior organizational performance. 

Linkage of Perceived Organizational Support, ISQ and Performance:

POS is viewed as an important explanatory framework for understanding the 
relationship between employees and the workplace. It is regarded by some researchers 
as central in understanding job-related attitudes and behaviors of employees (Shen et 
al., 2014). There have been theoretical and practical contributions that highlight the 
influence of POS on employees' behavior which actually stimulates how employees 
treat their coworkers and customers. Employees feelings about the organization's care 
and emphasis are driven by the perception of the support employees' receive at work. 
Employees with a sense of POS feel that in circumstances where they need work or life 
support, the organization is willing to lend a helping hand; employees personally feel 
cared for, recognized, and respected,  and in turn display identification, increased 
cooperation, appreciation, diligent performance, and reciprocity among workers. The 
dictionary meaning of reciprocity refers to mutual benefit, and based on the norm of 
reciprocity, employees in receipt of greater resources from the employer are likely to 
compensate their employers with greater levels of performance (Eisenberger et al., 
1986; Rousseau & Parks, 1993).  Based on the principle of reciprocity, employees with 
POS not only help coworkers, but also increase their own job satisfaction and 
organizational commitment (Chiang & Hsieh, 2012). This helps from the coworkers is 
reflected in terms of higher level of trust, increased reliability, deeper understanding of 
issues and challenges that leads to joint problem solving, and task responsiveness that 
results in efficient and effective working. 

Role of Internal Service Quality...
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It is important to note that achieving service quality and making satisfied and loyal 
customers depend on the attitudes, performance and behavior of employees (Kusluvan 
& Kusluvan, 2000). Mohr and Bitner (1995) anticipated that POS has a direct influence 
on contact personnel service efforts defined as the amount of energy put into service 
works. Likewise, Wayne, Shore, & Liden (1997) found that POS is positively related to 
a high quality employee. Similarly, Yoon, Seo & Yoon (2004) argued that POS may 
greatly impact employee attitudes and behavioral responses. This is due to the fact that 
the provision of organizational support to an employee is likely to engender feelings of 
benevolence towards the organization, consolidating the link between employer and 
employee, which, in turn, increases the feelings of responsibility to recompense the 
organization, through the norm of reciprocity (Maertz, Griffeth, Campbell, & Allen, 
2007). Employees who experience high levels of POS tend to have more feelings of 
obligation based on the norm of reciprocity. This, in turn, may contribute to such 
employees having more favorable attitudes and behaviors towards their workplace 
(Shen et al., 2013). Organizational support is thus a necessary pre-requisite for 
conducive employee behaviors at work. Deming (1982, 1986) consistently stated that 
lack of top management support and poor supervision will doom any quality effort. 
Juran (1993) emphasized that management needs to instill a philosophy of continuous 
improvement and provide the necessary support in organizational practices. 

In order to foster ISQ, managers who expect quality service from employees will have 
to provide service quality to workers (Wildes, 2007). Social exchange theory can be 
applied to account for the relationship between managers and workers. One way to 
ensure a positive reciprocity orientation is by ensuring that internal customers are 
properly supported and consulted with regard to the service delivery issues (O'Riordan, 
2003). In order to boost ISQ, the employer has to show devotion towards building a 
relationship of long-term employment with its employees by fulfilling their needs 
through offering them favorable working conditions; in return, employees will be 
satisfied, engaged, committed and loyal. 

Lynch, Eisenberger, and Armeli (1999) theorize that employees who perceive high 
levels of perceived organizational support, are more compelled to contribute to the 
objectives of the organization. One of the reasons for this can be attributed to the fact 
that organizational support works as a resource capable of effecting performance by 
neutralizing stressors (Rhoades & Eisenberger, 2002). Rhoades and Eisenberger (2002) 
meta-analysis of POS included 20 performance studies and found a highly statistically 
significant relationship between POS and performance. Rhoades and Eisenberger 
(2002) reported considerable empirical support for the fact that POS is related to 
outcomes favorable to employees (for instance, Job Satisfaction) and the employer, in 
term of reduced turnover, performance, lessened withdrawal behavior. One of the 
purposes of this research is to examine how perceptions of organizational support 
influence employees' level of service quality. Drawing on the norms of reciprocity of 
social exchange theory, it is argued that employees who are receive adequate support 
from their organization will deliver quality internal service. 

Perceived organizational support neutralizes employee stress and can result in increased 
cooperation that can enhance employee responsiveness (the key determinant of Internal 
Service Quality). Supportive management induces benevolence that can foster 
favorable attitudes and behaviors amongst employees, which can result in increased 
levels of empathy in employees, employees would be in a better position to understand
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the coworker's problems and issues. Furthermore Perceived organizational support 
leads employees to reduce tendency to miss the work (Wayne, Shore, & Liden, 1997). 
This shows that employees would try to make sure that they perform services rights for 
the first time and avoid making corrections later. This is a key characteristic of ISQ and 
is referred to as reliability. This would lead to more satisfied employees resulting in 
enhanced organizational performance.  Furthermore supportive management can lead 
to the attainment of organizational objectives. This further establishes the causal link 
amongst POS, ISQ and organizational performance. Following this line of logic, it is 
hypothesized that

H1: There is a significant and positive impact of perceived organizational support on 
internal service quality

H2: There is a significant and positive impact of perceived organizational support on 
organizational performance

Service Quality and Organizational Performance:

In the banking industry, the importance of relationship development and maintenance 
with key customers has previously been investigated (Madill, Feeney, Riding, & 
Haines.2002). Hawke and Heffernan (2006) identified increased profit through reduced 
risk, improved communication links, and referrals to be some of the benefits of strong 
relationships with key customers. Although, it is noted in the context of external 
customers yet repeatedly the same is recorded for the internal customers as well. The 
bank needs to maintain cordial relationship within the bank, which would positively 
influence bank performance. Spending on the right service variables and proper 
execution is a key prerequisite as compared to mere expenditures on service (Valarie 
Zeithaml, 2000). However, studies have revealed that ISQ has a key relationship with 
organizational performance. ISQ has come to be recognized as a strategic tool for 
attaining operational efficiency and improved business performance (Jain and Gupta, 
2004). 

Provision of quality service to external customers is only possible through significant 
improvement in organizations' improvement of quality service to internal customers. 
Better performance, combined with improved attitudes, transfers itself in quality 
service delivery. Improved service and empathy from employees results in willingness 
of external customers to purchase the service, which results in improved financial 
performance (Getty & Getty, 2000). Bellou and Andronikidis (2008) conducted a study 
on 16 big banks in Greece found that banks' performance eventually improved through 
improved ISQ that influenced the behavior and satisfaction of the external customers.

H3: There is a significant and positive impact of internal service quality on 
organizational performance. 

Mediating Role of Internal Service Quality:

Based on the aforementioned literature, it is evident that perceived organizational 
support does carry an impact on organizational performance. Previous studies have 
separately investigated the influence of perceived organizational support on ISQ, and 
the influence of ISQ on organizational performance has also been reported in literature.

Role of Internal Service Quality...
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Hence there exists a causal relationship between perceived organizational support and 
organizational performance. ISQ as mediating variable can be central in developing an 
understanding how perceived organizational support and organizational performance 
are related. The banking industry has traditionally focused on how to transform its 
physical resources to generate financial performance, and therefore, inadvertently 
ignored the mediating role of service quality (Mukherjee, Nath & Pal, 2003). Thus, in 
light of the above reasoning, it is proposed that

H4: Internal Service Quality mediates the relationship between perceived 
organizational support and Organizational Performance

RESEARCH METHODOLOGY

Population and Sample:

The population frame for the study was drawn from the banks listed in Karachi Stock 
Exchange (KSE) having over five branches operating in Pakistan and the city of 
Peshawar. Stratified random sampling technique has been adopted for the study. The 
banks were divided into two strata, Medium and Large Banks. Banks with total assets in 
excess of Rs. 500 billion is categorized as “Large Banks”, banks with total assets in 
between Rs. 100 billion to Rs. 500 billion is categorized as “Medium Size Banks”. 

Measurement:

In order to investigate the mediating role of ISQ between internal marketing and 
organizational performance, primary has been collected. Perceived Organizational 
Support was measured through the scale developed by Chiang & Hsieh (2012) based on 
Rhoades, Eisenberger and Armeli (2001) construct of perceived organizational support. 
ISQ was measured by a scale developed by Kang, James and Alexandris (2002). Five 
dimensions were identified from ISQ scale, namely Reliability, Assurance, Tangibles, 
Empathy and Responsiveness. Tangibles dimension was not included in the study since, 
most of the studies found tangibles not to be important in measuring ISQ (Young & 
Varble, 1997; Parasuraman Zeithaml, & Berry, 1985). Organizational performance was 
measured using the scale developed by Tseng (2010). A higher rating of organizational 
performance by respondents meant better organizational performance. 

Data Collection:

The data was collected through questionnaires distributed through personal visits made 
to the banks, emails and posts. Measurement used was a seven points rating Scale. A 
total of 564 questionnaires were distributed in 80 different branches of medium and 
large sized banks. In the present study 404 questionnaires were returned, constituting 
the response rate of 71.63. A total of 63 questionnaires were rejected. 

DATA ANALYSIS AND RESULTS

Profile of the Respondents:

The demographic profile of respondents showed that average age of respondents was 
33.58, minimum age of a respondent was 20 years while the oldest bank worker in the 
study was 59 years old. Gender distribution of the respondents showed that majority of
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the respondents were male (n = 289) representing 84.8 % of the sample, while females 
were (n = 52) constituting 15.2% of the total sample. Years of education was measured 
in number of years. Average years of education were 16.12. Majority of the respondents 
had sixteen followed by eighteen years of education. Survey respondents were asked to 
identify they nature of employment with the bank. 46 (13.5%) were on contract while 
295 (86.5%) were working with the banks on permanent basis. Respondents job rank 
was measured on three categories, Junior, middle and senior. Subjects were asked to 
identify their job rank. Majority of the respondents were middle ranked (206) 
representing 60.4% of the total sample, followed by junior rank employees, which were 
91 (26.4%). A total of 45 (13.2%) senior level employees were part of the study. Banking 
system in Pakistan is either conventional or Islamic. Data was collected from both 
Islamic and conventional banks. 266 (78%) of the respondents were from conventional 
banks while 75 (22%) of the respondents were employed at Islamic banks. 

Factor Analysis:

Factor analysis was performed to identify the underlying factors. Factor analysis results 
for each construct are described in this section. 

Perceived Organizational Support:

Perceived organizational support construct comprised of 5 items. Factor loadings table 
showed that except POS5 which had the lowest loading of .667 still above the cut off 
score, all items had loading over .80. The uni-factorial structure indicates that the items 
represent the underlying dimension of perceived organizational support. 

Table 1. Demographic Profile of Respondents
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Internal Service Quality:

ISQ is comprised of 14 items. Originally the scale had 18 items, 4 items were removed 
due to multicollinearity. Factor analysis revealed a two factor solution. The first was 
named Reliability while the second was named Empathy and Responsiveness. First 
factor had a total of six items. Seven items loaded onto the second factor. One item cross 
loaded onto both the factor and hence was removed from further analysis. 

Organizational Performance:

The results of factor analysis of the criterion variable organizational performance reveal 
a uni-factorial solution. All items loaded substantially well onto a single factor with 
loadings over .80. One item (OP5) was removed as part of multicollinearity analysis. 

Reliability and Validity:

Cronbach Alpha test has been used to test the reliability of the constructs. The results of 
the Alpha Reliability are shown in Table 3. The reliability of the construct in the present 
study ranges between .874 and .953. Results indicate that reliability of all the constructs 

Table 2. Component Matrix for perceived organizational support

Table 3. Component matrix for internal service quality

Table 4. Component matrix for organizational performance
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is well above .8 (Field, 2005) which indicates good reliability is attained. Further to the 
reliability, validity of the measures is also established. Both convergent and 
discriminant validity is established. 

Convergent validity is established when the concepts that should be related to each other 
are in fact related. The uni-factorial nature of variables and constructs confirms the 
construct validity of the dimensions under study (Kuei, 1999). Convergent validity is 
established if an AVE of .50 or greater is achieved for the constructs. Perceived 
organizational support and Organizational Performance constructs are uni dimensional 
hence convergent validity is established. Theoretically internal service quality is made 
of four dimensions; however in the present study factor analysis extracted two factors, 
reliability and empathy & responsiveness. Furthermore AVE is calculated, the results 
revealed that convergent validity for all constructs is established since the statistics for 
AVE for all the factors is greater than .50.

Discriminant validity determines the extent to which sufficiently distinct constructs are 
not strongly correlated with each other. Discriminant validity is established if square 
root of AVE for each construct is greater than inter-correlations of other constructs. 

Evaluations of Measurement Models:

The present study involves a total of eight different constructs. This section tests 
subjects each of the construct to confirmatory factor analysis (CFA) to test if the data fits 
the measurement and structural model.

Perceived Organizational Support:

Perceived organizational support was made up of a total of five items. Initial results of 
the CFA showed that a good fit was attained. Although the loadings for POS5 were low, 
but since an acceptable fit was attained, the item is retained for further analysis. The 
results of the initial and the final model are summarized in the table 7. A total of 5 items 
were included for further analysis. 

 

Table 5. Reliability analysis of the constructs

Table 6. Square root of AVE and Inter-Construct Correlations
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Internal Service Quality:

Exploratory factor analysis revealed two factors for ISQ namely reliability and 
Empathy and Responsiveness. Only one item was removed since it failed to load 
substantially. Final ISQ construct had a total of 12 items. The loadings and indices for 
initial and final attained model are shown in table 8.

One item (EMP2) that measures if the bank has convenient working hours were 
removed from the analysis. On deletion of EMP2, the resultant model manifested 
significant enrichment to the overall fit of the model as shown in the attained fit indices. 
It was not a problem for the six item factor to attain content and face validity. Finally the 
composite reliability score for reliability is .91 and empathy & responsiveness was 
found to be .91 which is deemed to be reliable for the measurement of reliability and 

 Table 7. Summary of findings: Perceived Organizational Support

Table 8. Summary of findings: Internal Service Quality
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empathy & responsiveness. 

Organizational Performance:

Originally organizational performance construct had a total of five items. One item was 
removed due to multicollinearity. The four items left were subjected to CFA. The results 
showed all items load substantially well onto the construct. The fit indices are indicating 
an adequate fit for the construct since RMSEA is a little higher. The initial and final 
loadings are compared in table 9. 

No items were removed from the analysis. The four items construct to measure 
organizational performance has been used in the literature (Tseng, 2010). This approved 
the reliability and validity of the measure. The composite reliability for this measure is 
.88 which is considered a reliable measure for organizational performance. 

Structural Model: Perceived Organizational Support and ISQ:

The Structural model evaluates the relationship between POS and ISQ. The attained 
model showed acceptable fit indices. Table 10 shows the fit indices for the final model. 

The table 11 shows that POS had a significant influence on ISQ. The hypothesis is 
evaluated based on the standardized coefficient, its critical ratio, significance level. The 
estimation of hypotheses demonstrated that the hypothesized link between POS and 
ISQ was significant. 

Structural Model: POS and Organizational Performance:

The Structural model evaluates the relationship between POS and OP. The initial model

Table 9. Summary of findings: Organizational Performance

Table 10. Summary of findings: Structural Model 

Table 11. Summary of measurements: POS and ISQ
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revealed acceptable fit indices for SRMR, CFI and TLI, however RMSEA showing 
mediocre fit. The modification indices and standardized residual covariances were 
analyzed. Covariances were drawn between items of the similar latent construct. 

The table 13 shows if the perceived organizational support had a significant influence on 
organizational performance. The hypothesis is evaluated based on the standardized 
coefficient, its critical ratio, significance level. The estimation of hypotheses 
demonstrated that the hypothesized link between POS and organizational performance 
was significant. 

Structural Model: ISQ and OP:

The Structural model evaluates the relationship between ISQ and organizational 
performance. The initial model revealed acceptable fit indices for SRMR, CFI and TLI, 
however RMSEA showing mediocre fit. The modification indices and standardized 
residual covariances were analyzed. One Item (RES1) was removed. Covariances were 
drawn between items of the similar latent construct. The final attained model showed 
acceptable fit indices. Table 14 shows the comparison between initial and final model. 

The table 15 shows if the mediating variable (ISQ) had a significant influence on 
organizational performance. The hypothesis is evaluated based on the standardized 
coefficient, its critical ratio, significance level. The estimation of hypotheses 
demonstrated that the hypothesized link between ISQ and OP was significant. 

ISQ, Perceived Organizational Support, and Organizational Performance:

Mediation analysis was performed using Baron and Kenny (1986) causal approach. The 
initial causal variable was Perceived Organizational Support (POS), the criterion 
variable was organizational performance (OP), and the mediating variable was ISQ 
(ISQ). 

The results reveal that the total effect of POS on OP was significant, c = .473, p< .001.

14

Table 12. Summary of attained findings: Structural Model 

Table 13. Summary of measurements: POS and OP

Table 14. Summary of findings: Structural Model ISQ and OP

Table 15. Summary of measurements: ISQ and Organizational Performance
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 POS was significantly predictive of hypothesized mediating variable, ISQ; a = .486, p< 
.001, when controlling for POS, ISQ was significantly predictive of OP, b = .600, p< 
.001. The estimated direct effect of POS on OP, controlling for ISQ, was c' = .181, P < 
.001. 

The indirect effect, ab, was .291. This was judged to be statistically significant using 
Sobel test, z = 8.48, p< .0001. The coefficients for both a and b were found statistically 
significant, the Sobel test for the ab product was also significant, the direct effect from 
POS on OP (c') was also statistically significant, therefore, the effects of POS on OP 
were only partly mediated by ISQ. Comparison of the coefficients for the direct vs 
indirect paths (c' = .181 vs. ab = .291) suggest that a large part is mediated by ISQ. 

DISCUSSION

The study revealed a significant relationship between POS and ISQ. Although, there is 
insufficient research that evaluates the impact of POS on ISQ, however, existing 
research studies support the notion that POS can result in positive employee 
behaviours. Hence, support from the organization in terms of letting go their mistakes, 
valuing their opinions, and providing support and help when needed can seriously bring 
out best service behaviour amongst employees. 

Analysis discovered a significant influence of POS on OP. In contrast to extensive 
theoretical support, limited empirical support is discovered to exist for the relationship 
between POS and performance. The results of the present study are similar to the 
findings of Rhoades & Eisenberger (2002) and Armeli, Eisenberger, Fasolo & Lynch 
(1998) study who found a significant relationship between POS and Performance. 
Since banks operate under tight policies and procedures, there is very limited scope for 
mistakes and valuing of opinions. Supportive management that induces among 
employees the feelings of compassion, empathy, and identification can lead to enhanced 
cooperation not only with the coworkers but also with the organization. 

The analysis revealed a significant influence of ISQ on performance. Study by Bellou 
and Andronkidis (2008) has shown significant positive influence of ISQ on 
organizational performance. The results reveal a higher degree of responsiveness in 
bank employees. The results reveal a significant level of responsiveness by the 
employees towards their coworkers, this is a significant factor of ISQ (Zhen-You, 
2003), and this improved attitude towards coworkers helps in attaining improved 
organizational performance. Responsiveness corresponds to the fact that bank 
employees deliver timely service, since operations in bank are interconnected to each 
other, provision of timely service to coworkers can significantly enhance quality of 
service provided to the customers, and subsequently would lead to the customer 
retention, as well as help in achieving maximum profits. 

The mediating effect helps assess whether the relationship between two variables is 
direct or whether it occurs indirectly through some third (i.e., mediating) variable 
(Shaver, 2005). Mediation analysis proved partial mediation between perceived 
organizational support and perceived organizational performance. This showed that the 
relationship between perceived organizational support and ISQ to a certain extent 
(partially) occurs through the mediating variable ISQ. This shows that satisfaction with 
perceived organizational support increases an employee's drive to perform well, this 
initiates positive behaviours among employees. They are willing to show discretionary
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behaviours and also prepared to get involved with other employees. The enthusiasm and 
conviction of employees is communicated to the coworkers and hence facilitates 
employee performance that significantly improves the organizational performance. 

CONCLUSION

The study results showed that perceived organizational support had significant 
influence on ISQ. Based on the findings of this structural model, the research concludes 
that for the banks to improve the level of ISQ, the banks should make efforts to improve 
the level of employee satisfaction with the supportive initiatives, the better the level of 
supportive initiatives the higher would be the level of service the coworkers provide to 
each other. 

Perceived organizational support was found to have a significant influence on 
organizational performance. The significant influence of perceived organizational 
support on perceived organizational performance further strengthened the findings of 
existing literature that also showed significant relationship between perceived 
organizational support and performance, furthermore vigor to the assertion that 
organizations shall continue to invest in the making efforts to provide support to its 
employees. 

The study also evaluated the influence of ISQ on subjective measure of organizational 
performance. The results indicated that ISQ had a significant influence on the 
subjective organizational performance. The finding strengthens the assertion that unless 
organizational focus on the service received by coworkers, the organization cannot 
attain adequate level of profitability and may not be able to ensure external service 
quality that would ultimately harm business performance. 

Furthermore, the research main interest was if ISQ acts as a mediator between perceived 
organizational support and organizational performance. The finding was partially 
supported in case of mediation between perceived organizational support and perceived 
organizational performance. The mediated effect of ISQ is important to top 
management, implying their responsibility for investing to create an environment that 
nurtures trust, understanding, commitment, provision of timely service, and positivity 
in attitude and behavior. Management which expects to reap benefits of service quality 
must understand the need of better ISQ and should invest in the intangible factors that 
have been proven to affect the tangible profits. Banks operate under tight guidelines; it is 
for the management to understand that each bank branch is supplied with adequate and 
well trained staff, tangible resources to carry out office duties, training schedules, 
employee support programs and clear reward management system that fosters 
collaboration, support, togetherness and collectivity.

The present research has strong practical implications. The research study shows it is 
not only external service quality that adds to the profitability of the organizations. The 
research has displayed significant influence of ISQ on organizational performance. 
This shows that it is imperative for the banks to ensure that they take initiatives that 
foster ISQ. Investments in ISQ involves activities that clearly highlight distinct job 
roles, learning initiatives that help short and long term development, communication 
and development of believe in the mission and vision, and concrete rewards for 
performance. Failure to make proper consideration for improvements in ISQ may 
seriously affect organizational performance, since employees may not be able to 
provide timely and adequate service desired by their coworkers. 
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PERSONALITY; A STIMULUS FOR ENTREPRENEURIAL 
MOTIVATIONS

Saba Munir* and Muhammad Rizwan Saleem Sandhu**

ABSTRACT

This study explores the personality characteristics of the entrepreneurs of Pakistan and 
how these characteristics influence their motivations in the decision of self- 
employment.  Survey questionnaire is used to collect data from 101 entrepreneurs of 
Pakistan. Big Five Personality model is used to identify the personality and Push & Pull 
factors are taken to measure the motivation of entrepreneurs. Findings indicate that pull 
factors are more prominent motivational drives as compared to push factors while 
Conscientiousness is the prominent personality characteristic in the entrepreneurs of 
Pakistan. Results show that personality characteristics have less influence on Push 
motivational drives but individuals who start their businesses because of pull 
motivators have significant influence of their personality characteristics in their 
decision of self-employment. Extroversion, Conscientiousness, Neuroticism and 
Openness to Experience are found to have significant relationship with pull factors 
while Agreeableness has significant relationship with push factors. These findings 
validate that personality characteristics play significant role in entrepreneurial 
process. 

Keywords: Personality, Entrepreneurial Motivations, Push and Pull factors

INTRODUCTION

Entrepreneurship, with all its necessary elements, is one of the best means of triggering 
economic development in developed as well as developing countries. Today 
economists, social scientists, politicians and even common men acknowledge the 
importance of entrepreneurship in economic development. Large entrepreneurial 
ventures are considered as the booster of economic growth but the importance of small 
businesses cannot be overlooked. Due to current economic down fall, most of the large 
firms are causing unemployment because of their strategies of downsizing on the name 
of rightsizing therefore job creation has become the domain of small and medium sector 
of the economy. And entrepreneurs of SME sector play vital role because SME owners 
unlike large enterprise owners do not have ample resources in terms of capital, human 
and technology. They do not operate under sophisticated means of production, do not 
have skill full human resource and above all operates under poor infrastructure(Kureshi, 
Mann, Khan, & Qureshi, 2009).In spite of large number of boulders in the shape of 
financial, judicial, fiscal and regulatory, infrastructural and human resource constraints, 
the number of SMEs in developing countries is increasing day by day (economic survey 
of Pakistan 2011-2012). Here many questions arise like: Why entrepreneurs are 
investing their money, efforts and time in starting a venture while it is evident that
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chances of success are very low? Why entrepreneurs are taking the risk when gains are 
ambiguous and doubtful? Why entrepreneurs are employing others when their own 
employment is uncertain? Certainly there are some factors that motivate them to take 
risk. 

There are number of motivational theories that discuss the entrepreneurial motivations 
and among those theories Pull and Push drives are most commonly discussed(Orhan & 
Scott, 2001). Economy of every country offers certain entrepreneurial opportunities and 
motivational drives to everyone but only few of them strive for it. It means not every 
person has courage to start business but those who dare may have some distinct abilities 
in terms of attitude or personalities. 

Personality plays very important role in the decision of self-employment. Personality is 
a combination of characteristics that distinguish a person from other. Personality does 
not mean the charm, positive attitude or smiling face of a person only, rather it describes 
the growth and development of a person's whole psychological system(Kinicki & 
Kreitner, 2003). The importance of personality traits and its relationship with the 
decision of starting business and carrying it out successfully has been discussed in many 
researches (Cromie & Johns, 1983; Miner, 2005). Only few researches have focused on 
the relationship of personality and motivational drives(Taormina & Lao, 2007).  
Therefore in current study researcher has focused to explore the relationship of both 
these variables to find that how push and pull factors are influenced by personality 
characteristics of the entrepreneurs for starting their own businesses in context of 
Pakistan.

LITERATURE REVIEW

Push and pull are the factors upon which the entrepreneurial motivations have been 
classified. 

Initial motivations of an entrepreneur to start a business can be categorized on the bases 
of push and pull factors (Buttner & Moore, 1997; Giacomin, Guyot, Janssen, & Lohest, 
2007;Brockhaus, 1980;Carrasco, 2001; Schjoedt & Shaver, 2007; Ismail, Shamsudin, 
& Chowdhury, 2012). 

Job dissatisfaction is caused by different factors like the inappropriate behavior of 
supervisor or co-workers (Brockhaus, 1980), lack of challenging work (Amit & Muller, 
1995) and/or low wages (Giacomin, et al., 2007). According to Mazzarol, Volery, Doss, 
& Thein, (1999) long term unemployment or redundancy pushes an individual towards 
self-employment and the person work out business plan as a last option to get out of the 
current state of gloom (Davidsson, 1995; Evans & Leighton, 1990; Ismail, et al., 2012; 
Startiene & Remeikiene, 2009). 

Money received through inheritance also pushes individuals towards self-employment 
(Jamali, Anka, & Khooharo, 2010).

Traditional theories of entrepreneurship overlooked the factor of work-family issues but 
recent researches have highlighted the importance of this factor (Greenhaus, Collins, & 
Shaw, 2003).

Williams & Round (2009) categorized “desire to have one's own business”, “to fill the 
gap in market”, “to have independence” as pull factors. “Greater control” or 
“autonomy” is often stated as the highest influential pull factor for many people in 
becoming entrepreneur(Shane, Locke & Collins, 2003; Van Gelderen & Jansen, 2006; 
Wilson, Marlino, & Kickul, 2004).
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This self confidence along with independence, agressiveness and high career 
aspirations leads towards self employment (Brockhaus, 1980). Monetary motivation is 
also an important pull factor (Noorderhaven et al., 1999). Although Push and pull 
factors are present in the environment and affect more or less all human being but only 
few of them are attracted by them, it means individuals with certain personality 
characteristics may be more attracted towards self-employment than other.  

Personality can be defined as “combination of stable physical and mental characteristics 
that give individual his or her identity”(Kinicki & Kreitner, 2003, p.165). These 
characteristics include, how one looks, acts, thinks and feels. 

The importance of research in the area of entrepreneurship is underscored intensely 
because Personality traits of entrepreneurs are different from those who prefer 
organizational employment(Beugelsdijk & Noorderhaven, 2005). 

According to few researches successful entrepreneurs exhibit high degree of creativity 
(openness to experience and conscientiousness(Daft & Noe, 2001). Taormina & Lao, 
(2007) study the relationship of personality and motivation but this research was limited 
as it judged personality on three characteristics; achievement motivation, optimism and 
social networking. Current study has used broader personality characteristics to explore 
the relationship. 

Extraversion describes the degree to which a person is active, energetic, talkative, 
aggressive, vigorous, assertive, sociable, dominant, (Goldberg, 1992; McCrae & John, 
1992; Vermetten, Lodewijks, & Vermunt, 2001; Zhao & Seibert, 2006)and status 
seeking (Mount, Barrick, Scullen, & Rounds, 2005).Barrick, et al.(2006) reported that 
entrepreneurial career is more exciting and stimulating that is why it is more appealing 
to extravert personalities. Hence, in the light of above mentioned studies following 
hypothesis can be drawn.

Hypotheses:

Hypothesis 1a: There is a positive relationship between Extroversion and push factors.

Hypothesis 1b: There is a positive relationship between Extroversion and pull factors.

Conscientiousness is the personality dimension that characterizes someone who is 
organized, cautious, practical; hardworking, thorough, systematic andcareful 
(Goldberg, 1992; Vermetten, Lodewijks, & Vermunt, 2001; Wang & Erdheim, 2007). 

Green, David, Dent, & Tyshkovsky(1996) and Begley & Boyd (1988) compared 
founder entrepreneurs with non-entrepreneur and entrepreneurs with managers 
respectively, both found higher correlation of entrepreneurs for need for achievement as 
compared to managers and showed the prominence of this trait in entrepreneurs. Rauch 
& Frese, (2000) also found small but significant relationship between need for 
achievement and emergence of entrepreneur. Thus, I advocate that conscientiousness 
would positively relate to entrepreneurial motivations. 

Hypothesis 2a: There is a positive relationship between Conscientiousness and push 
factors.

Hypothesis 2b: There is a positive relationship between Conscientiousness and pull 
factors.
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Agreeableness describes the human aspect of individuals. It refers to the tendency of a 
person to be friendly, flexible, and cooperative (Costa Jr & McCrae, 1995; Vermetten, 
Lodewijks, & Vermunt, 2001). A person low on agreeableness is hostile, jealous, self-
centered and indifferent (Costa & McCrae, 1992; Digman, 1990). Person high on 
agreeableness are courteous, tolerant, co-operative and soft-hearted (Barrick & Mount, 
1991). In entrepreneurial research this characteristic is not considered significant for an 
entrepreneur (Zhao & Seibert, 2006). Entrepreneurs work in small organizations and 
face many constraints in attaining resources. It is very important for them to have a 
strong bargaining power and should be manipulative to get maximum resources in the 
face of competition therefore they cannot involve themselves in interlocking 
relationships (Burt, 1995). Thus, People high on agreeableness are less likely to 
influence by motivational drives of entrepreneurship.

Hypothesis 3a: There is a negative relationship between Agreeableness and push 
factors.

Hypothesis 3b: There is a negative relationship between Agreeableness and pull 
factors.

Emotional stability entails emotional control and being calm and relaxed that is also 
labeled as neuroticism that is opposite to emotional stability that is to be nervous and 
tense(Vermetten, et al. 2001). Neuroticism represents an individuals' tendency towards 
being anxious, worried, insecure and depressed (Barrick & Mount, 2006). This trait of 
big five model has been more widely discussed in relation to job satisfaction (Judge, 
Heller, & Mount, 2002). Neuroticism is also associated with poor social skills and low 
level of trust (Goldberg, 1992). As the job of an entrepreneur is very stressful, he has to 
face different challenges and unexpected outcome that cause depression, stress and 
anxiety. Therefore an entrepreneur should be emotionally stable.  Hence, in the light of 
available literature and empirical studies it is proposed that neuroticism will have 
negative relationship with entrepreneurial motivations.    

Hypothesis 4a: There is a negative relationship between Neuroticismand push factors.

Hypothesis 4b: There is a negative relationship between Neuroticismand pull factors.

Intellect or openness to experience is associated with creativity, intelligence, 
imagination, and autonomy (Vermetten, et al., 2001). It is related to ingenious thinking, 
artistic creativity and political liberalism (Judge, et al., 2002), imaginative thinking 
(Digman, 1990), curiosity, artistic sensitivity and intelligence (Barrick & Mount, 1991). 

Most prominent element of openness to experience is creativity or innovation and 
entrepreneurs are also expected to bring some innovation in economic activity. Raucha 
& Fresea ( 2007) reported innovativeness as factor most related to entrepreneurial 
behavior.  Openness to experience has the highest correlation than other Big five factor 
with entrepreneurial intentions and performance (Zhao, et al., 2010; Brandstätter, 
2011). Thus, it can be concluded that individuals high on openness to experience are 
more likely to influence by motivational drives.

Hypothesis 5a: There is a positive relationship between Openness to experience and 
push factors.
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Hypothesis 5b: There is a positive relationship between Openness to experience and 
pull factors.

Following diagram supports the relationship between Big Five personalities and 
Motivational drives.

METHODOLOGY

Entrepreneurship is defined as a behavioral characteristic related to perceiving and 
creating new opportunity.  But for practical reasons of measurement in this study we 
will equate entrepreneurs and self-employed by following the example ofAudretsch, 
Carree, & Thurik, 2001; Beugelsdijk & Noorderhaven, 2005;Storey, 1991 and Littunen, 
2000. The data has been collected from a number of SMEs of Lahore, Pakistan through a 
questionnaire covering all the variables of study. BFI scale was used to measure 
personality characteristics. Push and Pull factors were measured using a 25-item scale. 
The major part of the questionnaire is adopted from the scale developed and used by 
Buttner & Moore, 1997. Pilot test was conducted to check the reliability of the 
developed questionnaire. Cronbach's Alpha of Push factor, pull factors and personality 
was 0.82, 0.937 and 0.76 respectively.

Snowball sampling was used to collect data from diverse respondents to get maximum 
level of variety in personality and motivators because most of the SME's of Pakistan are 
working informally and very few of them are registered under chamber of commerce or 
any other regulatory authority of Pakistan

DATA ANALYSIS

Table 1.  Correlation analysis of personality and push factors

**. p < 0.05 *. p < 0.10 
E=extroversion, A= Agreeableness, C= Conscientiousness, N= Neuroticism,                            
O= Opennesstoexperience, JD= job dissatisfaction, SU= Succession, WB= work familybalance

Personality; A Stimulus for Entrepreneurial...

C  2016 CURJ, CUSIT



28

Values of standard deviation are showing less dispersion in the responses of the 
entrepreneurs that means the personalities of entrepreneurs are more or less same. The 
relationship of personality characteristics and push factors are not significant only 
Agreeableness has significant and negative relationship with Job Dissatisfaction.

Table 2.  Correlation analysis of personality and pull factors

**. p < 0.05 *. p < 0.10 

E=extroversion, A= Agreeableness, C= Conscientiousness, N= Neuroticism, O= 
Opennesstoexperience, FI= Financial incentives, SD= Self-determination, CH= challenge

The higher mean of pull factors show that pull factors have significant influence on the 
entrepreneurs as compared to push factors in the decision of self-employment. As 
explained in Table: 04 Significant relationship of financial incentives is found with 
Conscientiousness (r=0.232*) and Openness to experience (r=0.378**). 

Self-determination has significant and positive relationship with Extroversion 
(r=0.246*), Conscientiousness (r=0.260**) and Openness to experience (r=0.233*).  
Challenge has significant positive relationship with Openness to experience 
(r=0.294**) and negative relationship with Neuroticism ® -0.217*)

DISCUSSION AND FINDINGS AND CONCLUSIONS

The main objective of this study is to examine the relationship between personality 
characteristics and motivational drives of the Entrepreneurs of Pakistan. 

Personality characteristics and push factors:

After correlation analysis it has been found that personality characteristics have no 
significant impact on push factors. In the presence of push factors in the environment, it 
is not necessary for any personality characteristics to lead a person towards the decision 
of self-employment. It means push factors sometimes make it compulsion for a person 
to start their own business as they have no other option irrespective of personality 
characteristics of that person. For example if a person lost his job and has no other job
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available or death of family head made obligation for elder child to look after business or 
a mother has to start working from home to fulfill her children financial needs without 
neglecting her household responsibilities. In all mentioned examples business is the 
only available option to them so no matter what type of personality they have; they have 
to take the decision of self-employment.

The only significant relationship found is agreeableness with job dissatisfaction (-
.299**). It explains that the person higher on agreeableness is less likely to be affected 
by job dissatisfaction and have little chances to involve in self-employment. As 
agreeable people are calm, cooperative and flexible therefore they mold themselves 
according to the requirement of the job and rarely take the decision of self-employment. 
So individuals that are low on agreeableness are more likely to start their own 
businesses if influenced by push factors. 

Hence on the basis of our findings Hypothesis 1a, 2a, 4a and 5a are rejected. While 
hypothesis 3a is partially accepted as Agreeablenesshas significant relationship with 
Job Dissatisfaction.

Personality characteristics and pull factors:

Personality characteristics have more significant impact on pull factors. Individuals 
who are high on conscientiousness and openness to experience are more likely to be 
influenced by financial incentives in their decision of self-employment. Conscientious 
people are practical, systematic and forward looking therefore they are well aware of the 
importance of money in their lives. On the other hand Openness to experience 
individualsis creative, imaginative and need innovation in all the tasks they perform. 
While working for someone else they cannot have monetary benefit they deserve. 
Therefore the realization of their talent and its monetary outcomes become a reason of 
self-employment decision for a creative and innovative person.  

Self-determination has significant relationship with extroversion, conscientiousness 
and openness to experience. It means individuals high on these personality traits are 
likely to be influenced by their self-worth and are pulled towards self-employment. A 
person who is ambitious (Extrovert), achievement oriented (conscientiousness) and 
Intellectual (Openness) is influenced by his self-esteem and is more conscious about his 
goals and objectives. Therefore these characteristics with a combination of self-
determination motives can result in self-employment decisions. 

Autonomy and recognition needs can influence a persons' self-employment decision in 
the presence of personality characteristics of emotional stability and openness to 
experience. Neuroticism has negative but significant relationship with challenge that 
mean the person with low emotional stability is less likely to fulfill his need for 
recognition or autonomy and will not involve in business establishment.  

Hence on the basis of our findings Hypothesis 3b is rejected and 5b are accepted while 
1b, 2b and 4b are partially accepted.

CONCLUSION

The basic objective of this study is to contribute to the entrepreneurship literature by 
empirically testing the relationship of personality characteristics with entrepreneurial 
motivations in context of Pakistan. It also highlights that individuals are different in
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term of personalities that can be helpful in predicting that why few entrepreneurs are 
influenced by push factors while others are influenced by pull factors.

This study shows that personality characteristics have not very strong relationship with 
push motivational drives but it has significant relationship with pull factors. The 
hypothesis concerning the relationship of pull factors and personality traits were 
supported which proves that in the presence of pull factors certain personality traits like 
conscientiousness, emotional stability, openness to experience and extroversion, can 
lead towards self-employment decision.

This study has supported the view of Rauch & Frese (2007) that personality traits are 
important in the study of entrepreneurship. The relationships found in this study have 
confirmed that personality of a person has significant relationships with motivational 
factors. Although its relationship is not very strong but it's significance cannot be 
denied. Hence, personality should be taken as an important predictor of entrepreneurial 
process.  

DIRECTIONS FOR FUTURE RESEARCH

This research has studied the entrepreneurs of one city; further researches can be 
undertaken on data from different cities/countries. The findings of this study can be 
validated by using probability sampling. Another avenue of future research which can 
be of supreme importance is to compare entrepreneurs on gender basis by using the 
framework developed in the current study. Moreover, there is a need to see the 
moderating effects of variables that can impact the relationship of personality and 
motivational drives like culture or economic cycle. 
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WORKAHOLISM:  REASONS, INFLUENCES AND 
OBJECTIVE ASSESSMENT OF  NGO EMPLOYEES IN 

PESHAWAR
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ABSTRACT

The primary motive of this paper is to explore the causes and elements that affect an 
individual to show behaviour ofworkaholism and investigate various consequences of 
the concept faced by these complicated individuals in their private and professional life. 
This study will enable the supervisory level personnel of NGOs about the Pakistani 
working culture and its distinctive attributes which enforces one to work relentlessly for 
hours. The assumptions madeare on the basis of gender, nature of work, marital status 
and financial needs which makes a substantial difference in the causes of becoming a 
workaholic. Our research further reveals that workaholism reflects an individual's 
personal inner drive while all the other assumptions are merely justification to prove the 
concept right. These findings are also authenticated by the interviews from the 
managerial level authorities including head of departments, administrative staff and 
superintendents of the particular authoritative bodies. It is also expected that 
workaholics in comparison with non-workaholics are more participative towards 
organizational activities. The study unveiled that being a workaholic does not make a 
person necessarily efficient.

Keywords: 

INTRODUCTION

For the past few decades, the rising trend of workaholic behaviourhas become an issue 
of concernfor the developed countries of the world. China, Japan and Europe are 
included in the array of nations which depicts immense workaholic behaviouramong 
their workforce. Workaholics in general are people working very hard for many hours. 
The question is why people are motivated to work so hard and what positive or negative 
consequences they face because of this extreme attitude. Pakistan and particularly KPK 
with its prevailing instable conditions, economic fluctuations, and ever increasing 
competition is especially affected by workaholism. The issue has recently come under 
renewed investigation and there is still ample room for further research to create 
awareness in the society about this particular work aspect.

Strangely the concept was conveniently replaced with the term 'hard working' and is 
used in a positive, appreciative fashion by masses. Working hard is again a term having a 
wide perspective. The hard worker works in such a way to achieve smarter outcomes. 
Workaholics on the other hand, are 'extremely work obsessed' people who are forced by 
their inner drive to work hard without enjoying it. They are addicted to work
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relentlessly. These people with their negative obsession indulge in unnecessary 
competition and create problems for other colleagues and subordinates too.  According 
to Cherrington (1980) workaholismis an unjustifiable devotion to unrestricted work. 
Workaholic finds it strenuous to take time out for leisure or to divert their choices 
conveniently. These are individuals who spend “more time working and thinking about 
work, than normally required”(Machlowitz, 1980, p.11). Oates (1971) invented this 
term “workaholism”, elaborating it as a frenzied need to work without a break that 
seriously affects health, family ties and self-contentment.

Work obsessives in general perception represent committed, hardworking individuals 
who work day and night to achieve the goals. With this assumption these individuals' 
priority options are always promotions and other incentives. However, these people are 
not able to spend time with their families and friends and are usually seen as individuals 
neglecting their family and freedom. The requirements of a normal life that help 
preserve a fulfilled productive living (Keown, 2007).

Purpose of the Research:

 Purpose of this particular research is the recognition and inquiry of the attitude 
specifically for private non-government organizations functioning in the capital of 
KPK. 

 Most of the gathered data is subjective in nature, but to attain the factual figures, 
mixed method was also utilized. The target respondents are the individuals working, 
at least for a year in the relevant departments. The duration of the current designation 
was also taken into account. 

The Research Objectives Include:

 Define Workaholism in a broader sense and specify the number of workaholics in 
each department.

 It is assumed that a workaholic prefers to work independently and does not show 
reliance on their subordinates/ colleagues/ other team members. If this does not hold, 
then what are the other causes?

 What are the reasons behind the late hour working of workaholics? 

 What are the effects of family history and other associated relations on a workaholic 
personality?

Influence of Workaholism on One's Private Life, Health and Aggregate Productivity:

Workaholics actually are considered as those overly capable, highly efficient and 
extremely hard working individuals who spend their days and nights for the 
accomplishment of their desired tasks. The behaviour though does not tend to impact 
their life in a progressive manner. In fact they tend to face a lot of personal issues, 
diminished health conditions and ultimately less productive performance capabilities. 
Due to their perfectionism they usually face unnecessary competition and a stressed 
working environment. In addition they themselves faces a lot of adverse reactions in 
their daily living including stress, depression, rivalry, anxiety, tiredness and a sense of 
individual complex. The research recognizes this behaviour and its overall reactions on 
person's individual and professional life.

The study used closed ended questionnaires and a direct investigation through face to 
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face interviews as the source of gathering the required data. Some of the managerial 
level staff was asked to fill up the questionnaires resulting in a general provision of idea. 
The process assists in recognizing the workaholics in general. On the basis of this 
identification a further analysis regarding the impacts of workahoilsm on person's 
health, family relations and performance was assessed. The dissemination of 
questionnaires was dependent in particular on the receptiveness of the organizations and 
the response ratio. In addition the personal investigation through interviewing was also 
conducted with the head of the departments to analyse the effects of workaholic's 
behaviour towards their co-workers and subordinates. The authenticity of responses 
was also ensured and the feedback was tested for authenticity that it is free from any sort 
of biasness and nepotism.

LITERATURE REVIEW

The concept of workaholism is still in the process of evolution. Till date we cannot find a 
single concise definition representing the core of the subject. Broadly, the concept refers 
to the over engagement of work. The familiar ingredient in theworkaholism debateis 
that the afflicted individual is highly committed to work investing all the time in it 
(Spence and Robbins, 1992). Mosier (1983) says workaholics used to spare 50 hours a 
week to work. Theircompelled behaviour is not to be evaluated with respect to the 
magnitude of time only (Harpaz & Snir, 2003; Snir & Harpaz, 2004), because then this 
evaluation would be simple.

 According toJacobs & Gerson (2004) ferocity related to work is essential. Thus, effort is 
another element crucial for the assessment of workaholism in a person. This shows the 
magnitude of physical and intellectual strength related to work (Becker, 1985). The 
magnitude of merely time does not assist inclusive and enslaving nature of the concept. 
The addiction to work harder and longer in fact reflects an internal drive of a person that 
cannot be controlled. Other existing factors like relations, marriage and family will not 
act as influencing factors. Workaholism in its broadest sense is the wilful investment of 
enormous time on work associated tasks that its outcome becomes negative for social, 
family, and other activities (Porter, 1996).

The general perception of the subject is contradictory and heterogeneous. On one hand, 
some writers see it emphatically e-g Machlowitz(1980)and Korn et al.,(1987). On the 
other hand, many consider it negatively e-g Oates (1971) and Killinger(1991).In the 
first case workaholics are considered the integral asset who with their devotion 
contributes to the fullest in organizational success while in the latter case they are 
considered obsessive individuals who ignore essentials in their personal life including 
health, family and friends required to maintain a healthy, productive living(Keown, 
2007). The time that a person invests in performing work activities will not inevitably 
result in negativity for organization andthe personhimself (Scott et al; 1997). Some 
people work for hours to fulfil their own satisfaction, gain contentment and inner 
satisfaction through working hard and for elongated period. Machlowitz(1980, p.16) 
believes “as group workaholics are surprisingly happy, they are doing exactly what they 
love - work - and they don't seem to get enough of it”.Some researchers believe that 
workaholics establish an irresistible tolerance towards their work. 

The concept is well delivered in the light of Japan's economy where organizational 
demand for over time, economic conditions and socio cultural environment are the basic
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reasons behind relentless working (Snir&Harpaz, 2006). People engaged with other 
responsibilities cannot get obsessive towards their worke-ga married woman because of 
her household engagements cannot give much time to other things. Whereas, married 
men tends to invest more time in work because with increased number of dependents he 
has to fulfil greater responsibilities. Similarly, non-government employee's usually 
works more as they have to earn substantial repo to remain in the industry. On the 
contrary, government employees because of the phenomenon of job assurance tend to 
show carefree behaviour towards their responsibilities. Workaholismcan be a result of 
previous bad experiences faced in life.

Another major cause provoking the workaholic behaviour includes organizational 
culture,which supports workaholism by encouraging and rewarding the workaholics. 
They try to motivate workaholics by considering them as an asset for their workplace. 
As compared to others, these individuals are a step ahead to qualify for promotions, 
acknowledgement and career enhancement chances. The increased utilization of 
communication technology also reinforces workaholism. Employee turnover and 
downsizing is also an element which burdens few with more work load. Some 
organizations supports long working durations and sacrifices to achieve success and 
productivity (Hochschild, 1997).

The General Society examination conducted in Canadain 2005 by Keown (2007) 
unveiled that one third of 19-64 aged on job Canadians recognized themselves as 
workaholics. They in addition also revealed their dissatisfaction towards prevailing 
working environment which restricts them to spend less time with their families and 
friends. They in general felt the lack of balance in their lives. Workaholics though invest 
more time but tend to get less satisfaction than non-workaholics. Workaholics in general 
face health issues such as stress, fatigue, psychological disorders, anxiety and 
psychosomatic symptoms. Stress is thebeginning of other chronic diseases including 
high blood pressure and heart problems. Stress also effects on the immunity which 
makes workaholics defenceless for other disorders. Workaholics with their extreme 
attitude could not drag themselves from work which results in intense exhaustion (Taris, 
Schaufeli &Veroeven, 2005). They become drained due to extreme work durations and 
makes exaggerated demands (Schaufeli, Taris& Van Rhenen, 2008).

 The extreme impact of workaholism is best depicted by Japanese scholars, who use the 
word “Karoshi” which symbolizes death from over work. Due to increased 
workaholism, one may experience disequilibrium in personal and professional life. 
Thus, they will face personal life failures including divorces, spoiled children, less 
enthusiasm about their life and less interest in a marriage contract (Robinson, Flowers & 
Carols, 2001). Their personal life hurdles will finally affect their lives adversely. 
Workaholics are just hard workers and they absolutely do not work smart (Schaufeli et 
al; 2006).

They are problem creators and increase issues for their co-workers due to their 
perfectionism. They do not possess team oriented approach and always restricts others 
to follow their standards and directions. Their team members on the other hand also 
avoid working with them because of their obsessive perfectionism.Mudrack (2004) 
considered them intruders who always poke their nose in other's business. Mudrack & 
Naughton (2001) integrates these two attributes discussed above in accordance with 
obsessive-compulsive personality attributes. Summarising, workaholics keep a 
stubborn, dictator kind of personality who tries to give more input than desired by an

Shakeel Khan et al. 

C  2016 CURJ, CUSIT



41

organization (Porter, 2006), hampering work productivity (Fassel, 1990), because over 
burden impacts the quality of theiroutput (Burke, 2001). 

METHODOLOGY

Procedures:

The investigation takes into account both the subjective and quantitative strategies. In 
other words a hybrid strategy is used to conduct the study. The data was collected 
through random sampling.The research targeted various multinational and local NGO's 
operating in Peshawar. Questionnaires were completed by the supervisory, upper scale 
management of targeted companies. A direct investigation was used by personally 
visiting the places and getting the questionnaires filled at the spot from 65 employees. 
The questionnaire comprised of five parts serving a distinct objective for each one. 
Every part contains interrelated sets of questions. The data gathered was investigated to 
determine whether each part influences the supported assumptions. 

Head of institutions were interviewed personally to gather information about their 
organizations and also to cross check the replies given by their managers. Directors 
were also asked for feedback apropos the subject and they were also welcomed to 
suggest possible remedies.

Acceptance or rejection of hypothesis was entirely based on equating it with the 
predetermined standards. The investigation is further aided by various relevant data 
presentation tools. The results are equated with the inputs given by directors in their 
interviews. Statistical treatment was applied for authenticating results. As it's a group 
investigation, thus each group and its members have played an important part during 
this research commencement. Each member was assigned a role on the basis of their 
interests and the particular area of study in which they excel.

Significance of the Study:

Life of a human being is full of desires and passions which can be attained only if a 
continuous effort is done. Ultimately, to satisfy those needs, that effort becomes the core 
objective of one's life. The term workaholism is easily recognized and accepted in the 
first world countries like America, Europe and Japan etc. In the recent years, a vigorous 
trend has been observed in this behaviour which is of much concern as this is making an 
adverse effect on human life medically, socially as well as psychologically. Research 
studies are being done to minimize these hazardous conclusions in a human life.

As far as Pakistan is concerned, the conviction of workaholism is still indistinct. 
Working for long hours and avoiding their personal and physical life is always 
appreciated. This study is mainly focused to raise the awareness regarding 
workaholism. It is essential that the people who are responsible to manage different kind 
of organizations can differentiate between hard workers and work obsessives. This 
research also assists in introducing the neglected aspect of work attitude in terms of 
human resource. Efforts can be made to identify the detrimental consequences of this 
complex attitude in organizations. Policies and procedures can be amended to manage 
work maniacs.

This study focuses on the few factors that are influential enough to turn a person into 
workaholic including financial dependents, family background, organizational culture, 
type of job, work stressetc. Moreover, the investigation figures out the impact of 
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workaholism on their relationship.

This research paper presents a unique and contemporary idea of workaholismin the 
environment of Pakistan. In contrast to the developed countries around the globe, 
workaholism causes and repercussions are quite different because of certain variations 
in norms and culture. Therefore, the conclusions are that the methods of dealing with 
workaholics in Pakistan will also vary from the developed world. We believe that with 
the increasing awareness regarding workaholism it would become essential for 
organizations and business concerns to deal with this phenomenon.

Limitations: 

Data collection was the most difficult step due to the lack of time and resources. As the 
academic activities are supposed to continue along with this project large amount of data 
could not be gathered. Most of the non-governmental organizations were reluctant to 
support and some could not be accessed due to prolonged contact procedures. Some 
organizations that were accessed were having limited employees and so is the number of 
recipients. Peshawar is the region which is also exposed to certain security issues that 
refrains the international organizations to respond promptly and in a positive 
manner.Due to the lack of financial help, we could only get support from the 
approachable areas of Peshawar. Organizations pertaining to high risk areas were also 
avoided because of security reasons.

DATA ANALYSIS

Post analysis findings/evaluation of questionnaires can be best illustrated by tabular and 
graphical representation depicted below.The questionnaire comprising of twenty nine 
queries was sub divided into five parts. The primary information regarding respondents 
consisted of basic information including name, age, marital status, gender, financial 
dependents, particular workplace, and current working post etc. Thegathered 
information aimed at assisting the research procedure. The diagrams shown in figures 1 
and 2 above represents the ratio of respondents who filled these questionnaires and 
became part of an investigation.With respect to the assumptions, the questionnaires 
were also assessed by taking into consideration the details regarding the particular 
department and number of workaholics present in that particular department. 
Administration and Accounts are considered isolated departments because of their 
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viability and importance in the organization. All the other departments, including 
training and mobilizers etc. are merged under the head of Human Resources 
section.During research it was seen that a single person standalone is responsible to 
supervise various departments in an organization. This happens commonly in most of 
the institutions in Pakistan, due to insufficient working knowledge, lack of relevant 
training and above all the prevailing inflationary pressure in the country. Figure 2 
depicts the percentage ratio of workaholics to non-workaholics with respect to their 
relevant departments. The findings can easily be evaluated from the demonstrated 
figure. Majority of workaholics can be seen in Finance and Accounts department. 

Figure 3 unveils gender based classification. It is quite obvious from the picture that 
workingwomen tends to be more workaholic in comparison to male workers. These 
findings are based on isolatedclassification for both the genders. 

Followed by, Figure 5 depicting the ratio of both workaholics and non-workaholics with 
respect to their education. This classification is done without considering their majors; 
rather they are enlisted in a single representative category. For instance all 
honours/bachelors level respondents are represented in one heading. Same goes for 
Masters. Respondents who have not earned a formal bachelor's degree but have 
acquired bachelor's equivalents are placed in diploma's category. In the same way those 
who have not accomplished their bachelors yet or are in process are enlisted in others 
(less than bachelor's) column. Similarly, workers who have received their above 
graduate degrees are added in others (Advanced than Masters) category. The section 
encompasses all the literary persons, investigators and workers having certifications 
above the Master's level.
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Figure 6 demonstrates the affiliation of non-workaholics and workaholics in accordance 
with the marital status they possess. The figure clearly depicts that majority of married 
men reflects workaholism in their behaviour. One of the basic reasons is the financial 
dependents whose responsibility directs married professionals to work for longer hours.

FINDINGS AND CONCLUSIONS

On the basis of this comprehensive research, we are able to conclude with some results. 
Surprisingly, the least number of workaholics were observed in the Administrative 
section;Human resources possess second highest number of workaholics whereas 
Finance department tops the list having majority of workaholics. Figure 2 depicts this 
concept graphically.

In the light of the drawn conclusions, the assumption can be made that obsessive 
working behaviour might be the influential factor behind slow and delayed working of 
Finance department. Workaholics with their extreme attitude concentrate on hard work 
instead of working smart. This leads to their inefficient productivity. Thus, managerial 
level staff should deal with workaholic's in order to reduce inefficiencies.

Another finding include that workaholics are highly influenced by their financial 
dependents. During research it is observed that a person with greater financial 
responsibilities yields aggressive workaholism. To meet their purpose, workaholics 
generally tend to work harder and longer. Single parents because of their increased 
responsibilities try to increase their working levels as compared to others. Due to weak 
marital laws in Pakistan, a single parent needs to bear all responsibilities of his/her 
children unlike foreign countries which enforce both the separated partners to share 
their duties. Females with married children also yield to have free time to work 
professionally. Culture also plays a vital role in this regarde-gin Peshawar a general 
approach of women is to stay at home and serve their families instead of taking some 
time out for herself.

Workaholism develops by just taking work as a hobby but later itbecomes a habit and 
addiction. The evaluation revealed that workaholics consider their work a priority over 
other things without realizing how adversely this approach is affecting them. Few of 
them accepted the fact and have shown willingness to change or compromise while 
some of them didn't accept the fact that their attitude is spoiling their personal and 
private life.

It is thus, concluded that overall performance achieved by workaholism is either just 
satisfactory or below average. Because of their over working habits they sometimes do 
irrelevant workduring the working hours which ultimately results in late submissions. 
Another interesting finding reveals that most of the workaholics are from the 
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background who wanted to make money out of their hobbies. Due to their interest in 
their work, they often prefer that over other things in life. This give them pleasure and 
contentment. This trend is mostly seen in international non- government organizations.

Generally, workaholics are considered those individuals who extend their working 
hours and tend to invest more time in their work. The research, though, proved the 
concept to be a mere misconception. During research it was observed that workers who 
work in their scheduled time slot also act as workaholics. Various factors are involved 
which influence one to act this way including future worries, jealousy, professional 
consciousness etc. The trend is common in private organizations where promotions and 
incentives are based on performance and devotion. To get the purpose, workaholics 
generally work extremely hard to show their devotion and excellence in front of their 
superiors.The results could not find anything eminent with regard to person's brought 
up. It all just happens because of an individual's own choices and preferences.

Gender, doesn't reflect any noticeable additional implications. A slight difference 
though can be recognized from graphs. It was also observed that married persons seem 
to show more workaholism as compared to singles. The difference however isn't very 
clear but still it reflects the real life conditions in our society. Having more financial 
dependents also forces a person to drive towards workaholism.

All these impacts on one's professional life, also influences one's personal life in a 
negative way. A workaholic person generally faces a lot of health issues and fatigue. 
Getting less time to get relax and with exhaustive working hours, a workaholic tends to 
give very little time to family and friends. As humans are considered social animals, 
they need to interact with other members of the society to share and learn. Workaholics 
with their obsession are not able to socialize at all.

IMPLICATIONS OF FUTURE RESEARCH

The research was conducted at a limited scale with few inputs in hand. Access to many 
organizations was also restricted. The study thus can assist future investigators studying 
the workaholic's attitudes, reasons and reactions in the perspective ofculture and 
traditions of Pakistan.

The concept is exceptionally wide with many details yet to get unveiled. When 
studiedin-depth with more resources it will surly help organization in better 
management of their human resources. The multinationals can also benefit from the 
concept as this will guide them through the ways of dealing with this particular mind set 
especially in, KPK, Pakistan.
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ROLE OF BRAND IMAGE ON BRAND EQUITY: A 
COMPARATIVE STUDY OF PUBLIC AND PRIVATE SECTOR 

HIGHER EDUCATION INSTITUTIONS OF KHYBER 
PAKHTUNKHWA
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ABSTRACT

With the rapid expansion of higher education institutions (both privateand public) and 
globalized competitive world, particularly in the Pakistani context, marketing a HEI 
brandturn out to beexceptionallyessential. Strong brands are a source of craftingand 
augmenting a brand's perceptions amongst stakeholders. These perceptions are crucial 
inpersuading behaviors and enactment of an institution. Hence, brand image which is 
defined as the perceptions of consumers about a brand is strategically important in 
persuading consumers' decision making. Thepurpose of this paper is to examine the 
impact of brand image on brand equity in higher education institutions from the current 
student's standpointand compare the brand equity of public and private sector HEIs in 
the emerging market of Khyber Pakhtunkhwa (KP) Province of Pakistan. A substantial 
similarity exists in the respective students' contemplation measures for private and 
public HEIs; nevertheless, earlier research submits that there are 
certainconditionswhich seemto be evaluated differently by students for public and 
private sectors.The suggested frameworkhighlights how brand image can be used to 
assess HEIs' brand equity and whether students perceive  public sector HEIs differently 
from private sector and vice versa. This study will pave way towards extending the 
existingknowledge in gauging the brand equity of HEIs and build quality education 
brands. A quantitative research approach was used in collecting data with the help of a 
survey questionnaire from a large sample of n=765 students currently enrolled in the 
various public and private sector universities of KP.According to the findings of this 
research there is a wide-ranging support for the conceptual model showing a significant 
and positive relationship between brand image and brand equity of higher education 
institutions. It is thus established that the integral consequence of the study offer ample 
evidence of differences in branding between public and private sector higher education 
institutions.

Keywords: Brand, Brand Equity, Brand Image, Higher Education Institutions, Khyber 
       Pakhtunkhwa.

INTRODUCTION

Seeking higher education is a rare commodity and those who decide to pursue higher 
education tend to be quite genuinely concerned about the quality of education they 
receive as their future is at stake. Lepak, Smith and Taylor (2007) argue that students 
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students after experiencing the brand develop perceptions about the quality of their 
learning experience. Hence, Noor Hasni and Alliah (2009) contend that it becomes a 
moral compulsion on behalf of the HEI to establish a strong and vibrant brand. 
According to Berry (2000) a strong brand is an assurance by the HEI for service 
satisfaction. Although, realized by many, the key marketing decision makers appear to 
be not so successful in delivering on the satisfaction promise (Kay, 2006). 

Developing empathy of consumer's perceptions is crucial for organizations looking to 
design a branding approach (Angulo, Pergelova, &Rialp, 2010&Iuliana&Mihai, 2011). 
The process sanctions organizations to exactly define consumersand offers them the 
capacity to moldsubmissions to better ensemble their targetaudience.Thus, identifying 
students based on their requirements, perceptions, andexpectations better apprises 
higher education decision makers.A sizable amount of agreement exists in the 
prospective students' thoughtsabout private and public HEIs, yet there are certain areas 
which are apparently evaluated inversely by students for public and private sectors. 
Theoryand research advocate that the better the understanding of consumer choices and 
decisions, the more prosperous the institution is expected to be(Angulo et al., 2010, 
Rogers, Finley, & Patterson, 2006).Yet, in spite of its academic importance very little is 
done in highlighting current student's perceptions about a university brand viz a viz 
private and public sector HEIs especially in the empirical context of higher education of 
Pakistan.

Pakistan's HE is a market full of potential and challenges which has a blend of public and 
private HEIs. In the recent past, Pakistan has experienced some amazing developments 
in the HE sector. The Higher Education Commission of Pakistan (HEC) is a custodian 
for regulating the universities in Pakistan and is responsible to help universities 
developinto the hubs of excellence in higher education and research. Since the year 
2003, higher education in Pakistan has witnessed a staggering growth in university 
enrolment from 135,000 to 400,000 in the year 2008 alone.Likewise, there has been a 
substantialprogress in research publications rising from 600 per annum in 2003 to 4300 
in 2008 (Atta-ur-Rehaman, 2012). 

Contrary to United States where public sector universities were established many years 
after private sector universities (Dholakia&Acciardo, 2014), in Pakistan, public sector 
universities dominated the higher education market and enjoyed full support from the 
government sector. However, with a great surge in students seeking HE private sector 
HEIs emerged in great numbers as an alternate solution (Atta-ur-Rehman, 2012). 
Recently, with the auspices of the provincial government and patronage from HEC 
several universities in public and private sectors were established in the KP. A good 
number of public sector HEIs were established in almost every district capital of the 
province. Similarly, there has been a mushrooming growth of private and affiliate 
institutes as well. According to Atta-ur-Rehman (2012) fifty one universities and degree 
awarding institutions were newly formed and eighteen new campuses of existing 
universities were established during 2003 to 2008 alone. 

The public sector universities are run as non-profit organizations mostly funded through 
the HEC. Whereas, the private sector universities are mostly maintained and funded 
though their indigenous resources.The private sector universities are usually indulged 
in aggressive marketing campaigns in order to boost up their enrolments. At times, this 
gives way to a negative perception about private HEIs believedto be more concerned 
with their profitability by charging higher fee and less emphasis on education quality. 
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In such a competitive scenario, HEIs have realized that in order to survive they need to 
market themselves more effectively. As per Keller (1993) there are times when old-
fashioned marketing techniques might not quite do the job in delivering satisfaction, 
hence, room for more creative marketing practices. This clearly indicates that 
educational decision makers are quite at loss in dealing with HE market. 

Higher education is a market that is in a persistentchange especially in Pakistan where 
HE does not have a strong base.Thus, in order to cope with competitive pressures and to 
avoid treating HE at par with other commodities which aim at merely making profits 
(Noor Hasni and Alliah, 2009) marketing decision makers in HEIs ought to develop 
better understanding of their services. This means delivering on the promise of good 
quality education. 

Branding and particularly brand equity is one of the most prudent areas where marketers 
can focus in order to improve the service quality. According to Heding, 
Knudtzen&Bjerre (2009) the value creation emanates through building brand 
equity.Notwithstanding the significance of brand equity, researchers are yet to 
presentrich brand management judgments especially in the HE sector (Kay 2006). 
Moreover, with different conditions there are signs that public and private sector HEIs 
operate in different set of considerations and hence evaluated differently by the 
students. Hence, the author of this study feels that there has to be a different set of 
branding strategies for private sector HEIs as opposed to the public sector HEIs. 
Likewise, the introduction of newly established universities especially in the public 
sector has given a new dimension to HE in the province. 

The current research explores the current student's perceptions of public and private 
HEIs and embracing marketing and more precisely a branding approach. The research is 
intended to discourse a void recognized by Chapleo (2010) who described that an 
appraisal of the literature appears to propose an “apparent deficiency of knowledge 
underpinning the exact aims of HEIs branding programs”. Thus, this research aims to 
fill the gap through its contribution to the marketing notion by examining the impact of 
brand image on brand equity of public and private sector HEIs in KP, Pakistan. 

Branding In Higher Education

 Branding HEIs has remained anargumentativematteras some of the 
researchers doubt the importance of branding to HE sector (Jevons, 2006). Opoku et al 
(2006) contend that the concept of branding applies to HE as well as any other sectors. 
Others, however, reason that branding HEIs is relatively more complex and therefore, 
conventional branding techniques are inadequate for HE sector. The argument is that 
branding techniques have been copied from the business sector and are therefore, not 
applicable to HE (Maringe, 2005; Jevons, 2006). Consequently, despite of a number of 
empirical studies the idea of branding HEIs has hardly made a mark on HEliterature 
(Hemsley-Brown and Oplatka, 2006). Yet, there seems to be a consensus on the need to 
manage HEIs like corporate firms which pretty much settles the contention (Whelan and 
Wohlfeil, 2006). 

In reviewing higher education market, a number of authors have doled out their theories 
regarding the notion of brand equity in HE. Considerable amount of the texts in this 
purview concentrate on issues that impact university-brand preferences. Some of them 
dealt with segmentation feasibility within universities (Bock, D.E., Poole, S.M., & 
Joseph, M., 2014). Others deal with individual characteristics such as ethnicity, religion,
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age, sexual category, and educational aptitude (Dawes & Brown, 2002, &Menon, Saiti, 
&Socratous, 2006). Few have targeted institutionalcharacteristics (Joseph, Mullen, 
&Spake, 2012, Judson, James, &Aurand, 2004). 

While, others have focused on students experiences (Binsardi&Ekwulugo, 2003, 
Lockwood &Hadd, 2007) and institutions' academicrepute (Conard&Conard, 2000). 
Whereas,all of aforementioned scholarships deliberateon demandside dynamics they 
are also understood to have bearing on supplyside factors (Hemsley-Brown &Oplatka, 
2006).In a series of studies several authors have proposed classifications of brand 
image. For instance, Park, Jaworski, and Maclnnis (1986) have identified Functional 
brand benefits as a defining construct of brand image. Keller (1998) and Chang (2006) 
have suggested product-related attributes and non-product-related attributes as 
dramatic characteristics of brand image. Whereas, Chen (2008); Temple (2006) have 
termed symbolic brand benefits as a useful component of brand image. To differentiate 
it further Keller (2001) has operationalized brand image as a multi-dimensional 
construct encompassing four variables and are adopted for measuring responses for the 
current research are product-related attributes, non-product-related attributes, 
functional brand benefits, and symbolic brand benefits. 

However, to the finest of our understanding, there is only one study that come close to 
the current study which has empiricallyexamined the impact of brand meaning on brand 
equity in the public and private sector universities in the Malaysian market (Goi&Saleh, 
2011). The paper focused on the role of brand meaning on brand equity of HEIs. Hence, 
the author of this study has identified a gap to study the role of brand image on brand 
equity in public and private sector HEIs in Pakistan. The research will further go on to 
suggest that there are certain conditions that seem to be diversely significant in students 
perspective in view of the kind of institution (public or private). 

THEORETICAL FRAMEWORK

This research is based on Keller's (1993) model, according to which brand equity is 
determined by a dualistic framework of brand awareness and brand image. Berry (2000) 
contends that brand equity is influenced by both brand awareness and brand image. 
However, brand image is a reasonably stronger determinant of brand equity than brand 
awareness.  According to the empirical findings of Mourad et al (2010) brand image 
along with brand loyalty and perceived quality is more important in defining brand 
equity as compared to brand awareness. In particular, brand image plays an instrumental 
role in determining brand equity as it reduces the risk that is associated with service 
consumption since the quality cannot be assessed until the service is consumed (Chen, 
2008). Aaker (1991a) has defined brand image as associations that customers build with 
a brand. Whereas, brand association is somethingabout a brand that is tiedwith memory 
and may include a number of attributes such as brand name, perceived quality, product 
attributes and benefits.  The conceptual model is based on a number of factors discussed 
next. 

Product-Related Attributes:

Keller (1993) in his famous study has defined product-related attributesas 
“characteristicsdeemed essential for a product's performance”. They are primarily 
concerned with the physical formationof a product deemed necessary to perform a
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function. Quality of education and physical infrastructure are some of the important 
product-related features (Chen, 2008); (Kurz et al., 2008).However, Booth (1999); 
Chen (2008) have suggested tuition fee and after sales service as other noteworthy 
features. Admission criteria, graduate employment rate, and breadth and depth of 
courses offered are some of the additional product-related attributes mentioned by 
several researchers.

Non-Product-Related Attributes:

Characteristics that are related externally to a product's purchase are regarded as non-
product-related attributes (Keller, 1993). They are directly related with the different 
features of the service provider. Booth (1999); Chen (2008); Cheng and Tam 
(1997);Kent et al. (1993); Kurz et al. (2008); Scott (2000) &Smith and Ennew (2000) 
have proposed student-faculty interaction, location, size, and history of the service 
provider as some of the note able non-product-related features. 

Symbolic Brand Benefits:

The symbolic attributes as maintained by Chen (2008); Scott (2000); Temple (2006) 
depict the overall standing of a university and relate to brand identity and brand 
personality.The brand personality according to Plummer (1985) is the personal 
character of a brand. It reflects emotions reflected by a brand and pertain tothe extrinsic 
benefits of a service such as social approval. Personality traits such as sincerity, 
competence, sophistication, excitement, and ruggedness proposed by Aaker (1997) in 
the famous study of big five forces model are used to determine symbolic brand benefits 
for the proposed research.

Functional Brand Benefits:

According to Keller (1993) the functional benefits relate to the intrinsic features of 
product or service consumption such as physiological and safety needs associatedwith 
the product-related attributes. 

Materials and Method:

This study is concerned with the service sector in general and HE in particular. Despite 
its huge potential there is little empirical evidence linking student's brand image to 
brand equity in HE (Palacio et al., 2002) especially in the context of HEIs in Pakistan.

An Investigation Into the Structuralrelationship...

Figure 1. Schematic Diagram

C  2016 CURJ, CUSIT



53

Salman Bashir

Hence, the empirical setting chosen for this study is Pakistan HE market in the context 
of Khyber Pakhtunkwa Province. This a potentially good setting with a blend of public 
and private sector universities located at almost every district capital of the province.

The population of the study included 24 HEIs issued charter by the provincial 
government of KP or federal government. Due to non-accessibility of author to some 
areas owing to time and logistics constraints and prevailing law and order situation only 
12 HEIs were selected in the sample frame from both public and private sectors of the 
HE market of the KP province. Exactly seven of the HEIs were selected from public 
sector and five from private sector.

After having collected the list of all enrolled students from the university admissions 
department eleven hundred students (respondents) were selected in the sample frame. 
The respondents were selected on the basis of having been enrolled in the university for 
at least one year with the concerned HEI. This wasdone so in order to ensure the validity 
of their responses. Thus, only those students registered in the second, third and final year 
of undergraduate and final year of graduate programs were approached for data 
assemblage. Hence, simple random probability sampling was deemed a relevant 
technique for data collection, allowing all elements of the population equal chance of 
being selected. A standard rule of 8n + 50 proposed by Guar & Guar (2006) was used for 
sample size determination.

Overall, eleven hundred (1100) questionnaires were distributed, out of which seven 
hundred and sixty five (765) responses were estimatedas useable yielding a response 
rate of 70%. The 500 questionnaires strewn in the private sector 365 responses were 
judged as valid. Only 400 out of 600 distributed in the public sectorwere valid. 

 Data collection method included a structured questionnaire administered to 
the respondents on the respective campuses. The data were collected within a span of 
seven weeks beginning from January 15, 2014 to March 07, 2014. The measurement 
scale used in the study is based on five-point Likert Scale where 1 is anchored as 
strongly disagree and 5 as strongly agree.

Measurement and Instrumentation:

The instrument was adopted from some of the earlier studies which demonstrated high 
validity and reliability values. The main variables used for the current study were brand 
image as predictor variable and brand equity as criterion variable. The brand image facet 
was further explained through product and non-product related attributes, symbolic and 
functional brand benefits. 

The five items developed to measure brand equity have been adapted from Yoo and 
Danthu (2001)'s fourteen point scale which were deemed reliable and valid by 
Washburn and Plank (2002). The twenty items developed to measure brand image were 
adapted from Mourad, Ennew, and Kortam (2010).

Validity of Scale:

Construct validity is a good measure of calculating the abstract nature of the 
instrument.In order to calculate the construct validity of the instrument an inter-item 
consistency test was applied. With the aid of inter-item correlation matrix, correlation of 
every item was assessed against the aggregate of the other items.
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Reliability of Scale: 

A Cronbach's alpha test was conducted to test the reliability of the scale. Results 
demonstratedan overall Cronbach's alphavalue of above 0.7 which is a satisfactory level 
(Table 2).

A sample profile of HEI respondents (Table 3) was conducted that revealed the 
following facts: the overall male respondents were approximately 75% (78.4% private 
sector and 72.3% public sector) and female approximately 25% (21.6% private sector 
and 27.7% public sector). Almost 97% of the respondents were in the age bracket of 18 
to 30 years (98.8% private sector and 95.4% public sector). Similarly, the education 
level of the respondents revealed that overall 71% were at the graduate level program 
and 23% at postgraduate program.

Results:

With the help of T-test differences between the brandimage of public sector HEIs and 
private sector HEIs were computed based on mean change in brand image and brand 
equity. The test results are depicted in Table 4 below.
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Table 1. Correlation Matrix of All Variables (N=765)

Table 2. Reliability of Measurement Scale (N=765)

Table 3. Sample profile of HEIs respondents (N=765)
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The test is significant t (289.9) = -2.59, p<0.01 for brands image and t(309.8) = -3.01, 
p<0.01 for brand equity (Table 4). The mean of public sector HEIs is 3.54 whereas the 
private sector HEIs is 3.91. This shows that there is a significant difference between the 
brand image and brand equity of public and private sector HEIs. The results indicate that 
the acceptability level of students for private sector HEIs exceeds that of public sector.

The hypotheses were also tested for role of brand image on brand equity with the help of 
multiple regression analysis. As depicted in Table 4all the hypotheses were 
substantiated. As a whole, the individual contribution of non-product related attributes 
(β=0.41), and symbolic brand benefits (β=0.39) have a higher impact on brand equity as 
compared to product related attributes (β=0.29) and functional brand benefits (β=0.31). 
The model exhibited an overall variance of 67% in brand equity. The variance of public 
sector HEIs (r2 =.51) issignificantly less as compared to private sector (r2 =.74). This 
can be explained due to the relatively less individual influence of product related 
attributesfor HEIs of public sector (β=0.30) whereas, for HEIs of private sector 
(β=0.43). Similarly, the influence of functional brand benefits on brand equity is 
relatively low for HEIs in public sector (β=0.18)as compared to HEIs of private sector 
(β=0.22). The impact of non-product related product related attributes on brand equity is 
higher (β=0.31) for public sector HEIs, and (β=0.44) for private sector HEIs, similarly, 
impact of symbolic brand benefits on brand equity is higher (β=0.33 for public sector 
HEIs and β=0.43 for private sector HEIs).

DISCUSSION

In the light of the findings for testing the relationship between brand image and brand 
equity of HEIs, the non-product related attributes and symbolic brand benefits are 
identified to be the strong predictors of brand equity. Further, the results showed that 
functional brand benefits are strongly predicted for brand equity of public sector HEIs. 
Thisindicated that public and private sector HEIs should not be considered as similar in 
all respects and therefore, different strategies should be adopted for different services 
(Lampo, 2001; McDonald et al., 2001). Results also confirm the earlier findings of 
(Chapleo, 2006) that public sector HEIs in so many respects are similar to non-profit
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brands. The results confirm that private sector HEIs have different set of circumstances 
and therefore, demand a separate set of considerations. This study fully supports the 
contentions put forth by Yussof (2003) that students have different perceptions for 
private and public sector HEIs.

In a more academic sense, the results suggest that unlike other services branding where 
generalization is the norm, it is hardly the case in HE field since the public and private 
sector institutions have different operational requirements. Hence, suggested that 
because of the unique nature of HE researchers and practitioners should focus on the 
specific characteristics of the HE services. It is also confirmed through this research that 
one must refrain from the assumption that the services have a generic nature and that the 
theories could be generalized for all services.

From an applied point of view, the research findings propose that the educational 
managers should set different priorities in setting branding goals and strategies. Non-
product attributes and symbolic brand benefits are deemed to play a vital role in building 
brand equity in private HEIs and functional brand benefits are more useful in public 
sector HEIs. 

Managers in the private sector HEIs seems to have got the joke already as they over the 
past few years strived to enhance their brand equity and in doing so they have 
dramatically increased student enrollment. Managers in the public sector HEIs could 
learn from the research findings to extend greater efforts in enhancing their image and 
improve their ratings. This is clear from the fact that students do not foresee public 
sector HEIs as doing a great job in performing their services. The public sector HEIs 
may need to work towards enhancing their brand image by leveraging the mass media 
and participating in community programs. By doing so they may attract more foreign 
students in addition to the locals as the public sector HEIs may be better suited for this 
job having the direct support of government. Yet, this study points out that the students 
are the primary customers and it is them who determine the brand equity against the 
value proposition by the HEIs. Therefore, brand managers should focus on their service 
and value and not make the mistake of treating education as a mere commodity 
(Gummerson, Lusch&Vargo 2010, p.8).

This study is subject to a number of limitations. For instance, students were selected 
from the faculty of management sciences only contrary to all departments as originally 
planned. This was due to the fact the HEIs in particular have a vast number of 
departments and it was practically not possible to make the representation of students 
from all departments. Furthermore, HEIs from some parts of the province could not be 
included in the study due to security concerns.

FUTURE RESEARCH DIRECTIONS

Additional studies may be undertaken to suggest further implications for marketing 
strategies and tactics in the HE industry. Undoubtedly, previous research could come 
handy in this endeavor. A better choice criterion can be established for brand identities 
such as brand name considerations as it pertains to brand image. Moreover, a separate 
study can be conducted on the role of brand awareness dimension of HEIs since it plays 
a major role along with brand image in determining brand equity. Role of various other 
brand identities such as logos, symbols, trademarks, and slogans can be identified to see 
how their differential effects brand equity. Elementsprompting the favorability,
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strength, and uniqueness of brand associations should be explored along several 
different lines. For example, which categories of associations are producedwith ease by 
marketing mix components that are likely to affect customer brand choice? Similarly, 
the tradeoffs between cost and benefits involved in leveraging brand associations can be 
explored to see their viability.Finally, in addition to the customer-based perspective, 
researchers could develop a firm-based perspective and even financially-based 
perspective of brand equity.
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ABSTRACT

This paper measures the service quality of private higher education sector of Peshawar, 
Pakistan with the help of famous SERVQUAL model. Quantitative approach adopted 
for measuring service quality by allocating 205 instruments among the students of three 
private universities and institutions of Peshawar. Data collected and analyzed through 
SPSS and revealed that student's expectations are higher than their perceived service 
quality in education sector. We got negative signs for all the servqual dimensions. The 
difference of the perceived and expected mean found to be -0.97. The highest split means 
for “responsiveness” which is -1.1 and the lowest is -0.748 for assurance. 

Keywords: Servqual, Higher Education, Universities

INTRODUCTION

There is no doubt that, Higher education plays an imperative role in heightening of an 
individual's quality of life. The scrutiny of service quality has got ampleconsideration 
and become an important issue nowadays. Service quality is different from product 
hence difficult to measure. Groonos, (1984) described 2 facets of service quality such 
as; technical quality and functional quality. According to Parasuraman, Zeithaml, and 
Berry, (1988) service quality is the expectation of customers further more they 
explained that customers are having expectations from service providers and if 
perceived service quality is meeting or exceeding their expectation they would be 
delighted and if less than expectations, it will create disappointment.

Higher study in Pakistan is playing a vital role in the community development. There are 
156 private and public higher education universities and institutions in Pakistan, out of 
which 87 are public and 69 are private universities and institutions (Higher Education 
Commission Pakistan 2014). Higher education universities and institutions are mostly 
offering Bachelor, Master, Master of Science (MS) and PhD in different subjects.

There is continues demand of skillful and competent human resource in different sectors 
of Pakistan. But the question is whether they are getting such education in the Country. 
For this reason there is a need of a research to measure the quality of these educational 
institutions and give recommendations on such basis.

1.1.  Propose of the Research:

The primeaimof this research is to analyze the quality of educational services through 
servqual model.
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 To quantify the service quality in private sector higher education universities and 
institutions of  Peshawar, Pakistan

 To identify the variation between students expectations and perceptions of service 
quality in private universities/institutions

1.2. Research Problem:

Higher Education improves individual's quality of life. There is demand of competent 
human resource in different sectors of Pakistan such as, Communication, infrastructure, 
banking, retail etc. But the question is that whether the private universities and 
institutions are providing such quality education to meet the demands and requirements 
of such industries. For this reason the researchers intentions are to determine the level of 
service quality in higher education and identify Gaps if any while using SERVQUAL 
model (Parasuraman, Zeithaml, and Berry, 1988).

1.3. Significance of the study:

Literature shows that there is a great deal of confusion in terms of the definition of 
quality in service oriented industry.  The best definition of service quality based on 
literature is customers' satisfaction. The quality expected by customer from the 
companies that is important. This study will identify the Gap of customer expectation 
and perception and will give recommendation based on Gaps that would be very useful 
to the owners of Higher education universities and institutions.

LITERATURE REVIEW:

This part of the study will review the empirical work done on the perception of service 
quality. Different authors define quality for services differently. The below literature 
will discuss some of the well known definitions of service quality and then will discuss 
the empirical work done by well-known researchers.

2.1. Service Quality:

Service quality is important not only for service oriented firms but also for tangible 
product oriented company. There is a great deal of ambiguity found in text on the subject 
of service quality definition. Tangible products can be evaluated through standards but 
service quality measurement is different according to different authors.

Kotler &Keller, (2006), define service as “activities or benefits that are offered for sale, 
or that are offered for being related to a particular product”. Furthermore “Service is 
kind of performance that is offered by one party to another and in corporeality is a must 
part of it”.Beer, (2003) described them as a complete package which consists of all the 
activity that are important for customer satisfaction. However for Mohamed & Shirley 
(2009) service quality is a source of competitive advantage for service oriented industry. 
According to WalfriedLasser, Manolis, Robert & Winsor, (2000)service is a set of 
characteristics that fulfill customer's requirement as per expectation to 
buildpartnerships.

Kotler, Wong, Saunders, Armstrong, (2005) defined services as “Service is a product 
that consists of any activity, benefit or satisfaction that one party can offer to another for 
sale. Services are essentially intangible and do not result in the ownership of anything”.

Sajjad Ahmad Afridi et al. 
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According to Parasuraman, Zeithaml, and Berry, (1988) service quality is the 
expectation of customers. According to them customers having expectations from 
companies and they compare these expectations with perceived service quality. If 
perceived service quality meets or exceeds expectations customers are feeling happy, 
but on the other hand if perceived service quality is less than expectation, then customer 
would be disappointed. For such purpose the proposed Gap model by presenting five 
different types of Gaps might occur between service provider and receiver. These gaps 
are the following

1. Gap between customer expectation and management perception

2. Gap between management perception and service quality perception

3. Gap between service quality specification and service delivery

4. Gap between service delivery and external communication

5. Gap between expected service and perceived service

From the above literature one can conclude that there should be proper dimensions of 
service quality against which service quality should be measured. 

Parasuraman, Zeithaml, and Berry, (1988) determined five dimensions for the 
measurement of service quality in different service oriented industries. The dimensions 
identified by them are as follows:

1. Tangibles: include the physical evidence of the service. In our case the class   

 rooms, computer labs, common rooms, toilets canteen and the physical   

 appearance of the universities.

2. Reliability:  It involves how consistently organization is providing quality 

 service and how much customer can rely on the firm. In our case the consistency  

 of private universities regarding service quality and competent lecturers and how 

 much students can rely on university and the faculty members.

3. Responsiveness:  It includes how much the staff members are ready and willing 

 to provide services. In our case the faculty members and the administrative staff 

 and their devotion to organizations and students. How much they are having  

 concern regarding students complaint, learning process and their best interest at 

 their heart

4. Assurance: It refers to the skills of the service providers. In our case the awareness 

 of the faculty members and the ability to implantself-reliance in students 

 regarding service providers.

5. Empathy: It shows how much organization understands customer's requirements. 

 In our case the ability of teachers to interact with students in order to get the exact 

 requirement and fulfill the need accordingly.

Babakus and Mangold (1992) measured the service quality gap in hospitals with the 
help of servqual model. They used quantitative approach and modified the instrument of 
servqual model by bringing changes to the words and also shrink the instrument from 22 
paired questions to 15 paired questions. They found Cronbach'sAlphay for all five 
dimensions greater than 0.5

Measurement of Service Quality...

C  2016 CURJ, CUSIT



64

Bagherzadeh&Bagherzadeh (2010) evaluated the higher educational services in Tabriz 
through servqual model. They found that higher educationalinstitutes in Tabriz failed to 
deliver quality education as he got negative signs for all the five dimensions of servqual 
model. He got the minimum gap for assurance and the highest for empathy.

Arbuni, Shoghli, Badriposhteh, &Mohajeri, (2009) measured the service quality while 
using servqual model in Zanjan university of Medical Sciences. They found negative 
signs for five dimensions. They found the highest gap for empathy and the least for 
assurance.

Aghamolaie, Zare, and Abedini, (2007) measured the service quality in Hurmuzgan 
University of medical sciences. Their results showed gap among all the five dimensions 
of servqual model. They found the highest in responsiveness and least in reliability. 

Ahmadi and Ghelichli, (2006) evaluated service quality in Payamenoor University 
using servqual model.They got the gap of -0.7., hence shows that student's expectations 
were higher than perceptions.Chau (2006) did his study on “perception quality in higher 
education” and observed the highest gap in assurance dimensions.The SERVQUAL 
model also used by Kang & James, (2004) in telecommunication Industry in South 
Korea. They used 464 users of two cellular companies of South Korea. They found that 
not only the functional quality is important but also technical quality is valued by 
customer for over all service quality.

Karassavidou, Glaveli&Papadopoulos,(2009) used servqual model in NSH (National 
Service Hospital) in Greek. Authors modified the original instrument by bringing 
changes to the words and also added some questions and distributed 26 paired 
instruments among 137 patients.They found all dimensions highly reliable and got 
significant gap between patient expectations and perceived service quality. 

Ahmad and Shoab (2009)used servqual model for service quality measurement of 
Library Sciences in one of the National Universities of Bangladesh. They revealed that 
the student's expectations were higher than perceptions of students.Lim and Tang 
(2000) used the same SERVQUAL model with two additional dimensions, 
“accessibility and affordability”. They used the extended SERVQUAL model to gauge 
the difference between patient's expectations and perceptions in Singapore hospitals. 
They used 25 items paired questionnaire with 3 additional questions for the two extra 
dimensions. Their findings revealed that both “Assurance” and “Responsiveness” the 
most valued factor for health sector.

Manaf&Nooi, (2009) used servqual hospital in Malaysia's Hospitals. They distributed 
1216 instruments among in-patients and out-patients and did factor analysis which 
comes up with clinical and physical dimensions of service.Oliveria and Ferreira's 
(2008)used the same five dimensions SERVQUAL model to measure the higher 
educationalinstitutes'service quality in Brazil and designed instrument consists of 19 
questions. They collected data from 38 students in the Production and Engineering 
department. They designed questions in two parts; one for expectation and other for 
perception. They found negative signs for all the 19 items, which shows that student 
expectations are higher in higher education in Brazil than perception. Bradley (2006) 
measured the service quality of Chinese post graduate students and found the 
perceptions of students lower than expectations.

Arambewela& Hall, (2006; cited in Mahmoodi, Salarzadeh and Paslari, 2015) did 
proportional study of overseas education and its satisfaction level. They used servqual 
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model and conducted research on different nationals in same university. They revealed 
that different nationals give priority to different variable based on their nationality and 
values. According to their finding the most effective dimension of servqual model was 
tangibility and least was empathy.

Enayati, Modanloo, Behnamfar, &Rezaei, (2013)adopted Servqual model to Islamic 
Azad University of Mazandaran.They used stratified random sampling technique and 
distributed 373 questionnaires among the students. They revealed that student 
expectation from Azad University is greater than perceived service quality. Amelia, 
Hidayanto&Hapsari, (2011) used the SERVQUAL model for expectations and 
perceptional gapsin universities they were engaged. They designed questionnaire and 
distributed among 200 students. They found that overall service quality offered by such 
universities is satisfactory, but they still got some gaps in reliability and 
assurance.Arbuni,  Shoghli,  Badriposhteh, &Mohajeri, (2009)used the famous 
servqual model to assess the service quality in Zanjan University of Medical Sciences. 
They found that all the dimensions of servqual model were lacking behind the 
expectations of customers.Zavar, Behrangi, Asgarian, &Naderi, (2007) did the same 
study in Payamenoor UniversityAzarbaijan and they also got the same results, such as 
students expectations were higher than perception in Payamenoor University.

METHODOLOGY

Quantitative approach used to identify the gap by designing instrument for each 
dimension of SERVQUAL. 21 items questionnaire designed for all the five dimensions 
of SERVQUAL. For the measurement of responses authors used 5 point Likert 
scale.The objective of the study is the identification of the difference of customers' 
expectations and perceptions of service quality with the help of the following equation.

Quality = Perceived Quality – Expected Quality (Ford, Walker, and Churchill 1975; 
Parasuraman, Zeithaml, and Berry, (1988).

Questionnaire is designed in two sections; first 21 questions were regarding expectation 
of students, in which customers were asked about their expectation from the excellent 
private universities/institutions of Peshawar, Pakistan. Second part questionswere 
regarding their perception of service quality of the university they had chosen.

Questionnaires were distributed among 205 students in the selected universities and 
institutions using convenience non probability random sampling. Data was collected 
from 205 students of selected private universities in Peshawar, Pakistan.

The instrument reliability was checked separately for Expected questionnaire and 
Perceived questionnaire through SPSS and found the Cronbach's alpha 0.853 and 0.880 
respectively. Cronbach's alpha is greater than 0.7, which shows good reliability of 
questionnaire

Table 1. Shows Reliability Test and Cronbach's Alpha Score

Measurement of Service Quality...

C  2016 CURJ, CUSIT



66 

The collected data was then analyzed through SPSS. The researcher found the mean of 
expected quality and perceived quality as 4.3207 and 3.373211 respectively. The mean 
for all five dimensions of servqual model is given below.

According to Ford, Walker, and Churchill 1975);Perasuraman, Zeithaml& Berry; 1988) 
they measured the quality gap by subtracting expected quality from perceived quality; 
in this papers the researchers did the same.

Quality = Perceived Quality – Expected Quality(Ford, Walker, and Churchill 1975); 
Perasuraman, Zeithaml& Berry; 1988).

Quality = 3.373211 - 4.3207= - 0.974

Result shows that student's expectations in higher education from private universities in 
Peshawar are higher than the perceived service quality of the universities they have 
chosen for their higher studies.  

The highest gap identified in “Responsiveness” -1.1095 followed by “Reliability” -
1.06. The least gap found in Assurance which is -0.748 followed by tangibles -0.886.

The mean of perceived quality is 3.37211which is not bad. It seems that student's 
satisfaction level from the universities they have chosen for their higher studies is not 
bad. 

CONCLUSION AND POLICY IMPLICATIONS

This study was to look at the gap between expectation and perception of service quality 
in higher education sector of Peshawar, Pakistan through original SERVQUAL model. 
Questionnaires distributed among 205 students of 3 different private universities in 
Peshawar, the capital city of KP Province of Pakistan. The responses then analyzed 
through SPSS software. Finding shows gap among all the dimensions of servqual 
model. It is found that the perceived quality is lower than student's expectations. The gap 
measured was -0.974. It is also found that the gap in responsiveness is very high and 
assurance got the least gap. History shows the same trend, previous researchers also got 
the negative signs for all the five dimensions of servqual model in higher education 
sector. Such as Aghamolaie, Zare, &Abedini, (2007); Ahmadi and Ghelichli (2006); 
Bradley (2006) and Zavvar, Behrangi, Asgarian, &Naderi, (2007) got negative signs 
between customer expectations and perception of service quality.

Table 2. The Expected and Perceived Quality Means

Note: Split Means -0.947 shows higher Expected than Perceived Service Quality
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However, in this study we got highest and lowest gaps in Responsiveness and Assurance 
respectively which is slightly different from other authors; such as studies conducted 
byArbuni, Shoghli, Badriposhteh, &Mohajeri, (2009); Bagherzadeh and Bagherzadeh 
(2010). and the lowest and highest gaps were seen in assurance and empathy, 
respectively, and in the study by Aghamolaie, Zare and Abedini (2007) got high 
negative signs for “Responsiveness” same as we got in this study and lower gap 
identified by them was of “Reliability”; which is a bit different in our case, as we got the 
lowest minus score for “Assurance” This study and most of the previous studies in same 
respect got the negative signs which show the expectations are higher than the perceived 
quality. Service sector such as university, they should identify the gap and work on those 
areas which show highest gap. In this study the highest gap found in Responsiveness. 
Responsiveness is related to the performance of faculty and administrative members of 
the university. 

One of the major benefits of Servqual model is that it identifies the exact problem area in 
service delivery. Management and administration can easily identify the problematic 
areas and can efficiently utilize their energy in the same area in order to get better results. 
In this study we got negative signs in all the dimensions of Servqual Model; however the 
highest gap identified was in Responsiveness. Responsiveness is related to Universities 
faculty and other administrative staff. Universities should interact with employees and 
educate them the importance of student's satisfaction. They should provide them 
training and development; they should encourage and motivate their employees by 
offering them rewards. Universities should change their traditional approach of 
teaching; they should interact with students, and should record the student's complaints 
and settle disputes on time and in friendly environment.

Service quality is the important variable for competitive advantage. Service quality in 
education is very important as the number of private education institutions and 
universities are growing rapidly which intensifies competition. In order to be successful 
in such a challenging environment, it is very important for Universities to maintain high 
quality educational standards. 

Servqual model with its popularity still required more empirical evidence in different 
service oriented industries. This model can be used in health sector and can also be used 
with other important variables; such as customer loyalty and trust.
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IMPACT OF DEBT ON PROFITABILITY OF FIRMS; 
EVIDENCE FROM NON-FINANCIAL SECTOR OF PAKISTAN

Hassan Jan Habib*, Faisal Khan** and Dr. Muhammad Imran Wazir**

ABSTRACT

This study focuseson expanding the existing empirical knowledge on the impact of debt 
on profitability of companies. Different sets of variables havebeen used to investigate 
the relationship between debt and profitability of firms with empirical evidence from the 
non-financial sector of Pakistan; using panel data of 10 years, ranging between 2003-
2012. Return on Assets is used as the profitability measure and is the dependent 
variable, whereas; Short Term Debt to Asset, Long Term Debt to Asset, Total Debt to 
Asset are used as independent variables, while Size, Sales Growth, and Growth 
Opportunity are used as control variables. Random effect regression analysis is used to 
find out the impact of debt on profitability. Results indicate a significant but negative 
relationship between short term debt, long term debt, total debt, and return on assets.

Keywords: 

INTRODUCTION

1.1. Background of the Study:

In this modern corporate era, every corporation tries to survive the tough competition. 
Capital structure decision making has become one of the most difficult tasks for the fate 
of a firm. Capital structure decision plays a vitalrolefor any business organization which 
aims at maximizing returns and makes it able to compete in its competitive environment 
(Abor, 2005). Risk taking is inevitable for managers in order to avoid major threats to 
the firm (Jensen and Meckling,1976). Thus, managers must take into account the causal 
relationship, find a special solution and make a decision which follows a systematic 
approach; otherwise it can bring the company to the brink of destruction. 

For decades, after Modigliani and Miller(1958)'s theory of capital structure, optimal 
capital structure remained the center of attention for many researchers. Optimal capital 
structure is critical to its ability to achieve near-and long-term growth objectives. It 
ensures that companies should maintain an adequate level of capital in both good and 
bad times. Firms preferably raise finance by utilizing their internal sources whenever 
possible, rather than outsourcing the funds from any other source like bank loans or 
issuing bonds. Whereas; equity financing is considered when there is no other choice 
because issuing new shares will bring more partners/shareholders into the company and 
resulting in diluting the existing shareholding. “The use of debt in capital structure of the 
firm leads to agency costs. Agency costs arise as a result of the relationships between 
shareholders and managers, and those between debt-holders and shareholders” (Jensen 
and Meckling, 1976).

City University Research Journal
Volume 06  Number 01 January 2016 PP 70-80

*Hassan Jan Habib, Management Training Officer, Bank of Khyber, Pakistan
**Faisal Khan, Lecturer, Quaid-e-Azam College of Commerce, University of Peshawar
***Dr. Muhammad Imran Wazir, Assistant Professor, Institute of Management Sciences, 
Peshawar

C  2016 CURJ, CUSIT



71

The relationship between debt and profitability of firms has been a center of attention for 
many researchers over decades, however, there is difference of opinion between 
different researchers about the role of debt, some researchers found negative (Abor 
2005), some found positive (Margrates and Psillaki 2010), while some found mixed 
results of debt on profitability (Weill 2008). This difference of opinion is due to many 
reasons including different types of variables, sample size (countries, industries/sectors, 
firms and periods), and methodologies. 

This study focuses on finding the impact of debt on the profitability of firms of Pakistan. 
Mostly, the reported studies have taken a single sector or a company over a period of 
time, however; there are a handful studies that had focused on financial or non-financial 
sector as a whole. This study while using different set of variables investigates the role 
of debt in profitability of firms with empirical evidence from the non-financial sector of 
Pakistan. A panel data of companies listed on Karachi stock exchange (KSE) for the 
period 10 years, ranging from 2003-2012. This study will provide a comprehensive 
view to finance managers about the relationship between debt and profitability. 

LITERATURE REVIEW

2.1. Theoretical background:

Modigliani and Miller's (1958) work on capital structure by was the beginning of new 
era in Corporate Finance. A theory of capital structure known as MM theory/capital 
structure irrelevance theory (1958), which states that “under no taxes and transaction 
costs, the cost of capital and the value of the firm do not change with a change in 
leverage” Modigliani and Miller's (1958). Lately, a new proof was presented by 
Modigliani and Miller (1963) stating that “cost of capital effect capital structure, and 
therefore effect the value of the firm by ignoring the unrealistic assumptions and 
considering that there exist taxes; which indicate that borrowing gives tax advantage, 
whereas the interest deducted from the tax will result tax shields, while reducing the cost 
of borrowing and maximizing the firm performance” (Miller, 1977).

There are four different theories about capital structure which reflect the influence of 
debt on corporate profitability, namely: Pecking order theory, the agency costs theory, 
tradeoff theory, and signaling theory.

Pecking order theory states that “firms prefer using internal sources of financing first, 
then debt and finally external equity obtained through shares” [Shyam-Sunder and 
Myers (1999)]. 

“Agency costs arise as a result of the relationships between shareholders and managers, 
and those between debt-holders and shareholders” (Jensen and Meckling, 
1976).According to the agency costs theory, there are both positive as well as negative 
effects of debt on profitability. In case of agency costs of equity between shareholders 
and managers, it has positive effect. Whereas; agency costs of debt between 
shareholders and creditors have negative effect on profitability. 

The trade-off theory deals with the idea of choosing capital structure, i.e. what 
proportion of debt and equity should a company choose. According to Trade-off theory, 
debt financing can give tax benefit, but on the other hand it also has some costs like 
bankruptcy cost and financial distress cost etc.

Signaling theory states that, “the debt; in the presence of asymmetric information, 
should be correlated positively to profitability”(Kebewar, 2013).

Impact of Debt on Profitability...
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2.2. Empirical review:

Modigliani and Miller's work had been inspiration for many researchers despite of its 
unrealistic assumption; it has attracted the attention of many researchers. Researchers 
are trying to analyze and find the existence of an optimal capital structure. Optimum 
capital structure can be defined as “the capital structure at which the weighted average 
cost of capital is minimum and thereby maximum value of the firm.” The difference of 
opinion between researchers can be observed about the effect of debt on profitability. 
Some researchers found positive impact of debt on profitability, some found negative, 
while some had both negative as well as positive results.

2.2.1. Positive relationship between debt and profitability:

Wippern (1966) while using debt to equity ratio and earning to market ratiostudied some 
industries and found that there is a positive relation between debt and profitability.

Abor (2005) study turned out to be the same. He studied some of the Ghana stock 
exchange listed firms and found that there is a positive relationship between short-term 
debt to total assets and Return on Equity. Gill, et al., (2011) tried to expend Abor's (2005) 
study by investigating a sample of 272 service and manufacturing firms listed on New 
York. His results showed similarity to Abor's research.

Margrates and Psillaki (2010) also found a positive impact, and proved that debt ratio 
positively affect the performance of a firm.

Holz (2002), Sarkar and Zapatero (2003), Dessi and Robertson (2003), Baum et al. 
(2006), and many other researchers also found a positive influence.

2.2.2. Negative relationship between debt and profitability

In contrary to positive relation; negative effect of debt on profitability was also 
confirmed. Mendell, (2006) studied20 firms of the forest industry. His results reflected 
that the existence of a negative relationship between debt and profitability.

Mohammad and Jaafer (2012) studied 39Amman Stock Exchange based companies and 
analyzed the role of debt in profitably. His results indicated significant but negative 
relationship between short term debt, long term debt, total debt, and return on equity,. 

Kebewar (2013) performed a studyonFrench companies. His study was based on2325 
trade sector companiesover a period of 8 years between 1999 to 2006 foundthat debt 
have negative affect on profitability. Anandasayanan&Subramaniam(2013) studied 
manufacturing firms listed on Colombo stock Exchange and found significantly 
negative relation between debt and profitability.

Wali, Fatima, and Mehboob(2012) studied seventeen (17) textile companies listed on 
KSE using longitudinal data from 2003 to 2007 and found that the short term debts 
negatively affects profitability. 

Krishnan and Moyer(1997), Mathur(2000), Goddard et al. (2005),  Zeitun and Tian 
(2007), King and Santor(2008), Kajola(2010), and many other researchers also found 
negative relationship between debt and profitability.

2.2.3. Mixed results of debt and profitability:

Besides positive and negative impact of debt on profitability; mixed results were also 
found. Hurdle (1973) using different regression models found different results. 
According to results, positive results were reported using OrdinayLeast Square (OLS) 
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method, while two stage least squares (2SLS) indicated a negative effect on 
profitability. McConnell and Servaes(1995) and Agarwal and Zhao(2007) found that 
firm with high growth debt has negative effect on profitability, while firms with low 
growth effect positively.

Weill (2008) studied different European countries to find the effect of leverage on firm 
performance. His results indicated that debt positively affectsprofitability in countries 
like Spain and Italy, whereas, Belgium, France, Germany, and Norway showed contrary 
results.While Portugal gave insignificant results.

Cheng,Liu and Chien (2010) investigated 650 Chinese firms and the results showed 
positive relationship when the debt ratio between(53.97%-70.48%),on the other hand, 
negative relationship was found when the debt ratio exceeded 70.48%.

Dwilaksono.H, (2010) investigated the effect of short and long term debt to profitability 
of Mining industry Companies listed in Indonesia Stock Exchange and 2003-2007 and 
found the existence of negative but significant relationship between Long Term Debt 
and profitability. 

Mesquita and Lara (2003), Agarwal and Zhao (2007), Li Meng ,Wang and Zhou(2008) 
found mixed results in their studies.

DATA DESCRIPTION AND METHODOLOGY

3.1.Sample Size:

Entire non-financial sector of Pakistan was selected for this study, but due to 
unavailability of data of few years in some companies, these companies were eliminated 
from the analysis. After eliminating such companies, the data consist of 340 firms listed 
on the KSE for the period 2003–2012 has been used for analysis. 

3.2.Variables:

3.2.1. Return on Asset:

It is used as a Dependent variable. ROA is an indicator which shows the ability of a 
company to generate profitable against its total assets. It reflects the efficiency of 
management in utilizing its assets to generate earnings. It can be calculated as:

3.2.2. Short-term debt to asset:

Shows the portion of company's assets which are financed with debt payable within one 
year. Mathematically it can be represented as:

3.2.3. Long-term debt to asset:

Shows the percentage of assets financed with debt which ispayable after more than one 
year. It includes bonds and long-term loans. Mathematically:
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3.2.4. Total debt to asset:

Total debt is the mix ofshort-term liabilities and long-term liabilities. In balance sheet it 
is represented as "Total Liabilities”; and can be mathematically expressed as:

3.2.5. Size:

It is used as a control variable. Size is calculated by taking the log of sales.

3.2.6. Sales Growth:

Sales growth is the change in sales from one year to another. It is used as a control 
variable. It can be calculated as:

3.2.7. Growth opportunities:

Growth opportunity is calculated by the change in total assets from one year to another. 
It is used as a control variable

3.3. Hypothesis:

H1 = There is no relationship between STDA and ROA.

H2 =There is no relationship between LTDA and ROA.

H3 = There is no relationship between TDA and ROA.

Table 1. Variables
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3.4. Theoretical Framework:

3.5. Model Specification:

Random effect regression model has been used to find the relationship between 
dependent and independent variables. Model used in this study is similar to the model 
used by Abor (2005).

Where,

                  is dependent variable, and i=entity, and t=time

                  is independent variable

                  is the co-efficient for that variable

                  is the intercept for each entity

                  is the error term

The following regression models have been used in this study:

Whereas:

             ROA is net income divided by total assets of firm i in time t;

                       is short-term debt divided by the total assets of firm i in time t;

                       is long-term debt divided by the total assets of firm i in time t;

          is total debt divided by the total assets of firm i in time t;

          is the log of sales for firm i in time t;

          is sales growth of firm i in time t; and

          is change in total assets

         e  is the error term
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RESULTS ANALYSIS

4.1. Diagnostic Regression:

Before interpreting the results, various diagnostic tests were run on data.

4.1.1. Data Normality Test:

For regression, it is necessary that the data should be normal. Therefore, to remove 
outliers from given set of data, data normality test was run. Few outliers were found and 
then removed in order to normalize the data.

4.1.2. Hausman Fixed and Random Effect Test:

The test evaluates whether to accept fixed effect or random effect regression model. If 
the P-value of this test is less than 0.05, then we should accept fixed effect regression 
model or if it is greater than 0.05, then should follow random effect regression model. In 
this study, the P-value was greater than 0.05, therefore, random effect regression model 
is used. 

4.2. Random Effect Regression:

This section exhibit the results drawn from the Regression Equations used in the 
analysis. The results are separately discussed so that comparison can be made between 
different financing options. 

4.2.1. Equation 1:

Table (1) indicates that there is a significant but negative relationship between the 
STDA and ROA. R-square value indicates 24.82% variation in dependent variable has 
been explained by variation in independent variables. The results also show that control 
variables play role inincreasing the profitability. A conclusion can be drawn, that short-
term debt is morecostly; therefore increasing in short-term debt in capital structure will 
result in a decrease in profitability. Therefore, the hypothesis H1 i.e. there is no 
significant relationship between STDA and ROA; is rejected. 

4.2.3. Equation 3:

The P-value in table (3) clearly indicates the existence of a significant relationship 
between TDA and ROA, but the relationship is negative. It shows that increasing the 
proportion of total debt will results in lowering the profitability of a firm. R-square value 
indicates 24.19% variation in dependent variable has been explained by variation in 

Table 2. Relationship between ROA and STDA
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independent variables. This result concur with the pecking order theory i.e. “firms 
prefer internal funds over the outside financing options”.

Hence, the hypothesis H3 i.e. there is no significant relationship between TDA and 
ROA; is rejected.

CONCLUSION AND RECOMMENDATIONS

5.1. Conclusion:

Capital structure decision making is vital for the success of a company. Equity and debts 
are the two main sources of finance for a company. The choice of right proportion of 
debt and equity in capital structure will help in increasing the company's profitability. 
Debt on one hand allows companies to do things that they would not be able to do 
otherwise, but on the other hand it also increases overall risk of the company. There is 
slight difference of opinion about the role of debt in profitability. The literature reveals 
different results under different circumstances. 

This study reveals a significant but negative relationship between debt and profitability, 
thus, the higher the debt, the lower the profitability. It concur with Pecking order theory. 
Debt appears to be more costly due to certain reasons, therefore increasing the 
proportion of debt in capital structure will results in low profitability. It can be observed 
that profitability is positively correlated with the control variables. The results of this 
study concur with Mohammad and Jaafer (2012), and Kebewar (2013). 

5.2. Recommendations:

Results indicate a negative relationship between debt and profitability, i.e. increasing 
debt in capital structure will decrease profitability. Therefore, companies should prefer 
internal financing or other sources of financing on debt financing.

The time period of this study includes the years (2007-08) of global financial crises, 
which affected companies' performance over the time. So, there is still room for 
improvement, therefore, researchers should consider increasing span of study to make 
the results more reliable. 
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EFFECT OF PERCEIVED QUALITY OF SERVICE ON 
CUSTOMER LOYALTY: A CASE OF PEARL CONTINENTAL 

HOTEL SERVICES
Atif Ullah*, Muhammad Raza** and Sunil Chander**

ABSTRACT

The research study was put forward with the objective of describing the relationship 
between perceived quality of service and customer loyalty in Pearl-Continental Hotel 
services by evaluating the response of Pakistani customers. Total 150 customers 
participated and an adapted questionnaire was distributed to customer of PC hotel 
Peshawar, Lahore and Karachi chain. Customers were asked to evaluate the Perceived 
quality of service (responsiveness, reliability, empathy, assurance, and tangibility) and 
their Loyalty (endorse willingness, purchase intentions, cognitive exclusiveness, and 
identification) towards the PC hotel services. Empirical results supported our 
alternative hypothesis that there exists a significant relationship between perceived 
quality of service and customer loyalty. It was concluded that in today's competitive 
environment and diverse era of civilization quality of service is very critical strategy 
which shapes the customers perception regarding the services and they take firm 
decisions in future purchases. So the reliability, assurance, empathy, responsiveness 
and tangible dimensions of perceived quality of service construct should to be well 
focused in strategizing the service quality of hotel industry to foster the retention and 
sustained satisfaction of the customers.

Keywords: Perceived quality of service, Customer loyalty, Hoteling services,  
  Customer Retention.

INTRODUCTION

Marketing has been renowned as an independent area of management from the 
beginning of the twentieth century. Marketing is regarded as an institutional process of 
creating value (utility) for customers and erect strong customer interactions for 
capturing value (profit) in return from customers. The relationship marketing is more 
devoted towards service industry because of the nature of services as service are 
produced, delivered and consumed by customers with their involvement in this whole 
scenario. Hotel industry among the service industries is the most common and 
important industry all around the globe (Rehman et al., 2013). Services quality is 
thought to be very crucial when defining hoteling industry's success and is treated as a 
captivating strategy for retaining customers (Naseem et al., 2011). Perceived quality of 
service is the customers own perception about  service derivation  on  different  factors  
contributing  to  the  service,  from  the  process  to the  final  outcome. Researchers 
suggest that perceived quality of service is perceived in a multi-dimensional way,
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 Dimensions comprising perceived quality of service are reliability, courtesy and 
competence of the personnel, tangibility, responsiveness, accuracy and speed of 
service, room qualities, empathy, physical quality, and assurance (Parasuraman et al., 
1985). These RATER dimensions provide input into managing the service marketing 
mix for the service and setting of service standards (Parasuraman et al., 2005; Zeithaml 
et al., 2006). Retention of customer in the hotel industry is reflected by delivering best 
quality service. Every organization works on creating value to their products/services to 
retain their customers and repeat visits (Rehman et al., 2013). Service quality maintains 
the customers and retaining them efficiently and this automatically turn their customers 
from satisfaction towards the loyalty. Customer loyalty construct is dimensionalised 
into recommendation intentions and repurchase intentions (Hennig et al., 2002; Bowen 
& Shoemaker, 1998), endorsement willingness (Javalgi & Moberg, 1997), cognitive 
exclusiveness (Ostrowski et al., 1993), repurchase intentions (Zeithaml et al., 1996), 
and Identification (Butcher et al., 2001). Research on hoteling services has shown 
repeatedly that perceived quality of service influences organizational outcome such as 
performance superiority (Chowdhary & Prakash, 2007), escalating sales profit and 
share of market, improving customer interactions, augment organization image 
generates, and promotes customer's loyalty (Jones et al., 2000; Malik et al., 2012). 
Pakistan hoteling industry has been explored by researchers (Shahzad, 2013; Abbasi et 
al., 2010; 

Naseem et al., 2011; Ehsan & Naeem, 2011; Malik et al., 2012 ) and their research 
finding has explained the pivotal importance of perceived quality of service constructs 
in developing the industry success. Pearl-Continental Hotels and Resorts is the foremost 
Pakistani chain hotel that has achieved outstanding international standards of quality in 
services and products. The hoteling services have been explored by researchers 
regarding their services (Abbasi et al., 2010; Raza et al., 2012; Malik et al., 2012; 
Naseem et al., 2011; Ehsan & Naeem, 2011). Ehsan & Naeem, (2011) examined the 
Customer Based Brand Equity of PC hoteling service and found that Perceived quality 
of service construct has significant contribution in fostering the Brand equity of the 
hotel and has optimistic effect on hotel's Brand Image and brand awareness. Malik et al., 
(2012) research concluded that hotel customers are willing to continue consumption 
because of the hotel reputable brand image based on superior service quality. The study 
of Abbasi et al., (2010) explored that quality and featured service play a conclusive part 
in customer satisfaction. According to Naseem et al., (2011) PC service quality 
influences the satisfaction of hotel clients and their revisit intentions. The research study 
of Shahzad, (2013) concluded that delivering superior service quality contributes in 
positioning better perception of services in the mind of hotel customer. Raza et al., 
(2012) found PC hotel Service quality is positively contributing in Satisfying customers 
and suggested that service quality and customer retention relationship should be 
explored in PC hoteling industry.

1.1 Problem statement:

Customer purchase is driven by the product/service based on quality (Saleh & Ryan, 
1992; Nitecki & hernon, 2000; Parasuraman et al., 1988; Fick & Ritchie, 1991). 
Researchers elaborated association between customer purchase decision process and 
satisfactory factors of quality in product/service (Wilkins et al., 2007). Different 
researchers emphasized that in hoteling industry retention with customer depends on
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quality factors (Kim et al., 2007; Akbaba, 2006; Shahzad, 2013). Coming from sky of 
theory to ground of practicality Pearl continental being only hotel having seven 
establishments in localities of Pakistan, we patched the cognitive exclusiveness 
dimension of loyalty with its other mentioned dimensions to evaluate customers' 
response regarding their demand for other alternative choice. Demands and 
expectations of Customers persistently transform according to the market trends which 
concerns the hotel managers to identify these expectations timely and progress their 
quality of service offerings consequently (Chen, 2008). So we examined the customers' 
response regarding their philosophy of change in trends and either the three P's 
operatinalization of PC hotel is continuously updated according to customized set of 
preferences or not. In regards to dimensionality of perceived quality of service this 
research study intentionally examined the individual influential role of RATER 
dimensions on the basis of customers' evaluations in relation to effective perception of 
PC hotel customers' loyalty levels.

1.2 Objectives of the Study:

 To examine the effect of perceived quality of service on customer loyalty 
specifically in Pakistan PC hotel services.

 To examine which dimension is perceived of having high quality in relation to 
customer loyalty in PC hotel services.

LITERATURE REVIEW

Marketers of the Service organizations have experienced for past few years that 
differentiating their services through quality can well manage the fierce competition in 
the market because superior quality services boost the pace of processes like solving 
clients problems, treating clients complaints, customers request handling and delivery 
process of services (Zeithaml & bitner, 2003). To customers services means customer 
pleasure, customer's satisfaction, excellent service delivery, customer affiliation.  In 
taking into account levels of performance while setting objectives of hotels service 
quality, service organizations require to consider the necessary role of perceived quality 
of service dimensions specifically tangibles, empathy, assurance, responsiveness, and 
reliability (Wilkins et al., 2007). 

Quality of Service being considerable life of hotel is regarded as core of service 
management (Chen, 2008). Customers directly interact with the service of hotel 
business for that reason customer loyalty can be an imitation of quality of service in 
hoteling context (Naseem et al., 2011). There exists a crucial relationship between 
expanding service quality and performance amendment of hotel business ( 
Narangajavana & Hu, 2008). Customer is regarded as the foremost person who defines 
the concerned Quality (Zeithaml et al., 1996). In service marketing literature perceived 
quality of service is conceptualized as multidimensional construct and different 
researcher have presented various dimensions over time. These comprise (Gronros, 
2000) three quality dimensions as functional quality, technical quality, and reputational 
quality; (Brady and Cronin., 2001) five dimensions level of customer satisfaction, 
staff/customer interaction, physical support of the service producing system, internal 
organization and corporate image, two dimensions as psychological and physical 
access, and ability and willingness to serve; (Garvin, 1989) nine dimensions: features,
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performance, durability, reliability, conformance, service, response, aesthetics and 
reputation; (Oliver, 1999) functional quality, technical quality and environment; and 
(Parasuraman et al., 1988) five dimensions conceptualization : assurance, 
responsiveness, reliability, empathy, and tangibility. Reliability is regarded as 
consistency in performance of the service that breeds dependability, from the period of 
first performing the service correctly and the continuity in the ability of the firm in 
keeping its promises (Parasuraman et al., 2005). According to (Zeithaml & Bitner, 
2003) reliability is referred to the ability of organizations in perform the services 
accurate and dependable manner as promised to the customers. Assurance is the 
employee understanding ability of security of in time delivery to inspire trust and 
confidence of customers, and their ability to protective dealing with the customers 
(Parasuraman et al., 2005; Zeithaml et al., 2006). Assurance dimension of perceived 
quality of service heavily relies on the ability of staff to implant trust and establish 
confidence of customer with the services. This dimension is heavily based upon the 
staff's knowledge and their ability to continue well-mannered communication. 
Tangibles are the appearances related to material facilities and the personal. The 
equipment or tools used to make available the services and communication substances. 
Tangible is basically using every material to give tangibility to service of the 
organization (Parasuraman et al., 2005; Zeithaml et al., 2006). Tangible relies on the 
presentation of attractive environment where the service is delivered and that visually 
appeal to customers. Empathy  dimension is  the  quality  of  the  staff's caring attitude 
for  the  customer  and  providing them with individualized attention and have the 
customer's best interest at heart (Parasuraman et al., 2005). According to (Zeithaml & 
Bitner, 2003) it means providing the customers with customized services by treating 
them as individuals. The probability of revisiting the organization and doing business 
again with the service provider is very high, if the customers are made felt that they got 
quality attention and treated individually there. Empathy dimension is establishment of 
the staff's ability to express care and authentic concerns for the customer. 
Responsiveness is the readiness on the behalf of the service provider (staff) to assist the 
clients and provide service punctually (Parasuraman et al., 2005; Zeithaml et al., 2006). 
This is also a very important dimension, because every customer feels more valued if 
they get the best possible quality in the service. This categorization is loaded on the 
organization's ability to behave responsively to customers' needs, while emphasizing on 
the willingness to react rapidly. Negative perceptions are generated when customers are 
kept waiting especially when having no obvious reason.

Research studies have reported Service quality as having perceptible relationship with 
cost (Crosby et al., 1990), profitability, and Customer satisfaction (Boulding et al., 
1993; Boltan & Drew, 1991), customer retention (Reichheld, 1994), and customer 
loyalty (Malik et al., 2012). Quality is in fact the most prominent factor in purchase 
decision that influences the buying decisions of customers. Also, some of the strategic 
benefits of quality offerings are improvement in production processes, declining 
manufacturing costs, and contribution to market share as well as return on investments. 
Fandos & Flavian, (2006) found that perceived quality of service has a strong positive 
relationship with customer loyalty, and a negative effect on propensity to switch. 
Superior perceived quality of service leads to higher productivity and strong customer 
loyalty (Edvardsson, 2005). Boulding et al., (1993) found a conclusive relationship 
between customer loyalty and perceived quality of service. Leisen & Prosser, (2004)
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 found that higher perceived quality of service generates bonded Customer loyalty. 
Perceived quality of service plays an important role in building customer loyalty and has 
a direct impact on customer loyalty (Chao, 2008).

In service marketing domain researches have been performed which have placed 
considerable importance on loyalty of customers. Customer loyalty has been defined as 
the committed preference of a customer to rebuy a favored service or product again and 
again in future by this means recommending the service provider to others and 
considering the service provider as the only choice when intended to purchase in future 
(Oliver, 1999; Chaudhuri, 1997; Ganesh et al., 2000; Jamal & Anastasiadou, 2009; 
Stank et al., 1999, 2003; Kim et al., 2007). Loyal customers are thought of having an 
advanced position of repurchase intentions and suggestions (Hennig et al., 2002; Bowen 
and Shoemaker., 1998; Kim et al., 2007; Singh & Sirdeshmukh, 2000; Stank et al., 1999, 
2003; Yu & Dean, 2001).  Oliver (1999) was of the opinion that loyalty of customer is a 
continuous purchase behavior in the direction of a service/product without mattering 
how exhausted situations or promotion activities he faces that have ability to drag him 
away. Customer loyalty can be established in various ways that can be advocacy for 
certain organizations, augmentation in the purchases frequency, and continued 
investment in services of certain suppliers (Birgelen et al., 1997; Hallowell, 1996; 
Rowley, 2005; Zeithaml, 2000).  Customer loyalty construct is dimensionalised into 
recommendation intentions and repurchase intentions (Hennig et al., 2002; Bowen & 
Shoemaker, 1998; Kim et al., 2007; Singh & Sirdeshmukh, 2000; Stank et al., 1999, 
2003; Yu & Dean, 2001), endorsement willingness (Butcher et al., 2001; Javalgi & 
Moberg, 1997; Zeithaml et al., 1996), cognitive exclusiveness (Dwyer et al., 1987; 
Ostrowski et al., 1993), repurchase intentions (Jones et al., 2000; Zeithaml et al., 1996), 
and Identification (Butcher et al.,2001), Switching Intentions (Bansal &Taylor, 1999; 
Dabholkar &Walls, 1999), Exclusive Intentions (Reynolds & Arnold, 2000; Reynolds 
& Beatty, 1999), Altruism (Price et al., 1995), Willingness to pay more (Anderson, 
1996; deRuyter et al., 1998), complaining behavior, and price sensitivity (Leisen and 
Prosser., 2004).  Endorsement willingness has been defined as readiness of Consumer in 
advocating the service source to other potential consumers (Javalgi & Moberg, 1997; 
Butcher et al., 2001; Zeithaml et al., 1996). Cognitive exclusiveness has been defined as 
the extent to which the customer considers the service source to be the only choice 
whenever purchasing the particular service (Dwyer et al., 1987; Ostrowski et al., 1993). 
Repurchase intention has been defines as customer's plan to keep up connection with the 
specific service provider and acquires next service from the same service source (Jones 
et al., 2000; Zeithaml et al., 1996). Identification has been defined as the sense of 
possession and affiliation over the service source (Butcher et al., 2001). These 
dimensions have been approved as chief factors when measuring customer loyalty 
construct in hotel industry.

Each and every service organization progresses only for satisfying demand of the 
potential customers by providing value added and pleasing service quality to achieve 
the edge in competition (Edvardsson, 2005) and infact some organizations structure 
service quality department who is responsible for assembling information regarding 
clients and their interactions with the quality aspect of services and products (Petkova et 
al., 2000). Besides, customers' requirements and expectations are varying rapidly with 
the advent of new developments in organization offerings.
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METHODOLOGY

This research study was descriptive in nature because it only elaborated the description 
between the construct of perceived quality of service and customer loyalty which were 
elaborated as in frame work.

3.1 Population:

This study considered Pakistan Pearl continental hoteling services as the population to 
be studied. The PC hotel has chain in Peshawar, Karachi, Rawalpindi, Bhurban, 
Gwadar, Lahore and Muzafarabad. The customers of these hotels were considered as the 
unit of analysis.

3.2 Sampling:

In this research study random sampling was used and a sample unit (Hotel Pearl 
Continental Peshawar, Hotel Pearl Continental Karachi, and Hotel Pearl Continental 
Lahore) were elected from total population. Furthermore, convenience based sampling 
technique was used to select unit of analysis (Customers) out of sampling unit (Hotel 
Pearl Continental Peshawar, Hotel Pearl Continental Karachi and Hotel Pearl 
Continental Lahore)  and equal proportion of 50 was allocated to each sample unit. 
Equal proportion allocation was selected for the possible explanation of generalization. 
Thus, total 150 questionnaires were distributed among the sampled hotel customers for 
data collection.

3.3 Data Collection Tool:

The data collection tool for this research was questionnaire. The questionnaire was close 
ended and was segmented into two sections. Demographic section captured the age, 
gender, education, occupation and frequency of visit of the hotels customers. The 
variable section captured their response to the variables selected for this study. 
Endorsement willingness, cognitive exclusiveness, repurchase intention, and 
identification measures were adapted from (Jones and Taylor., 2005). Tangibility, 
reliability, assurance, empathy, and responsiveness measures were adapted from 
(Wilkins et al., 2007). Customer's response was analyzed against the selected variables 
under current research study using likert scale. The scale was five point and it ranged 
from strongly disagree (1), to point (5), strongly agree.

3.4 Data analysis tools:

Demographic (Descriptive statistics) was used to evaluate description of characteristics 
of the data included age, gender, education, and frequency of visit. Reliability 
assessment was conducted to access the internal consistency of the adapted 
questionnaire. Collinearity assessment was applied to seek out that the explanatory 
variables were uncorrelated. Heteroscedasticity diagnostic was carried out in Stata to 
alter its presence. In SPSS Simple linear Regression technique was applied to inspect 
the relationship between overall perceived quality of service and Customer Loyalty. 
Then multiple Regression analysis was applied to seek out the individual influence of 
each dimension of Perceived quality of service on customer loyalty. So the in depth 
analysis of each dimensions effect on customer loyalty was elaborated. Regression 
model was elaborated as:
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Customer loyalty  =  α + β1 Perceived quality of service + e.  3.3.3.1.

Customer loyalty   =  α + β1 RELI + β2 ASSU + β3 TANG+ β4 EMP+ β5 RESP+ ε. 
3.3.3.2  

3.5 Theoretical framework:

The framework is elaborating the effect of perceived quality of service on customer 
loyalty.

3.5.1 Perceived quality of service:

Perceived quality of service means the difference of what the customer expect from the 
product and what actually they receive from that product,  perceived quality of service is 
the customers own perception about  service derivation  on  different  factors  
contributing  to  the  service,  from  the  process  to  the  final  outcome (Zeithaml, 1988; 
Parasuraman et al., 2005; Zeithaml & bitner, 2003; Brady & Cronin, 2001).

3.5.2 Customer loyalty:

Customer loyalty means the identification of customer with service provider 
concerning the cognitive exclusiveness of service provider and willingly endorses the 
service provider to others, thereby causing repetitive set of purchasing in the future 
(Oliver, 1999; Chaudhuri, 1997).

3.6. Hypothesis of the Study:

Relationship between Perceived quality of service and Customer loyalty

H1:  There is a significant effect of Perceived quality of service on Customer loyalty in 
PC hoteling services.

The Perceived quality of service construct is operationalized into sub hypothesis as 
under;

H2: There is a significant effect of Reliability on Customer loyalty in PC hoteling 
services.

H3: There is a significant effect of Assurance on Customer loyalty in PC hoteling 
services.

H4: There is a significant effect of Tangibility on Customer loyalty in PC hoteling 
services.

Figure 1: Theoretical Framework of the Study
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H5: There is a significant effect of Empathy on Customer loyalty in PC hoteling 
services.

H6: There is a significant effect of Responsiveness on Customer loyalty in PC hoteling 
services.

RESULTS AND DISCUSSIONS

The chapter demonstrated the descriptive statistics of the demographic aspect of the 
respondents with respect to their age, gender, education, occupation, and experience 
with the Pearl continental hotel services. Cronbach`s alpha being one of the most 
popular indicators for reliability analysis demonstrated the internal consistency of the 
modified scale to capture participants response. Regression analysis is depicting the 
estimation of the average value of the dependent variable Customer loyalty on the basis 
of the fixed values of the explanatory variable Perceived quality of service and its 
dimensions on significant basis of the estimation.

4.1 Demographic Statistics:

Table 4.1 is demonstrating that 66% males and 34% females participated in this research 
study. Customers aged 41years or above (31%) were conscious about quality service 
according to their perceptions and project their loyalty intentions towards the hotel 
services, followed by customers aged 36-40 years (21%) and 31-35 years (17%). This 
phenomenon described that customers with this age specification had more interaction

Table 4.1 Demographics of the Respondents
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with the hotel services because of their business or other leisure purposes. Self-
employed customers (46%) were more visiting the hotel for their business or leisure 
purposes because of their independent status followed by employed customers (27%). 
Customers having more loyalty with the PC hotel services were 37% followed by 
customers having 4 years' experience 20%. The demographic statistics elaborated that 
the customers aged 31-41 years were potential customers who were targeted to inspire 
their experience with the hotel quality offerings. 

4.2 Reliability Assessment:

4.3 Mean average score of the Independent variables:

Table 4.3.1 is portraying PC hotel 3 P's i.e. people, processes, and physical evidence 
execution on the basis of evaluation of customers regarding Tangibility, Reliability, 
Responsiveness, Assurance, and Empathy dimensions of Perceived Quality of service. 
The table is not portraying how the services are rendered but infact the perception of 
customer regarding the services of the hotel. The overall perception of customers 
regarding tangible showed more tilt towards agreement that the hotel physical evidence 
was visually appealing. 

Table 4.3.1: Respondents Evaluation Regarding RATER Dimensions and their MAS
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Reliability based response of customers showed more agreement towards the right and 
on time delivery of services of the hotel. The evaluation of the above fact was critical as 
some of the customers are strongly disagreeing, disagreeing, and even are neutral but 
the tilt was more towards the agreement and strongly agreement. So we concluded that 
processes of service rendering were reliable and according to standards of customers.

Responsiveness based perception of customer also revealed that hotel pays rapid 
response in solving customers as the tilt was more towards agreement by the majority of 
customers. Here we concluded that hotel management and staff are able to deal 
customers problems responsively and quickly without making customer felt unpleasant 
regarding their processes of customer dealing.

The perception of customer regarding assurance dimension  revealed that majority of 
customers were depending on the services of the hotels and were delighted and agreed 
that the services were trustworthy to rely upon. Here we concluded the value of services 
is positively evaluated by majority of the customers.

Table 4.3.2 is elaborating the levels of customer loyalty and customers' responses to 
them. In case of endorse willingness responses inclined more towards agreement but 
response of statement 19 was although agreed and strongly agreed but also some 
customers were not in the agreement to recommend service to family and friends. But 
bases on majority customers response it was concluded that customer were 
recommending the hotel to others willingly.

Customer response regarding repurchase intention dimension of loyalty was also lying 
in approval position where majority response of customer was in agreement that they 
will again consume the services of hotel in future. Although statement 22 captured the 
probable aspect of their revisit in future, the response was more towards neutral, 
agreement, and strongly disagreement according to likert scale.

Cognitive exclusiveness dimension captured very logical explanation of the loyalty 
construct. Here response of the customer was very critical and dispersed between 
strongly disagree and strongly agree rating of likert scale. A slight molding was towards 
agreement and neural but also it was observable customers are also disagreeing to the

Table 4.3.2: Respondents Evaluation about Customer Loyalty Dimensions & their MAS

Endorse willingness= Endwill, Repurchase Intention = Repint, Cognitive Exclusiveness= Cogex, Identification= Iden 
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fact of cognitive exclusiveness of the hotel. But because of majority customers response 
we concluded the customers were approving in their mind that the hotel is exclusive.

The table 4.3.3 is showing the mean score of Perceived quality of service which was 
derived from mean average score of each individual dimensions of the construct. Here 
we concluded the perceptual rating of these dimensions according to customers' 
responses. It was observable that reliability was rated as very important in service 
quality evaluation as reliability mean score was higher than other dimensions mean 
followed by mean score of Assurance dimension which highlighted customer 
perception was critically based on services that possess the element of safety and self 
dependency of customers. Same was concluded about tangible and responsiveness. 
Empathy rating was revealing if customers were dealt on standard set of rules so the 
customer will feel not treated individually so the perception of customers will be not 
evaluated remarkable.

The table 4.3.4 is glimpsing how the mean score of customer loyalty construct was 
obtained from the mean score of endorse willingness, repurchase intention, cognitive 
exclusiveness, and identification dimensions.

4.4 Simple linear Regression Analysis:

Regression analysis helps us to predict the value of explained variable on the basis of 
explanatory variable. Simple linear regression analysis brings us with the model that 
allows us to fully determine the values of explaining variable. R2 is the (sample) 
coefficient of determination that is the most commonly used determine of the goodness-
of-fit of the regression line. R2 determines the proportional or percentage of the overall 
variation in exogenous variable (Y) explained by the endogenous variable in regression 
model.

The table 4.4.1 is elaborating the model with respect to the relationship between 
perceived quality of service and customer loyalty constructs respectively. The value of 
R=.588  indicated a moderate degree of correlation between the constructs. The R2 
=.345 is indicated that 34.5% variation in dependent variable Customer Loyalty had 
been explained by Dependent variable Perceived Quality of service.

Table 4.3.3: Mean Score of Perceived quality of service based on its Dimensions

  Table 4.3.4: Mean Score of Customer Loyalty based on its dimensions

Table 4.4.1: Summary of the Simple Linear regression model

Effect of Perceived Quality of Service...

C  2016 CURJ, CUSIT



92

4.4.2 Analysis of the variance of independent and dependent variable:

The simple linear regression model is predicting the outcome variable customer loyalty 
significantly well. That is evident from the value of F=78.053 and p=.000. So the 
formulated model was statistically significant predictor of relationship between 
perceived quality of service and Customer Loyalty.

4.4.3 Coefficients of the regression model:

The table 4.4.3 is providing information in regards to the predictor variable Perceived 
Quality of Service. Here customer loyalty was predicted from Perceived Quality of 
service. It was observable that both the constant and perceived quality of service 
contribute significantly to the model as the values p=.001 (Constant) and p=.000 
(Perceived Quality of service) which was < .05.  Perceived quality of service was a 
significant predictor (t =8.835, p = .000) of the customer loyalty construct. The 
coefficient of Perceived quality of service elaborated that relationship between the 
endogenous and exogenous variable was directly proportional. Sign of the coefficient 
showed a positive relationship between the endogenous and exogenous variables.

From table 4.3.3 B Column under Unstandardized coefficients, the regression equation 
was stated as:

Customer Loyalty = .775 + .755 (Perceived quality of Service)

The model can be interpreted as one percent increment in Perceived quality of service, 
customer loyalty will increase by .755percent on average.

4.5   Multiple Regression analysis of independent & Dependent Variables:

4.5.2 Model Summary of the Multiple Regression of the variables:

The value of R2 is showed that 60% of variation the independent variables Reliability, 
Assurance, Tangibility, Empathy, and Responsiveness had been explained in Customer 
loyalty.

Table 4.4.2: Analysis Of Variance

Table 4.4.3: Coefficient values of the examined variable

Table 4.5.2: Summary of the Multiple Regression Model
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4.5.3 Analysis of the variance of the research variables:

The multiple regression model is significantly elaborating the relationship between 
independent variables and dependent variable with reference to the F= 43.216, and P= 
.000 on statistical grounds.

4.5.4 Coefficient value of research variables from the regression model:

The tolerance value is defined as 1- R2k .Variance inflation factor (VIF) is just the 
reciprocal of a tolerance value. It tells you how "inflated" the variance of the coefficient 
is, compared to what it would be if the variable were uncorrelated with any other 
variable in the model (Belsley et al., 1980).

4.5.5 Robust regression:

To check Hetroscedasticity Breusch-Pagan / Cook-Weisberg test was run in Stata and its 
presence was evident in our data. So robust regression was applied and our sample size 
was reduced to 144;

Table 4.5.3: Analysis of the variance

Table 4.5.4: Coefficient values of the independent variables

Table 4.5.5: Robust Regression Model Summary

Table 4.5.5.1: Coefficient values of the independent variables

RELI= Reliability,      ASSU= Assurance,       TANG= Tangibility,        
EMP= Empathy,     RESP= Responsiveness.

Effect of Perceived Quality of Service...

C  2016 CURJ, CUSIT



94

Table 4.5.5.1 is elaborating the relationship between the independent variables and 
Customer loyalty. Responsiveness was the highest significant predictor of customer 
loyalty having positive relationship with t= 5.97, sig .000 followed by Empathy with t= 
5.67, p .000 and Reliability with t=3.23 p.000. Our finding turned out that tangible and 
assurance variables had significant negative relationship with customer loyalty in PC 
hoteling services.

4.6 Hypothesis evaluation based on findings of the study:

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary:

The purpose behind conducting the research study was for describing the conclusive 
relationship of the construct perceived quality of service and its dimensions with 
customer loyalty in hotel services specifically Pearl continental hotel. Census of the 
research study was the pearl continental hotel customers 50 each from sampling frame 
(Peshawar, Karachi, and Lahore PC hotel). With the help of simple random sampling 
customers were drawn out of sampling frame and adapted questionnaire was distributed 
to capture their response. Adaptation was implemented to mould the questionnaire 
according to hotel services scenario. Total 150 customers participated in the current 
research study. Respondents were requested to elicit their response on PC hotel 
services. 5 point likert scale in questionnaire captured their response. Cronbach's alpha 
scored .831 for Perceived quality of service and .821 for customer loyalty showed that 
the adapted scale was internally consistent to measure the constructs of the research.

Explanatory variable Perceived quality of service explained 34.5% (R2 = 34.5%) 
variation in Customer loyalty. Perceived quality of service has significant positive effect 
on customer loyalty in Pearl continental hotel services (t = 8.835, p =.000). The multiple 
regression analysis revealed the parsimonious role of reliability, empathy and 
responsiveness in explaining the relationship between perceived quality of service and 
customer loyalty. From the finding it was evident that perceived quality of service was 
significantly affecting the customer loyalty in PC hoteling services. The tangibility and 
assurance dimensions were having negative effect on customer loyalty. The reason to 
that is customers search for change and variety affects their satisfaction and hence 
patronage in the hotel industry. The current research directed that procuring the quality

Table 4.6: Hypothesis evaluation

Atif Ullah et al.

C  2016 CURJ, CUSIT



95

in service offering according to customized pattern will foster the retention of the 
customers, as previously mentioned customers make purchase evaluations (during and 
after purchase) comparing the service delivered to them with  their previous 
experiences. This evaluation brings the customer to take firm decisions and draw 
perceptions regarding their purchase decisions. If these perceptions and evaluation are 
facilitated by concrete quality services of the organizations the customer will be 
psychologically bonded with the services and will retain loyal to the organization.

5.2 Conclusion:

The study emphasized two prominent construct perceived quality of service and 
customer loyalty that have been concluded to be most important in hoteling context. PC 
hotel services were examined which revealed that there was a significant relationship 
between perceived quality of service and customer loyalty and it was concluded that 
perceived quality of service was fundamental attribute for retaining the users of the 
hotel services that hotels must facilitate. The hotel managers were provided with two set 
of operations according to our findings, either they must more focus on reliability, 
empathy, or responsiveness dimensions and allocate their resources to more procure 
their perfect execution in retaining hotel customers. That will please them more and 
their experience will result in more reasoned loyalty for the service provider or they 
must come up with front line markup strategy that enhance specifically on the 
tangibility and assurance dimension so as to delight the customers that are bothered with 
their parsimonious role in their retention with the hotel so the final piece is leveraged to 
puzzle and game of retaining customer loyal is won competitively. The hotel managers 
should specifically incorporate perceived quality of service construct to strategize the 
hoteling services and increase user retention that will help to create, maintain, and 
sustain loyalty in order to sustain competitive advantage in long run. So the hotel 
services should focus on providing error free services according to promised time and 
right the first time. The staff should be well trained and able to instill the confidence of 
the customers in doing business with the hotel. The dealing of the staff must make 
customer feel special and well treated. The complaints of the customer should be rapidly 
resolved so the customer will feel the organization to be responsive. The physical 
evidence should be visually appealing and should arose their sense of aesthetics. The 
bottom line is that hotels must try to establish customized and quality offering so the 
perception of the customers are logically focused in order to keep their customers loyal 
and foster their retention in future dilemma.

5.3 Recommendation:

 The research study emphasized the positive relationship between the research 
constructs. This explanation is elaborated in Pakistan PC hoteling services by sampling 
customer of Peshawar, Karachi, and Rawalpindi. So the study has taken its part in 
explaining the conclusive relationship between the constructs on Pakistan level and 
more explanation has been added to the existing body of literature. While these issues 
are beyond the scope of current dilemma, the major contribution is the explanatory 
perceived quality of service and customer loyalty instrument that allows better 
assessment of the construct for further research studies. Each of the above issues and, in 
fact many more are yet to be explored in hoteling context and some of them are;
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 There is a need to conduct research studies that elaborates the relationship 
between   

 other brand equity construct.

 Does perceived quality of service enhance brand equity?

 Can the perceive quality of service be the mechanism of justification to charge 

 high price premium.

 Is there any association between perceived quality of service construct and brand 

 image.
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IMPACT OF GENERAL ELECTION 2013 ON THE SHARE 
PRICES OF PUBLIC LISTED FIRMS: EVIDENCE FROM 

PAKISTAN.
Javed Khan*, Shafiq Ur Rehman** and Altaf Hussain***

ABSTRACT

This study investigates the impact of the general election 2013 on share prices of public 
listed firms of Pakistan. To analyze, least square regression model is used as the 
research methodology. The sample of the study includes 50 randomly selected 
companies from the Karachi stock exchange. The results of the study highlight that 
share prices of public listed firms of Pakistan responds negatively to such political 
events. The results further highlight that share prices of large sized and highly levered 
firms observed more positive changes during the general election 2013. Further, the 
share prices of more profitable firms experienced low volatility than less profitable 
firms. The findings of the study have policy implications for manger and investors.

Keywords: 

INTRODUCTION

The stock exchange (stock market) is a place, where the shares of listed companies of a 
country are traded (Gul, Khan, Saif, Rehman, & Roohullah, 2013) . In the stock market, 
secondary securities (already issued) are traded. Stock market is an essential part of the 
financial system of a country. These are often considered as barometers of an economy, 
because they show the change as well as the direction of an economy (Srivastava, 2010). 
It also plays a very important role in making the economy efficient as it ensures the 
liquidation of the primary market, where the funds are channelized from surplus sector 
to deficit sector. Stock market measures that how a country is performing domestically 
and internationally (Gul, et al., 2013).There are currently three stock exchanges in 
Pakistan, namely; Karachi stock exchange, Lahore stock exchange and Islamabad stock 
exchange. Karachi stock exchange is the biggest among them, as 75 to 80 percent trade 
takes place through it (Javid, 2007) .

The price of a single share of the common stocks outstanding of a company is called 
stock price. Stock price indicates the efficiency of management and board of directors, 
and represent strength of the overall company. A continuous rise in the stock price saves 
the management from firing, and the company from takeover (Hunjra, Shahzad, Chani, 
Sabih ul Hassan, & Mustafa, 2014). 

Stock prices are volatile and changes on daily basis either in positive or negative 
directions. Various factors affect the stock prices, for example, natural calamities, 
disasters, political events, terrorist's events, corruption, economic inflation and 
recession(Gul, et al., 2013). Stock prices are also sensitive to some internal factors such 
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as, dividends announcements, earning per share, return on equity and profit after tax 
(Hunjra, et al., 2014). 

Political events cause volatility in stock prices of companies. Presidential elections and 
general elections are political events and during these events the stock prices show 
variations. Stock price behavior are studied during presidential elections in developed 
countries like United States, United Kingdom and Germany, but the results are not 
generalizable for Pakistan, because of differences in political system, tax system, 
institutions, technological system, financial system and some other differences. Some 
developing countries also have such type of studies, for example (LIU 2007, Omar 
Masood and Bora Aktan 2010 andGul et al 2013). But the stock price behaviors during 
the elections are not thoroughly examined yet and are still remains debatable.

Stock prices behavior during political/ general elections was examined on an 
international scale by researchers, for example Bialkowski, Gottschalk, and Wisniewski 
(2008) and Pantzalis, Stangeland, and Turtle (2000), but the stock price behavior of a 
single country around  a single general election is not yet studied up to the best level of 
researchers knowledge. The study is carried out to fill this gap in the existing literature, 
byanalyzing the stock price behavior of Pakistani listed firms during the general 
election 2013. The researchers are interested to study the impact of 2013 election, 
because it was the first general election in Pakistan when the power was delegated 
politically to the new elected government by the previous government after the 
completion of its five years tenure. Almost all the political parties took part in the 
election for the first time.

Profitability, leverage and size are firm's specific characteristics, which have an impact 
on stock prices of organization during events. The role of these variables on the stock 
prices is not yet analyzed during general elections. Therefore, the researchers are 
intended to find out the impact of the above mentioned variables on the stock prices of 
Pakistani public firms around general election 2013.

General election 2013 is different from the previous elections held in Pakistan. This 
election was held in a fully democratic environment, almost all the political parties took 
part in it and the election was on its own time. For the first time the previous politically 
elected government completed its tenure and transferred power to the new elected 
government. This time the caretaker government was impartial because it was made by 
mutual consensus with the opposition. Though rigging blames were there, but unlike 
previous, large scale intuitional rigging was not observed this time. And at last, usually 
two political parties had been contested at national level in the history of Pakistan, but 
this time the third big player (Pakistan Tehrek e Insaaf) was also in the field and its 
slogan and manifesto was also different.

LITERATURE REVIEW

Efficient market hypothesis states that stock prices in an efficient market represent all 
available information, and no investor can earn abnormal returns(Fama, Fisher, Jensen, 
& Roll, 1969). Although the theory of market efficiency is a renowned theory in the real 
world, but various studies have found stock price anomalies during political and other 
events(LIU, 2007). LiargovasandLiargovas(2010) utilized event study methodology to 
examine stock price responses of Greek banks to three international terrorist events. 
Significant negative abnormal returns were found in response to September 11th attack 
and London terrorist attack, while the impact of Madrid attack on the stock prices was 
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not significant.Gul, et al., (2013) concluded after examining the impact of political 
events, terrorist events and natural calamities on KSE (Pakistan) listed financial firms 
that, stock prices responded negatively to such events during the period of 2007-2010. 
The stocks listed at Karachi stock exchange show both the positive and negative 
response to the earthquake of October 8, 2005. The returns and volume of cement, steel, 
food and banking sector rose because of the investor's expectation of high demand for 
investment in these sectors after the unanticipated event. Some companies experienced 
negative stock return volatility such as National refinery, Faisal Spinning, Fauji 
Cement, Metropolitan Steel,Mirpurkhas Sugar and Mandviwala Plastic. The 
expectation for the foreign aid also helped the market to recover(Javid, 2007).  

Zach (2003) examined the stock price relationship to political events of firms listed on 
Tel Aviv Stock Exchange (Israel) from 1993 to 1997. The researcher found that stock 
prices are more volatile on event day as compared to normal days. The direction and 
intensity of volatility depends on the nature of political event. For example stock prices 
show high positive volatility during the Oslo accord (good news), while it was high 
negative in response to interest rate rise (bad news) during this period. Beaulieu, Cosset, 
&Essaddam(2005) carried out a study based on stock returns volatility of Quebec based 
firms and Canadian firms in relation to political news during 1990-1996. The 
researchers argued that unfavorable political news increases the stock returns volatility 
of firms exposed to political risk, while favorable political news reduces this volatility. 
The effect of unfavorable news was higher than favorable one because of greater 
informational content and media coverage. According toOrtegaandTornero(2009), 
stock price volatility increases with the arrival of elections. They concluded that before 
and during election the Spanish stocks experience negative abnormal returns, because 
of high uncertainty about the new policies. The stock prices rise just after the election, 
because the uncertainty is resolved. 

LIU (2007) studied the stock market behavior of five East Asian countries namely 
Taiwan, South Korea, Singapore, Philippines and Indonesia around presidential 
elections for the period of 1996-2005, using event study methodology. The researcher 
found positive returns for fifteen days before and fifteen days after these elections. The 
factors influencing the uncertainty (a country's political, economic and press freedom, 
election timing and the success or failure of incumbent) determine the level of abnormal 
returns. For example the stock returns in countries of little political and press freedom 
were highly abnormal during elections. The stock market response is observed to be 
greater during elections in which the incumbent lose, because these elections lead to 
change of ruling party and results in a large amount of uncertainty. 

Pantzalis, et al., (2000) found positive abnormal returns, by investigating the behavior 
of stock market indices of 33 countries, around political elections for the period 1974-
1995.The researchers argue that these positive returns are function of country's specific 
characteristics, such as degree of political, economic and press freedom, election timing 
and success of the incumbent to be re-elected. Particularly, strong positive abnormal 
stock returns found during elections won by opposition in less free countries, and during 
early elections lost by incumbent government.

The impact of  political events is examined on stock prices and trading volume, on KSE 
100 index (Pakistan) from February 2008 to February 2009 by Malik, Hussain, and 
Ahmed (2009). The study is based on the resignation of Ex Pakistan's president Pervez 
Musharraf. The researchers found the stock market responsive to such events, and 
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concluded that stock prices and trading volumes are more positive in the post 
resignation period than the pre resignation one.

Stock price behavior in relation to political variables is studied by(Wisniewski, 2009). 
The researcher concludes that the US firm's stock prices are more expensive during 
democrats, and further found that stock prices move up during presidential elections, 
arguing that this price hike is caused by the promises made by presidential candidates. 
The findings of  Snowberg, Wolfers, andZitzewitz(2007) are in strong contrast to 
Wisniewski (2009), which conclude that stock prices show positive movements during 
mid term election. This upward movement (though it was smaller than during 
presidential election movement) was because of republicans majority in the house and 
senate. The same study is carried out byDöpke andPierdzioch(2004) in Germany. They 
found that stock market favors conservative government rather than liberal in Germany, 
which are in contrast with those found in USA. The results also do not support the 
findings that political cycle has an impact on stock market; rather stock market returns 
affect political variables such as popularity of the incumbent government, and predict 
the election outcomes. According toBialkowski, Gottschalk, and Wisniewski (2007), 
the anomaly observed in the United States is country specific. The researcher found no 
significant difference among the returns of left wing and right wing government, using a 
sample of 24 OECD countries.

Goldman, Rocholl, and So (2006) investigated the impact of political events on stock 
prices after dividing US firms in two groups; firms politically connected with 
Democrats and firms politically connected with republicans. The results showed that 
stock prices of firms politically connected with Republicans rose in response to 
republican's victory in presidential election in 2000, while that of democrats connected 
firm's stock prices fall. Kim, Pantzalis, and Park (2012)has also carried out such type of 
study. The researchersanalyzed the political alignment index (PAI) as a determinant of 
stock prices around presidential and midterm election for US for 40 years. The 
conclusion supports the findings of Goldman, et al.(2006), that firms benefit from 
political connectedness, and avoid exposure to policy risk.

Bialkowski, Gottschalk, and Wisniewski (2008)investigated the impact of national 
elections on stock market using a sample of 27 OECD countries. The researchers 
utilized event study methodology, and conclude that elections induce volatility in stock 
markets, the volatility magnitude being the function of country's specific variables, such 
as tough contest among candidates, absence of significant voting laws, failure to form a 
coalition government and possible government transition. These variables lead to 
uncertainty, which is resolved on polling day, and result in moving up the stock market.

 In United States the firm performance during elections decreases due to misallocation 
of capital and political uncertainty. The stock prices become less informative and the 
investors hesitate to respond to high stock prices during elections. Political related 
firms/ state owned firms stock prices are unbelievable, because they over invest in 
contracting sectors during election days for the purpose of gaining full 
employment(Durnev, 2011).

The stock market performance decreases during political grid lock (when political party 
controlling congress is different from the political party of the president) in the United 
States. The party(democrats/ republicans)  effect on stock market is insignificant as it 
gives no clear result(Beyer, Jensen, & Johnson, 2004).
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Empirical studies also show relationship between size and stock price volatility of an 
organization during events. For example Duffee(1995) argues after examining the stock 
price volatility in relation to firm size,  that stock prices of small size firms are more 
volatile than large size firms when exposed to same shocks.Abnormal returns are 
negatively related to size of the firms, which means that abnormal returns are higher for 
small size firms even large size firms average returns are more than small firms(KEIM, 
1983).

The profitability of an organization also affects its share prices. Hunjra, et al. 
(2014)examines the stock price volatility of 63 firms listed at Karachi stock exchange 
(Pakistan) in relation to dividend yield, dividend payout ratio, return on equity, earning 
per share and profit after tax for the period 2006-2011. The researchers used ordinary 
least square regression model, and found that earning per share and profit after tax have 
significant positive relationship with stock prices, which means that firms with high 
earning per share and high profit after tax have high stock prices. Both of these variables 
are indicators of profitability of a firm, therefore the profitability and stock price have 
positive relationship.

According to Wei and Zhang (2003) the profitability and stock returns volatility are 
negatively related, which means that the firms with high profitability exhibit low stock 
returns volatility. The researcher uses return on equity as measure of profitability. 

The leverage level of an organization affects its stock price during events. For example 
Lang andStulz(1992) examines the impact of bankruptcy announcement on the stock 
prices of competitive industry. The researchers conclude that the bankruptcy 
announcements negatively affect the stock prices of the rival firms, and this effect is 
greater for the firms with higher leverage level. Stock returns volatility is positively 
related with leverage of the organization. When the organization issue more debt or its 
stock prices fall relative to bond prices, its stock returns volatility rises(Schewart, 
1989).  According toWei and Zhang (2003), stock returns volatility of high levered 
firms is higher than low levered firms, because high levered firms have high risk of 
bankruptcy.The results of Duffee(1995) are against it, which states that the stock price 
volatility of  firms with low financial leverage is higher during shocks.

Some researchers find no relationship between stock price volatility and leverage. For 
example Hasanhodzic and Lo (2011) examines the stock prices volatility of 23 all equity 
financed (AE) firms and 41 debt financed (DF) firms from 1972 to 2008 in relation to 
stock prices fall (shock). The sample is taken from University of Chicago's Center for 
Research in Security Prices. The researchers conclude that stock price volatility is 
negatively related to the shock for both the leveraged and non-leveraged firms, arguing 
that leverage plays no role in stock price volatility.

RESEARCH METHODOLOGY

The aim of this study is to examine the effect of general election 2013 on stock prices of 
public listed firms at Karachi stock exchange. Event study methodology is widely 
utilized in finance to analyze stock prices response to specific events such as dividend 
announcements, mergers and acquisitions, stock splits and changes in policies(LIU, 
2007). Event study methodology is based on efficient market hypothesis, which states 
that stock prices reflect all available information, and any change in stock prices must 
reflect new information(Fama, et al., 1969). The general election is an event; therefore, 
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Whereas, SZ measure size of the firm, ROA is profitability, LV is leverage and ET 
capture the impact of event on stock price. This model states that variation is share prices 
is function of the size, profitability, leverage and event. The co efficient of interest in 
model 1 is        which measures the impact of the event.

Sample and Data:

The sample consists of 50 randomly selected public listed firms from Pakistan. Allthose 
listed firms are included in the sample for which the daily stock data is available. Daily 
data about the share prices is obtained from the Business Recorder. The data about the 
size leverage and profitability is obtained from annual reports of the companies.

RESULTS AND DISCUSSION

This study examines the effect of general election 2013 on stock prices of firms listed at 
Karachi stock exchange. For this purpose we first find out the abnormal returns during 
the event. The abnormal returns show that the event has an impact on share prices of 
public listed firms of Pakistan. We then used regression (least square method) model 1 to 
find out the significance of the event impact. This model is also utilized for finding out 
the impact of size, leverage and profitability on share prices.

The results obtained from the regression model 1 are reported in table 1. The coefficient 
of SZ is positive and statistically significant at the level of 1%. It means that large sized 
firms enjoy high stock prices during the event. The results of the study are inconsistent 
with those of Duffee, (1995) and KEIM, (1983). According to the findings of these 
studies, the stock prices of small size firms are more volatile during events. The impact 
of leverage on stock prices during the event is statistically significant, and its coefficient 
is also positive. It means that the stock prices of highly levered firms change more 
positively during the general election 2013. The results of the study are in line with that 
of Schwert, (1989) and Wei and Zhang, (2003). The results are inconsistent with Lang 
and Stulz, (1992), Duffee, (1995) and Hasanhodzic and Lo, (2011).

The profitability impact on stock prices during the general election 2013 is significant at 
the level of 1%. The stock prices of most profitable firms are less volatile than low 
profitable firms during the event. The negative coefficient indicates negative 
association between profitability and stock prices.  It means low profitable firms 

Table 1:  The Impact of General Election on Stock Price
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experience high share price volatility. The results of the study are consistent with the 
findings of Wei and Zhang, (2003). However our results are inconsistent with Hunjra et 
al., (2014), which argue that the returns of profitable firms are more volatile and 
positive. 

Now we turn our attention toward our main variable of interest i-e the impact of event 
(ET) on share price. The results reported in table 1 shows that coefficient of ET is 
negative and statistically significant at the level of 5%, which shows that event captured 
by ET has negative impact on the share prices of the public listed firms of Pakistan. This 
means that the event (general election 2013) has negatively affected the stock prices of 
public firms.Liargovas and Liargovas(2010) analyzed the impact of political events on 
share prices of Greek banks, and found negative responsive to such events.Gul et al., 
(2013) also report that political events have negative impact on the stock prices. The 
results of the study are also consistent with the findings Tornero and Ortega, (2009).

However, the results are inconsistent with the findings reported by LIU(2007), which 
states that the stock prices of firms listed at the stock exchanges of five East Asian 
countriesexhibit positive returns during general elections. Pantzalis et al., (2000) 
examined the stock prices of 33 countries around political election and found positive 
abnormal returns. The results are also inconsistent with the findings ofMalik et al., 
2009,Snowberg et al., (2007) and Bialkowski et al., 2008.

CONCLUSION

The study examines the impact of political event (general election 2013) on the stock 
prices of public listed firms of Pakistan. The impact of size, leverage and profitability 
during the event is also analyzed. The results reveal that the general election 2013 has 
negatively affected the stock prices. The results also reveals that the share prices of large 
sized firms are more volatile during the event. The leverage also has positive impact on 
the share prices during the event. While the share prices of more profitable firms show 
little volatility as compared to less profitable firms during the event.

The results of this study will enhance the understanding of managers and investors 
regarding the behavior of stock prices during political elections. The results of the study 
have also policy implications. In addition, the outcome of this study will benefit both the 
national and international investors, to understand the role of size, leverage and 
profitability during general election.

The theoretical significance of the study is manifold. First, it contributes to the field of 
corporate finance, by analyzing the stock price volatility (the relationship of stock 
prices to general elections) and provides evidence from the perspective of Pakistani 
public listed firms. Second, the study adds to the existing literature on the behavior of 
stock prices during general elections. Third, this is the first study of its kind, up to the 
best level of researchers'knowledge that has focused on the impact of single general 
election on stock prices. Finally, this study results will serve as food for thoughts for 
future researchers.
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MANAGERIAL PRACTICES OF THE PRINCIPALS OF 
ISLAMABAD MODEL SCHOOLS IN ISLAMABAD CAPITAL 

TERRITORY (PAKISTAN) 
Syed Manzoor Hussain Shah*, Ziarab Mahmood**,  Attaullah Shah***

ABSTRACT

Management of educational institutions to achieve the goals of excellence and quality is 
alwaysv .  This study was conducted to know the management practices of Principals of 
federal government secondary schools named Islamabad Model Schools in Islamabad, 
the capital of Pakistan.  Fifty principals of fifty Schools and two Trained Graduate 
Teachers of each school were selected randomly ensuring equal proportion of male and 
female principals working urban and rural areas. The data were collected through 
questionnaire by personal visit. The collected data were analysed with the help of 
Academic Administrative Grid given by William, Blake and Mounton. Significant 
difference between management practices of male and female principals working in 
urban and rural areas of Islamabad were analysed by applying mean, standard 
deviation and t-test. Mostly principals were found compromiser. No significant 
difference was found between male and female principals working in urban and rural 
areas.  It was recommended to train the principal to gain the required level of 
management.  

Keywords: Principal, School, Management, Education.

INTRODUCTION

Islamic Republic of Pakistan is a federation consisting four provinces (Punjab, Sindh, 
Khyber Pakhtoon khawa and Baluchistan), Federal Administrative Northern Area, 
Federal Administrative Tribal Area and Islamabad Capital Territory. Islamabad 
comprises 0.1 % area (796 squares Kilo Meter) of Pakistan. 

Management system of education is almost same in all units of Pakistan. There are three 
stages of education elementary, secondary and higher education and five stages of 
educational institutions in Pakistan. Primary Schools (Grade I to V), 
Middle/Elementary School (up to Grade VIII), Secondary /High Schools (up to Grade 
X), Higher Secondary Schools/ Intermediate Collages ( Up to Grade XII) and Collages/ 
Universities ( Grade XIII and above). 

The educational institutions are managed by the Principals. Management is an art of 
getting thing done with the help of other people. According to Lundgren (1983) 'The 
process of managing consists in getting things done for, with, and through people'. 
Management helps to improve the performance of the organization. According to 
Ducker (1973) management provides the opportunity in increasing productivity.  

The main purpose of management is to achieve the objective of the organization. 
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selected aims of the organization by the help of the people. 'Management is the 
integrating force consisting of some basic foundation for compiling the objectives of an 
organization' (Saksensa, 1990). So it can be said that management is the process of 
utilizing material and human resources to accomplish designed objectives. 
Management is planning, organizing, directing and controlling of the organization so 
that the objectives of the organization can be achieved economically and effectively.

Organizations are established to achieve some common objectives. As it is said by 
Bhoomireddy (2004) organizations are social units founded to seek specific tasks. 
Organization and management depends on each other. No organization can achieve its 
objectives without management and there is no concept of management without 
organization.

Schools are also established to achieve some specific objectives and some people work 
together to achieve these objectives. So school is also an organization which is designed 
for learning (Bhoomireddy, 2004; Geol 2005). 

Good management is essential in schools because school provides education and 
education is essential for the economic, social and moral development of the nation. If 
there will be poor management in school, there will be poor education. As a result there 
will be backwardness in the country. Education is essential for the development of the 
nation as Panda (1991) has rightly said the whole world feels that education enables a 
country to achieve progress and prestige for her people. According to Owen (1992) 
“good education is the result of goods management”. He further says that education is 
the only instrument through which a nation can earn her name and fame according to her 
hope.

Due to importance of education and to achieve the desired objectives, the term 
educational management appears in education sectors.  According to Shami (2006) 
“Educational management is well directed efforts within the school systems, for the 
achievement of educational objectives”. He concluded by saying, that educational 
management is the efficient and economical use of time, money and material for 
achieving the objectives of the institutions. The output, out come and impact of school 
depend on educational management. If the educational management is well directed and 
apply the Team Management (Real educational manager) then definitely educational 
performance will improve. Effective management is the basic requirement for bringing 
the educational systems to right track to face the challenges of modern world and its 
changing scenario (Shami, 2005).

The head of school is most important person in the school. The reputation of a school 
depends upon the quality of the head of the school. According to Bhoomireddy (2004) 
the head teacher is responsible for all that is being done in or by the school. He further 
states that the head teacher in the school occupies the most important seat in the 
administrative machinery of the school. He explains his position in school by 
comparing the position of the sun in the solar system. It shows that the head 
teacher/principal is hub of the total educational process that goes into school. The 
performance of school can be observed by its leader (principal). According to Goel 
(2005) the effectiveness of schools depends on its principal/head teacher provided by its 
school administration.

The school's principal has to do two functions. He/she has to improve the result and also 
he/she has to take care of his colleagues.  “The effective leader must perform two 
functions successfully, the achievement of the task which has been set up, and the 
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fulfilment of colleagues needs” (Owen, 1992).

According to Huges (1976) the head teacher has to interpret the aims of the school to the 
community. He has to frame policy and plan at school level, to ensure maximum 
efficiency in putting theory in to practice. He has to create an atmosphere in which staff 
can work in harmony. 

Principal is the immediate leader of the school teachers. He is not only responsible for 
the achieving the targets of the school but also to take care of the professional 
requirements of the staff members. There must be balance between the tasks and people 
orientation. Head teacher/principal plays a leading role in the institution. In some cases 
the performance of all principal is not same; some heads are effective leaders while 
others are not.

There are as many management styles as the mangers are. To represents maximum 
management style 'The Academic Administrator Grid' presented by Blake, Mouton and 
William is considered best. The original grid concept appeared in 1961. In 1964 a 
remarkable book 'The Managerial Grid:  Key Orientation for Achieving Production 
through People' to check the performance of the managers was written. It has been 
modified in 1981, for assessing the managerial style of the educational leader (principal, 
headmaster, coordinator, dean of faculty, chairman of department and vice chancellor 
etc.).  The Managerial Grid is the most significant and practical contribution to in the 
field of management. According to Reddy (2004) this grid is more than just a theory in 
human behaviour. It is tested sciences of management theory. It employs the systematic 
principles which can be taught and which may then be applied in day to day situation.  
According to Lundgren (1983) the Academic Managerial Grid serves as a map to show 
the objectives of the comprehensive management development program.

The scenario of researches in the field of educational management in our country has 
intrigued the researcher to conduct a research in this particular field in the context of 
education. So the study was conducted to investigate the management style of the 
principals of government higher secondary schools in Punjab in the light of managerial 
practices of Blake, Williams and Mouton's The Academic Managerial Grid: A Guide to 
Developing Effective Management Team. 

STATEMENT OF THE PROBLEM

In this study the researcher has studied the management styles of principals of 
Islamabad Model Schools (I-X) Islamabad by applying the Academic Managerial Grid 
presented by Blake, William and Mouton. 

OBJECTIVES OF THE STUDY

1. To study the management style of principals.

2. To compare the management style of the male and female principals.

3. To compare the management style of the principals serving in urban and rural    

 areas.

4. To recommend steps for reaching the real level of management.
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SIGNIFICANCE OF THE STUDY

This study is significant due to the following;

1. It will be helpful for the educational planers, policy makers, government 

 educational department and principals in the field of education.

2. This research will be helpful for many other researchers in the same field.

3. This research will through light on the perceptions of school teachers and their 

 principals toward the management style of the principals.

4. This research is expected to provide proper guidelines or adoption of effective 

 management as perceived by the teachers and the principals.

5. This research will be helpful for the concerned department of education and will 

 help them in training of direct selectees, promotees, headmasters, and principals. 

 It will suggest ways and means and to help them in improving their performance.

 

REVIEW OF LITERATURE

Academic Managerial Grid: 

The Academic Managerial Grid is a systematic frame work for ordering and 

compressing into useable form of behaviour science theory and research subject for 

understanding and improving the exercise of management in school, colleges and 

university. Two fundamental aspects of management are concern for subordinate and 

concern for institutional performance (Blake, Mouton &Williams, 1981).

The Grid has two dimensions.  One is 'concern for School Performance'   along the x- 
axis, on a scale from one to nine. The other is 'concern for Subordinate' along the y- axis 
on nine point scale with nine high. Blake, William and Mouton have recognized four 
extreme of management style (Reddy, 2005). 
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1.  Caretaker Principal: 1, 1

Caretaker principal is represented in the lower ft corner of the Academic Managerial 

Grid. He is motivated to stay in the system. It means this type of principal works enough 

to build seniority but without making an effort to be beneficial for colleagues, students, 

or the institution as a whole. This principal expects little and gives little to the school.  

The 1, 1 oriented Principal goes through the management as per routine has no 

commitment to school (Blake, Mouton &Williams, 1981). 

2.  Authority Obedience Principal: 9, 1

This principal locates in the lower right corner of the Academic Managerial Grid. 

He/she applies the autocratic/ authoritative style of management to get results. He/she 

has high concern for the task of the school. He/she considers that the task of the school 

must be chased at any cost. He/she has little concern for the welfare and right s of the 

subordinates. This type of principal makes sure that others follow the proper course 

toward achievement. He/she is confident in his performance. To come out on top, this 

principal feels no hesitation in pulling rank in order to impose standards on others 

(Blake, Mouton &Williams, 1981).

3.  Comfortable Principal: 1, 9

The 1, 9-oriented principal falls on the upper left corner of the Academic Managerial 

Grid. He/she has low concern for performance of the school but he/she has high concern 

for subordinates (faculty, students, and employees) and the public. According to him / 

her, role of the principal is, to make the academic environment school a comfortable and 

pleasing place. He/she consumes his/her effort to create the proper climate for the 

school. This type of principal also encourages cooperative work atmosphere (Blake, 

Mouton &Williams, 1981).

4.  Compromiser Principal: 5, 5

This principal is in the centre of The Academic Managerial Grid. He/she emphasizes 

'responsive leadership'. He/she does what the majority thinks or wants to be done.  

He/she is motivated by others. He/she remains careful to avoid self-exposure. 

Prevailing opinions are his / her opinions. What others rejects, he/ she rejects. Therefore 

this type of principal seldom has deep commitments to tasks or to the subordinates. This 

principal can be beneficial for the school when he/she is motivated properly (Blake, 

Mouton &Williams, 1981).

5.   Team Leader: 9, 9

The principal is located in upper right corner of The Academic Managerial Grid. He/she 

takes care for the needs of the subordinates as well as the need of the school 

performance. He /she is able to connects both these needs develops links between 

institutional needs for performance and the needs of faculty and staff for full and
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rewarding work experiences. A 9, 9 orientation principal involves an integration of 
concerns: a high concern for institutional performance with high concern for 
subordinates.  He/she takes active participation which leads to involvement and 
commitment to standards of excellence. His/her involvement in all matters of the school 
encourages subordinates to achieve the highest possible performance in term of quality, 
quantity and personal satisfaction.  His/her commitment to  both the needs of the 
subordinates and need of the school motivates subordinates to develop a personal 
commitment to school achievement (Blake, Mouton &Williams, 1981). 

RESEARCH METHODOLOGY

The procedure of the study was as under:

1:  Population

All the principals and secondary school teachers of Islamabad Model Schools of 
Islamabad were included in population. 

2.  Sample:

Multistage sampling technique was used. The Islamabad Capital Territory is divided 
into five educational sectors under the supervision of five Area Education Officers. Four 
sectors are rural sector while one is urban sector. Total 50 secondary schools were 
selected by ensuring five male and five female schools from each sector.  In the second 
stage, all the 50 principals were taken from sample schools. To know the opinion of the 
subordinates about the management style of the principal, two Trained Graduate 
Teachers were selected conveniently from each school.

3. Instrument:

A questionnaire was developed with the help of Black, William and Moutons Academic 
Administrative/managerial Grid. Black, William and Mouton had developed the 
questionnaire for assessing the administrative style of Administrators and leaders in the 
University (top level management). In that questionnaire, there were 18 statements                 
(9 for subordinates and 9 for tasks). The researcher has modified this questionnaire 
according to the local need and thus 32 statements were prepared (16 to know concern 
for school performance and 16 for need of the subordinates) which helped the researcher 
to understand the view and style of management of that principal. Thirty two closed 
ended statements having five point ranging scale from always to never were included in 
the questionnaire.

Statement number 33 was developed to take suggestions for improvement of the 
management practice of the principal and educational management. It was open ended. 
There was no restriction for the respondents for the number of the suggestions. Same 
questionnaire was used to know the opinions of Trained Graduate Teachers.

Pilot Testing:

The questionnaire was validated by the panel of the 5 educationists.  For the purpose of 
the reliability, the questionnaires were sent to four principals and twelve subject 
specialists. They were part of the population but not included in the sample. In the light
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 of feedback, questionnaire was improved and finalized. The reliability of the statements 
were checked by applying Richardson Kuder's method.

4. Data Collection:

 For the data collection, the researcher personally visited the sampled schools except 
those schools which were very far from main cities.  The researcher requested to the 
principals and Trained Graduate Teachers to fill the questionnaire. For collecting the 
data from far-flung areas and from girls schools, the questionnaire were delivered and 
received by post. Fifty five percent (65 %) response were received in first attempt. 
Reminders were sent to the schools with request letter and more 11 % responses were 
done. Again reminders were sent in remaining sample 4% more questionnaires were 
sent back to the researcher. It took 6 month of the researcher. So the 80 % responses are 
ensured.

5. Data Analysis:

The management style was observed by applying the Academic Administrative Grid 
and other inferences were made on the basis of analyzed data. To put the data into tabular 
form, score were assigned to the responses provided on five point scale. For scoring 
process the responses always, frequently, some time, seldom, and never were assigned 
4,3,2,1 and zero marks respectively for the entire closed ended statements except for the 
statement 7, 16 and 22. These three statements were scored in reverse order due to the 
negative nature of the statement. After scoring each statement, subordinates orientation 
of the principal was calculated by adding scores of statement No. 1 to 16, and task 
orientation of the principal was calculated by adding scores of statements No. 17 to 32 
for each respondent. For analysis of data, mean scores and graphs (Academic 
Managerial Grid) were used as statistical tools.  To assess the significance difference 
between the management style of male and female principals and to compare the 
principals serving urban and rural areas, the 't' test was applied.  

Managerial Practices of the Principals...

C  2016 CURJ, CUSIT



118

1.  No any principal was found on any extreme of the Academic Managerial Grid. 

2.  Eighty (80) % principals fall near the middle of the graph. So they can be said  

 Compromiser Principal. 

3.  Only 6 % principals apply near to the team management style of the Academic 

 Managerial Grid. 

4.  Eighty three (92) % principals fall in the left-top portion of the graph which is 

 Better portion of the graph.

5.   There is no significant difference between the management style of Male and     

 female principals.

6.  There is no significant difference between the management styles of principals   

 serving in Urban and Rural Area.

The table No. 1 shows that there is no significance difference between the two means 

(male and female) with regard to subordinates. With respect school performance there is 

no significant difference between the management style of male and female principals. 

There is no significance difference between the management style of principals of urban 

area and rural area with respect to their behaviour with subordinates.

There is insignificant difference between the management style of principals of urban 

area and rural area in case of school performance. 

CONCLUSION AND DISCUSSION

Neither any principal is found on any extreme neither of the graph nor on   exact on the 

Compromiser Principal as described by Blake and Mouton. Mostly principals are found 

to apply the management style better than the average (Compromiser Principal). Mostly 

principals apply the Compromiser Principal Management style. The management 

performance of Male and Female principals is same. The management practices of the 

principals serving in rural area and urban area is same. The findings of the present study 

are in the line with the findings of Rahmatulla (1999) who conducted a study on “The 

Management Styles of Principals of Government Collages in KPK. in the light of the

Table 1: Mean Difference in Management Style of Principals
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 management practices of Blake and Mouton”. 

The population of his study was totally different but the results are same. It shows that 
KPK and Islamabad are different areas and the level of degree colleges and secondary 
school is also different yet the management practices in both the areas at all level of 
education are same. It indicates that the management practices, in education are below 
the required standard. Our principals are average level principal; not the team leader. 
The only benefit of this level of management is that it is flexible and the principals adopt 
any style at any time according to need. But the disadvantage is that it is lower standard 
of management and the principals may adopt caretaker style when he/ she feel that the 
staff is neither committed nor competent. So his/ her compromising on poor 
performance is very harmful for the future.   So it is needed to arrange the managerial 
training and motivation to create commitment. The results also indicate that the 
management of male and female principals is approximately same. So there is a need to 
arrange the managerial training to take them on the team management level. 

Zile-e-Huma (2003) conducted a research for her PhD by the name of analytical 
assessment of management styles of the principal on Blake and Mouton Managerial 
Grid. Population of her study, were degree colleges of Punjab. Her findings are different 
from the researcher's findings. She found the majority of the principal as a Team Leader.  
The possible reason may be the interpretation of the grid theory. She took such 
principals as Team Leaders who were on the upper right corner of the Grid while the 
researcher has taken such principal as Compromiser principal due to their closeness to 
the middle of the Grid. Only those principals were taken as team leader who were very 
close to the upper right extreme of the Grid. This study dealt only with the investigation 
of the male and female principals and Trained Graduate Teachers of Islamabad. It is 
recommended that other researches may be conducted in other provinces of Pakistan 
and at primary, secondary and college level. It was also felt that the principals have the 
need of the  managerial training and thus their  management style can be improved up to 
Team Leader(9,9) as prescribed by Blake and Mouton. Educational services academy 
should be established on the pattern of civil services academy to train the educational 
leaders. Refresher courses may be introduced for the principals. Every principal may be 
given training every year or at least once in three years. In these courses the training of 
latest management skills may be given to the principals. Fifty (50) % seats may be 
reserved for in-service employees and 50 % seats may be reserved for direct selection. 
So that the managerial practices are improved through the experiences of in-services 
and talents of the fresh blood. Both the cadres may be selected through the competitive 
examination to be held by the concerned Public Service commission. There may be 
arrangement of pre- services training of six month for the principals (either they were 
direct selectee or promote) in educational services academy. The principal may be given 
authority to adopt the management style according to the situation. Only the result of the 
students may not be considered final for performance of the principal but his/her 
behaviours with staff ,students and community, his /her regularity, punctuality, piety 
and leadership also be checked. God principal may be given award in the shape of 
performance award, addition increment or some cash prize. 
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IMPACT OF ABUSIVE SUPERVISION ON JOB 
SATISFACTION AND TURNOVER INTENTION: ROLE OF 

POWER DISTANCE AS A MODERATOR
Dr. Wisal Ahmad*, Awais Jamal Khattak** and Ghayur Ahmad***

ABSTRACT

Abusive supervision has been highlighted through research a lot over the past decades 
as it remained the topic to be highlighted because of its negative consequences. Due to 
abusive supervision many unwanted behavior among employees is shown, which really 
damages both the moral and productivity of employees and the employer. Negative 
consequences like low job satisfaction and high turnover intention have been related 
with abusive supervision, which are harmful for organization in terms of many 
consequences e.g. replacement cost, work disruption and negative effects on other 
employees too. Moderator like high power distance in culture can really play an 
important role in understanding the impact of abusive supervision on job satisfaction 
and turnover intention. Hence, the purpose of the study is to find out the moderating role 
of power distance in the relationship of abusive supervision on job satisfaction and 
turnover intention. Regression analysis and correlation was used to assess the data 
collected from 216 employees in private sector organizations which include health 
sector (Quaid-e-Azam International Hospital and Al-shifa Hospital), education sector 
(SZABIST, MAJU and Bahria University) and NGOs (Water Aid, WHO, UNICEF, World 
Vision and UNDP)  to address the variables abusive supervision, job satisfaction, 
turnover intention and power distance. All the hypothesized relationships covering the 
negative effects of abusive supervision on job satisfaction, positive relationship with 
employees turnover intention as well as the significant moderating effect of power 
distance on employees job satisfaction and turnover intention were found significant. 
The study presents valuable implications for practitioners and future research 
directions.    

Keywords: Abusive supervision, job satisfaction, turnover intention and power  
  distance.

INTRODUCTION

The wide research on abusive supervision shows that it affects the desired outcome of 
workplace and damages it e.g. (Hershcovis & Barling, 2010). The effects of abusive 
supervision may not be as much as physically harmful but it is more likely to leave long 
lived wounds (Harris, Harvey, Harris, & Cast, 2012). When it comes to abusive 
supervision, an image of dictatorial boss comes to mind who humiliate those who report 
to him/her (Ash-forth, 1994). The effects of abusive supervision are very important and 
organization should understand it well on time as frontline employees perceive it to be 
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harmful for their performance. According to Tepper (2000), abusive supervision have 
effects on turnover intention, individuals suffering from it are more likely to leave their 
jobs. On the other hand, good leadership and supervision have got positive effects on 
employees overall behavior.  Due to good and ethical leadership and supervision, 
employees and subordinates feel motivated and committed to the organization. 

Literature also evidence that culture does play important role particularly in 
organizations in developed part of the world compared to developing countries. Culture 
has different dimension including power distance, masculinity and feminity, 
individualism, uncertainty avoidance and long and short term orientation (Hofstede 
,1980). Among these dimensions, one of the important one is power distance. Power 
distance can be defined as the acceptance of power by less powerful peoples of the 
organization, institutions or societies and they expect that power is unequally 
distributed. Power distance varies from culture to culture and may be from organization 
to organization. Power distance in developed countries or societies is low, where as 
power distance is high in societies, countries or culture which is still developing. 
Literature on organization and management sciences indicates that every organization 
has its own norms, values, culture and different environment. Hence the employees of 
organizations operating in the high power indexed states will be having greater distance 
from their boss or the boss is more likely to exercise undue power over the employees.

Previous studies on abusive supervision and its effects on employee job satisfaction and 
turnover intention suggest that abusive supervision has got negative effect on job 
satisfaction and Turnover Intention ( Tepper, 2000; Zapf & Gross, 2001; Liu, Wu & Lin, 
2009). More recent studies have found that in culture where there is high power 
distance; supervisor is usually respected by their subordinates, even if he/she is 
involved in abusive supervision (Kernan, Watson, Chen & Kim, 2011). That may be due 
to the reason that whenever power distance is high element of respect comes in between 
supervisor and subordinates. This statement was also supported previously by Hofstede 
(2005) when he suggested that power distance brings the element of respect between 
subordinates and supervisors. Here comes the element of confusion since Tepper (2000) 
state that abusive supervision lead to employee's negative behavior and hence low 
motivation, less job satisfaction and hence greater turnover intention. If Kernan et al. 
(2011) point of view is been taken into account, then in the case of abusive supervision, 
the power distance is the element which brings respect for supervisor due to which 
subordinates obey their supervisor and fulfill instructions given to them. This view is 
also supported by Loh,Restubog and Zegenczyk (2010). These authors are of the view 
that when there is low power distance, work place bullying will be increased, which will 
result in low job satisfaction. Hence if on one side previous findings on the role of power 
distance are contradictory, on the other side it shows the significant positive effects of 
power distance in an organizational culture.

Previous studies on abusive supervision, job satisfaction and turnover intentions have 
been much instrumental in explaining their phenomenon. However as earlier stated that 
the power distance plays important role in the management of organizational practices 
along with the conflicting views of Tepper (2000), Kernan et al. (2011) and Loh et al. 
(2010). As such the issue of abusive supervision, job satisfaction and turnover intention 
needs to be reinvestigated in the light of power distance as a moderator as it differs in 
organizations and different cultures. This study addresses this issue by looking at the 
moderating role of power distance in the relationship of abusive supervision on job 
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satisfaction and turnover intention. 

LITERATURE REVIEW

Abusive Supervision:

Abusive supervision concept had been initiated by Tepper (2000), who says that the 
amount to which employees in organization feel that their supervisors are involve in 
aggressive behavior with them, which can be both verbal and non-verbal, and it 
excludes physical aggression. 

It is usually supposed that ill-treatment to subordinates should experience eminent 
mental sufferings, i.e. nervousness, sadness, occupational stress and suffer exhaustion 
(Tepper, 2007). Though, Since, Tepper (2007) renowned, all the subsidiaries could not 
be manipulated equally by the insulting management e.g. rising protection policies to 
subsidiaries could create abusive administration or few intimidations toward 
themselves (Tepper, Moss, Lockhart, & Carr, 2007)

Moreover, perceptions of abusive supervision have also been connected to significant 
livings and occupational results, i.e. job approval (Tepper, 2000), managerial promise 
(Duffy & Ferrier, 2003), employment pulling out (Chi & Liang, 2013), living pleasure 
(Tepper, 2000), family unit disagreement (Hoobler & Hu, 2013), and family's 
responsibilities fulfilment and performance (Carlson, Ferguson, Perrewé, & Whitten, 
2011). In conclusion, worker discernment of obnoxious supervision also have 
destructive results for associations i.e. harmful effects on proper workout assessments 
(Harris, Kacmar, & Zivnuska, 2007), mission presentation (Xu, Huang, Lam, & Miao, 
2012), and organizational citizenship behaviour (Zellars, Tepper, & Duffy, 2002). 
Summarizing these consequences, Schyns and Schilling (2013) offered a review of 
meta-analysis results linked with awareness of abusive supervision.

According to literature when employee suffers from abusive supervision, it prevents 
him from doing well to other and helping them. In order to keep balance abusive 
employee will treat other employees and subordinates negatively. Liu et al. (2010) 
suggested that due to abusive supervision interpersonal deviance can occur. It can also 
affect job performance (Harris et al. 2007). Subordinate in working environment want 
to be treated fairly and want to be encouraged by their supervisor. For this they work 
hard, honestly and also treat other with respect and consideration. If they are not treated 
good and fairly and they are abused, they will involve in negative behavior at workplace. 
They will be less productive and will show negative attitude toward other, also they will 
be frustrated.

Abusive Supervision and Job Satisfaction

According to Lambart, Hogan and Barton (2002), job satisfaction refers to feelings 
which an individual has from his/her job, whether his/her needs are satisfied from the 
job or not. Literature suggests that in social sector especially service sector job 
satisfaction is achieved through job enrichment (Herzberg, 2003). Because in such 
sector satisfaction to the job is not brought by paying them more, rather one can satisfy 
their workers by non-financial means, for example, creating good working 
environment, good relation with their supervisors, bringing creativity to their jobs and 
also bringing variety to their jobs. According to Smith and Shield (2013), in social 
service sectors employees are more satisfied with their jobs, more motivated and they 
have the potential to develop employees who are more committed and capable of doing
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 work properly in order to serve their nation. According to Mithchell, Mackenzie, Styve 
and Gover (2000), if employees are highly satisfied from their jobs, they will have 
positive outcomes like employee retention and their performance will increase. On the 
other hand low job satisfaction has got negative outcomes, increased absenteeism and 
high turnover (Paoline, Lambert & Hogan, 2006). Schaufeli and Peeters (2000) 
associate it with employee burnout and also illness like psychosomatic problems. 
Keashly, Trott and MacLean (1994) noted that less job satisfaction is found among 
employees who suffered from abusive supervision. According to Richman, Flaherty, 
Rospenda and Christensen (1992) findings on medical students, supervisory abusing 
was related with dissatisfaction. Abusive supervision affects job satisfaction negatively 
and it lowers job satisfaction (Tepper, 2000). This leads to the following hypothesis: 

H1:  Abusive supervision negatively affects job satisfaction

Turnover intention:

When employees of organization move beyond the boundaries of organization it refers 
to employee turnover (Rahman and Naz, 2013). There are three essential parts of the 
word turnover intention in the withdrawal cognition process, first one refers to when 
employees have thoughts of quitting the job, second is when employee intent to search 
for different jobs and the last one is  when they intent to quit the job (Carmeli & 
Weisberg, 2006). Literature suggest that cost incur by organization due to employees 
turnover is very high, as according to Mitchell, Holtom, Lee, Sablynski and Erez (2001), 
the cost related to turnover is very high especially in service providing industries, as 
they have to incur orientation and training cost too. It suggests that employee retention 
in service industry is even more important. Turnover intention has been extensively 
studied and we can find bulk of literature on it. As according to Dawley and Andrews 
(2012), employee's turnover has got negative effects on effectiveness of organization 
and it is very important for organization to have limited turnover.

Turnover intention is said to be important because organization have to incur 
replacement cost and work disruption otherwise (Addae, Parboteah & Davis, 2006) said 
that turnover intention should be considered to be an aware and conscious determination 
to leave the organization. This statement suggests turnover intention has negative 
effects on organization and organization performance as according to Addae et al, 
(2006) the intent to leave has direct effects on turnover decision. The decision of 
employees to leave or intention to leave has is unwanted outcome for organization 
(Rahman and Naz, 2013), that's why the predictors of turnover intention is important to 
know (Low, Cravens, Grant & Moncrief, 2001).

Employees' turnover intentions have been of major interest in the management 
literature. After enduring a negative experience in the workplace (abusive supervision), 
employees may evaluate the situation and question whether to remain in the 
employment relationship (Turnley & Feldman, 1999). It is likely that if they perceive 
injustice in the relationship after an abusive supervisory experience and contemplate 
future mistreatment of the same kind, they will look for employment elsewhere. 
According to Zapf and Gross (2001), abusive supervision develops and intensify as time 
goes on. It may start from a conflict between two persons and then reach at high point of 
intensification. Also he suggests that the abuse behavior change over time. Most of the
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 abused start with a strategies to solve the conflict in constructive manner, then the 
strategy may change several times and finally the abused try to quit and leave the 
organization. Also according to Liu et al. (2009) abusive supervision affects OCB and 
task performance negatively, while it relates positively to emotional exhaustion and 
employee turnover. According to Tepper (2000) abusive supervision has got negative 
effects on turnover intention, mean those employees who experienced abusive 
supervision more likely to leave the organization. More the abusive supervision more 
will be turnover intentions. We can hypothesize that,

H2: Abusive supervision positively affects turnover intention

Power Distance:

According to Hofstede (1980) power distance is the amount to which workers in 
organizations and in institution agrees that power is unequally distributed. Also power 
distance is a measure of influence or power perceived by employees which exists 
between subordinates and a supervisor. Individuals in high power distance culture show 
that they are afraid of questioning from supervisor and disagreeing with them, while 
individuals from low power distance culture believes in minimizing the power inequity 
more. Referring to the level of power distance which exists in society or culture, Farh, 
Hackett and Liang (2007) suggest that power distance in a society is a tool which shows 
that how a leader will behave and how he/she will use his/her  authority. According to 
Atwater, Wang, Smither and Fleenor (2009) employees in such culture think that 
copying manager's behavior is not good and they do not ask for any information from 
their bosses. Thus according to Farh et al. (2007), employees in high power distance 
culture do not communicate with their supervisors and hence maintain social distance 
from their supervisors. On the other hand employees in low power distance culture are 
equalitarian (favoring social equity) and do not accept authority that much (Lam, 
Schaubroeck & Aryee, 2002). They perceive that their managers in term of job 
responsibilities and work experience should be more close to them. As stated by 
Kirkman et al. (2009), in such case openly and timely communication is expected and 
preferred from managers or supervisors by employees or subordinates. Power distance 
is very important dimension of culture as it influences behavior of employees and 
processes and organization structure. Nagandhi and Prasad (1971) state that: “For me is 
to say yes to whatever my supervisor asks me to do, rather what I achieve for my 
company” (P58). It shows the kind of relationship held between supervisors and 
subordinates in a high power distance culture. Hence, in a culture characterized by high 
power distance, abusive supervision will be high compared to low power distance 
cultures. 

It can further be argued that that in Pakistani culture where there is high power distance, 
supervisors will normally involve in abusive supervision. Following the argument of 
Tepper (2000), job satisfaction and turnover intention is negatively affected by abusive 
supervision. We can argue that the relationship among abusive supervision, turnover 
intention and job satisfaction will be moderated by power distance. 

Loh et al. (2010) recently provide some support for the study when they compare the 
impacts of workplace bullying culture having low power distance in Australia and 
comparatively high power distance culture in Singapore and found that job satisfaction 
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is negatively affected by workplace bullying and it is higher in Australia rather than 
Singapore. According to Hofstede (1980), Pakistan has high power distance culture. In 
high power distance culture, subordinates normally respect their bosses and it has 
positive effects on job satisfaction and negative effects on turnover intention. Moreover 
in such culture if there is abusive super vision, subordinates will normally ignore such 
behavior and it will not affect their job satisfaction and turnover intention behavior, 
because the element of respect come in between subordinates and supervisors which is 
due to the high differences of the power between them. So subordinates normally 
respect their supervisors and if they are abused or if they are not treated well the 
subordinates do not take it negatively rather they ignore such behavior. From the above 
discussion we derive the following hypotheses.

H3: Power distance has a significant positive effect on Job satisfaction

H4: Power distance has a significant negative effect on turnover intention

H5: Power distance moderates the relation between abusive supervision and job  

 satisfaction 

H6: Power distance moderates the relation between abusive supervision and turnover 

  intention

THEORETICAL FRAMEWORK

RESEARCH DESIGN

Population and Sample Organizations:

To check the affects of abusive supervision on job satisfaction and turnover intention in 
the light of Power distance as a moderator, this study was conducted in organizations of 
three different sectors (Education, Hospitals, and NGOs) having varying level of 
organizational cultures. These included SZABIST, MAJU, Bahria university, Quaid-e-
Azam international hospital, Al-Shifa international, Water Aid, WHO, UNICEF, World 
Vision and UNDP.
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DATA COLLECTION AND ANALYSIS 

Questionnaires were distributed among the mid level and supervisory level 
management of the sample organizations. Abusive supervision was measured through 
fifteen questions on a 5 point likert scale adopted from Tepper (20000. The Job 
satisfaction was measured through five questions on a five point likert scale developed 
by Wright and Cropanzo (1998). Employees Turnover Intention was measured through 
3 item scales developed by Irving, Coleman and Cooper (1997). The scale had 3 
questions and respondents had to respond on 5 point likert scale ranging from strongly 
disagree (1) to strongly agree (5). To measure the power distance, the scale developed by 
Organ (1988) was used. The scale had 5 questions and respondents had to respond on 5 
point likert scale ranging from strongly disagree (1) to strongly agree (5). The collected 
data was analyzed using regression as the appropriate statistical tool. 

RESULTS

For the verification of all the six hypotheses mentioned in literature review, regression 
analysis was performed with each dependent variable differently, first with job 
satisfaction and then with turnover intention. More it was run in three steps for both the 
dependents variables. In the first step, the independent variables (IVs) were related with 
dependent variables (DV), in the second step, the moderating variables (MV) with DV 
and in third step IV and DV were related and then clicked next to relate IV*MV. Detailed 
analysis along with the corresponding steps is shown in table 4 below. 

To test the hypothesized relationship between abusive supervision and job satisfaction, 
this study also resulted the same findings that abusive supervision negatively affects job 
satisfaction as the value of ß and its significance level from table given below shows it (ß 
= -.26***, p < 0.05). So from this result hypothesis H#1 is accepted. Regarding 
hypothesis 2,  it was hypothesized that abusive supervision affects turnover intention 
negatively is also accepted, as the value of ß and its significance level given in table 
below shows it (ß = .28**, p< 0.05). The positive hypothesized relationship between 
power distance and job satisfaction was also tested using regression analysis. Results 
found a significant positive relationship between the two and the value of ß and its level 
of significance confirms it (ß = .28***, p< 0.05). Hence hypothesis 3 is also 
substantiated. In the similar way, the negative relationship between power distance and 
employees turnover intention was also found significant (ß = .71***, p<.05) and hence 
the hypothesis is supported.  

Hypothesis 5 stated a moderating influence of power distance on the relationship 
between abusive supervision on employees' job satisfaction. The Baron and Kenny 
(1986) analysis was performed to check whether power distance moderates the 
relationship of abusive supervision and employees' job satisfaction. Result confirmed a 
significant moderating influence of power distance between these two variables 
(ß=.16**, p<0.05) and hence H5 was supported. 

The last hypothesis, H6 is also accepted which has been hypothesized in literature 
review that power distance moderates the relation between abusive supervision and 
turnover intention such that higher the power distance more weak will be the direct 
relationship and it is confirmed from the value of ß and its significance level given in the 
table below (ß=-.7***, p<0.05).
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   Note: N=216, 

 Step 1: Control variable

 Step 2: Independent variables

 Step 3: Mod: Product of abusive supervision (IV) and moderator power distance

DISCUSSION

As it has been hypothesized in literature review and also according to Keashl et al. 
(1994), Richman et al. (1992) and Tepper (2000) found that abusive supervision is 
negatively related with job satisfaction and those employees who suffer from abusive 
supervision had low job satisfaction. Also in this study result is same as according to the 
past studies and also according to the hypothesis. The employees in organizations 
suffering from abusive supervision have low job satisfaction and inversely related to 
abusive supervision. 

Liu et al. (2009), Zapf and Gross (2001), Turnley & Feldman (1999) and Tepper (2000) 
have found in their respective studies that abusive supervision has got positive effects 
on turnover intention. If abusive supervision in organization will increase and 
supervisors will get involve in abusing their employees it will affect turnover intention 
and employees will have the intention to leave the jobs and they will start looking for 
another jobs. The results of this study are also in accordance to the literature. In this 
study it has also been found that abusive supervision is positively and directly related to 
the turnover intention. 

In literature review it was hypothesized that power distance will have positive effect on 
job satisfaction and will have negative effects on turnover intention and both of the 
hypothesis are accepted as it is evident from the above tables that there correlation and 
regression are significant. The result is according in the support of past study which 
shows that culture having high power distance subordinates usually respects those who 
are high in status (Kernan et al, 2011, Hofstede & Hofstede 2005, Loh et al, 2010). So if 
the power distance in culture or an organization is high, subordinates show strong 
respect to their bosses and supervisors which will to high job satisfaction and low 
turnover intention. 

In the last two hypotheses it was hypothesized that power distance will moderate the 
relationship between abusive supervision and its effects on job satisfaction and turnover 
intentions and the results given in the above tables of correlation and regression show 
that, power distance does moderate their relationship. Both of the hypotheses of 
moderation in literature review have been accepted. The results of the past studies show 
that in high power distance culture subordinate normally respect their bosses. 
According Loh et al (2010) while comparing the results of workplace bullying in high

Table 4. Results of regression analysis
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power distance Singapore with comparatively low power distance culture Australia 
found that it has got low impact on job satisfaction in Singapore as compared to 
Australia and when there will be job satisfaction then turnover intention will be low. 

Also according to Kernan et al (2011) abusive supervision as compared to low power 
distance culture may be more in culture having high power distance and in such cultures 
subordinates then respect their bosses and it affect their job satisfaction positively and 
turnover intention negatively as it has been found in this paper. If the supervisors are 
involve in abusive supervision and that abuse their employees, still the factor of high 
power distance between them will play positive role and will affect the outcomes of 
abusive supervision such as job satisfaction and turnover intention. Employees will still 
respect their bosses and supervisors even if they are not treated well and are abused, 
Employees normally ignore such behavior then and show strong respect to their bosses 
and supervisors which will lead to positive results. Also according to Hofstede and 
Hofstede (2005) in high power distance culture subordinates show strong respect to 
their bosses. So if there is abusive supervision and employees get suffer from it, still due 
to the element of the respect it will not affect their satisfaction level and turnover 
intention. In high power distance culture subordinates normally ignore such behavior 
and listen to and do whatever their supervisors, elders or those who have high status ask 
them to do. 

LIMITATIONS AND FUTURE RECOMMENDATIONS 

This study is also not free of limitations and there are few methodological limitations of 
the study. First this study was conducted only in sectors such as health; education and 
NGOs sectors only. Though it has a wider scope, however, in future it can be replicated 
by collecting data from different other sectors such as food sector, other service sectors 
etc. Also the study was conducted in the few organizations of mentioned sectors, to get 
more accurate and generalize results for the mentioned sectors data can be gathered 
from few more organizations in the sectors. The study was only conducted in private 
sectors which have comparatively more flat and low power distance organizations, 
while in future the study can be conducted public sectors organization where job natures 
are different and mostly have permanent jobs. More, sample size of the study was less, 
while in future it can be conducted with more sample size to make the data more 
accurate and reliable, so that we can generalize the results. This study was only 
conducted in organizations which are located in Islamabad, while in future the study can 
be extended to other cities of Pakistan especially KPK side, because as compare to 
Islamabad their tolerance is low. The sampling techniques used for the study was snow 
ball and convenient sampling technique, while in future it can be replicated with 
probability sampling. Also in future the moderator can be replace with Hofstede (1980) 
other cultural dimension such as individualism and collectivism, as in collectivist 
society people are highly dependent on other and they want to work in group.

MANAGERIAL IMPLICATION

The managers and supervisors in any organization should avoid abusive supervision 
and should not engage in any negative behavior with subordinates as it affects their job 
satisfaction and increase their turnover intention, which can lead to actual turnover then. 
To have proper atmosphere and good working environment managers and supervisors
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should be friendly with their subordinates and should have friendly and proper 
environment to have more efficient and productive environment. More supervisors and 
managers should avoid such behavior because it can affect their relationship and can 
damage their long term relationship, although here in Pakistan culture due to high power 
distance subordinates ignore such behavior and respect their supervisors. Due to 
abusive supervision the relationship between subordinates and bosses can suffer. 
Supervisors and bosses should focus on long term relationship with their employees to 
have more productive, efficient organization and to have better workplace for all 
employees. 

CONCLUSION 

Job satisfaction is very important factor, so for organization it is very important to create 
satisfaction in employees, so that they can give maximum output for the organization. 
Moreover, organizations have to take care of all those factors which can reduce 
employee's satisfaction. Also turnover intention is another important factor to be 
considered by an organization as according to literature it is the direct predictor of actual 
turnover. More it can cost organization badly in term of many factors such as it disrupts 
the work and also according to literature organization has to incur additional costs., so 
organization should retain their employees and should take care of those factors which 
positively affects turnover intention, one of those factors is abusive supervision which is 
studied in this study also. Pakistan has high power distance culture and in such culture 
those who are high in status, high in power and those who are elder are respected by their 
subordinate and those who are younger, it does has positive effects on job satisfaction 
and negative effects on turnover intention. In such culture job satisfaction is high and 
turnover intention is low due to power distance. 
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COMPARATIVE STUDY OF TRADITIONAL AND ONLINE 
IMPULSE BUYING IN PAKISTAN

Alam Zeb*, Dr. Murad Ali** and  Khurshed Iqbal***

ABSTRACT

This study investigates comparative benchmarking of traditional buying with online 
impulse buying. Globally, online buying has become a major trend so a comparative 
analysis of traditional and online buying could yield quite insightful results in the 
context of developing countries such as Pakistan. To this end, questionnaires were filled 
by 200 respondents and response rate was 91 percent. Positive association has been 
observed between impulse buying tendency and real impulse buying for books in 
traditional stores. On the other hand, negative relationship has been found between 
impulse buying tendency and real impulse buying for books via online. Moreover, 
insignificant result has been found between impulse buying tendency and real impulse 
buying for electronic products both in traditional stores and via online. Furthermore, 
positive relationship has been noticed between buying tendency and real impulse 
buying for cosmetic products in traditional stores. On the other hand, negative 
association is found for cosmetic products stopping at online. In view of this, the paper 
sums up that in some cases and for certain products, respondents prefer online impulse 
buying while for other products this kind of buying is not a preferred mode.  

Keywords: Impulse buying, traditional stores, online buying, cosmetic stuffs.

INTRODUCTION

Impulse buying is a sudden and spontaneous decision to act in a particular way to 
purchase products. It is argued that product acts as a stimulus in impulse buying. 
Therefore displaying of products has got increasing importance for the sale of shopping 
products. According to Kotler (1973), impulse buying depends on the marketer's 
ecological control during a store's environment. In the contemporary world, the trend of 
online shopping is also increasing day by day. It is argued that internet is widely used for 
shopping purposes (Ramus and Nielsen, 2005). However, there is a growing debate 
among researchers and academician that whether traditional or online shopping 
contribute to impulse buying. Various studies have been conducted on this particular 
issue such as studies conducted by Ferrell (1998), Hosh and Loewenstein (1991) and 
Rook and Fisher (1995) in western countries such as United Kingdom, Germany, France 
and America. However, there is dearth of literature regarding this issue in the context of 
Pakistan. Therefore, there is a considerable gap in the existing literature. This study is an 
attempt to compare traditional buying with online impulse buying in order to find out 
that which method (traditional or online) is appropriate for impulse buying. The 
research would identify the appropriate methods for impulse buying behavior and will 
contribute to the limited literature in this area in the specific context of Pakistan.  
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LITERATURE REVIEW 

Internet plays a vital role as a retailing channel. In developing countries such as 
Pakistan, internet facility is available in all major cities. Online shopping volume is 
increasing gradually. It has been stated that online retailing is 13 percent and 65 percent 
in total retail sale in U.S and Taiwan respectively. In recent years, the focus of 
researchers has changed from traditional impulse buying to online impulse buying. 
According to Beatty and Ferrell (1998), products themselves are significant stimuli in 
buyers' behavior and affect instinct in impulse buying. Some products reflect self 
identity like clothing and music and are bought on impulse while others are functional 
goods which are rarely least bought on impulse. In the words of Hosh and Loewenstein 
(1991), those products in which consumers are highly involved will be bought based on 
appeal to impulses. Internet provides rich information about the product specification 
and other relevant information just in one click, but products cannot be checked and 
inspected closely in online shopping (Eroglu and Machleit, 1993). Impulsive 
purchasing inclinations are changing and changing tendency of consumers affect 
authentic impulse buying behavior (Rook and Fisher, 1995). Researchers struggle to 
discover a superior description for impulse purchase. Managerial studies on impulse 
buying focused on consumer-decisions buying after they entered the store. In order to 
assist marketing strategies researchers emphasized the categorization of consumer 
products into impulse and non-impulse goods. The chief drawback of managerial 
studies research is unplanned buying and impulse buying (Bellenger et al, 1978; Cobb 
and Hoyer, 1986; Kollat and Willett, 1967; Stern, 1962). To overcome this deficiency, 
some researchers focused on the psychological states. Impulse purchasing involves a 
sudden and spontaneous urge or desire to act in a particular way and the impulsiveness 
to purchase products can throw a consumer into a state of psychological disequilibrium 
(Rook and Fishe, 1995). Impulse buying behavior (IBB) studies attracted the attention 
of academics and practitioners the world over. Stern (1962) describes four types of 
impulse purchase consisting of pure, reminder, suggestive and planned impulse 
purchases. Kotler (1973) states that impulse buying motivation can be the marketer's 
ecological control during a store's environment. Some researchers suggest that product 
act as stimulus, as in the capability of the purchaser to individually practice a product on 
a multi-sensory basis (Sawyer et al, 1997; Rosen & Howard, 2000). Ramus and Nielsen 
(2005) carried out a study of a particular sector and concluded that some customers use 
internet to buy food stuffs and some do not do so. The same study was conducted in 2002 
that reveal that online shop did not contribute in impulse buying as benchmark to offline 
shop. The customer intended to buy stuffs online. In addition, Ramus and Nielsen 
(2005) further argued that the internet offers potential opportunities to purchase in the 
solitude of individual home, which has its own pros and cons. In this age of 
modernization, social standards have led to a culture of string-pulling the appearance of 
'impulse' buying (Wood, 1998). Some stimuli can diminish self-control methodology, 
and restrict or decrease the power of clients to oppose the enticement to connect in 
instant satisfaction (Kappas, 2002). Impulse buying could affect other parameters such 
as financial reward, belongings, covetousness, immediate pleasure, post-purchase 
disagreement and self-exploration (Durgee and Oconnor, 1995)
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THEORY FRAMEWORK AND HYPOTHESES 

H1: Purchases of books in traditional store are more likely to be impulsive. 

H2: Purchases of electronic Products through online are likely to be impulsive. 

H3: Purchases of cosmetic staffs in traditional store are likely to be impulsive.

RESEARCH METHODOLOGY

Questionnaire was distributed among the various students of BS (Hons) and MS level in 
the department of Management Sciences, Computer Sciences, Natural Sciences and 
Social Sciences of five different universities and colleges in Khyber PakhtunKhwa 
Pakistan. A number of 220 students were selected for data collection among them 200 
students filled and returned the questionnaires. In this regards response rate of the 
respondents remained 91 percent. 

RESULTS  

As mentioned in Table 1, respondents were selected at the ratio of seventy percent (70 
%) male and thirty percent (30%) female. Seventy-three percent (73%) of the 
respondents were selected from age 20 to 25, twenty percent from age 25 to 30  and 7 
percent from age 30 to 35. Similarly, the ratio of the respondents in various disciplines 
such as social sciences, natural sciences, management sciences and computer sciences 
was calculated as 28, 15, 29, and 28 percent respectively in which 86 percent students 
were belongs to BS level and the remaining 14 percent were from MS level. Among 
these students computer was in use of ninety five (95%) percent students. The remaining 
5 percent students did not know how to use computer. Eighty percent students were the 
daily users of the internet and the remaining 20 percent of the students did know how to 
use it. 

Comparative Study of Traditional and online Impulse
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As is evident in Table 7, positive association has been observed between impulse buying 
tendency and real impulse buying for books in traditional stores. On the other hand, 
negative relationship has been found and impulse buying tendency and real impulse 
buying for books via online. Therefore, H1 is accepted  (H2 < 0.05). 

Table 8 presents the regression result of Impulse Buying of Electronic Products in 
Traditional Stores and Impulse Buying of Electronic Products via online. Buying 3 
indicates impulse buying behavior of electronic products in stores whereas buying 4 
reveals impulse buying behavior of electronic products via online. As can be seen in 
table 8, the insignificant result has been found between impulse buying tendency and 
real impulse buying for electronic products both in traditional stores and via online. 
Hence, H2 is rejected (H2 > 0.05). 

Table 9 exhibits the regression result of impulse buying of cosmetic products in 
traditional stores and impulse buying of cosmetic products via online. Buying 5 
represents impulse buying cosmetic products and buying 6 is impulse buying cosmetic 
products via online. The regression results reported in Table 9 shows that there is 
positive relationship between buying tendency and real impulse buying for cosmetic 
products in traditional stores. On the other hand, negative association is found for 
cosmetic products stopping at online. Therefore, H3 are accepted (p-value < 0.05). 

CONCLUSION

Based on our overall findings and analysis, the study concludes that ninety five percent 
students were using computer and were aware of its various functions and only 5 percent 
of the respondents did not know how to use a computer. Eighty percent students were 
using internet on daily basis while the remaining 20 percent did know the use of internet. 

Positive association has been observed between impulse buying tendency and real 
impulse buying for books in traditional stores. On the other hand, negative relationship 
has been found and impulse buying tendency and real impulse buying for books via 
online. Insignificant result has been found between impulse buying tendency and real 
impulse buying for electronic products both in traditional stores and via online. Positive 
relationship has been noticed between buying tendency and real impulse buying for 
cosmetic products in traditional stores. On the other hand, negative association is found 
for cosmetic products stopping at online. Based on our overall finding and analysis, it 
can be summed up that online impulse buying is gaining momentum in case of certain 
products but in some cases it is still not a preferred mode of buying. 

Table 1:  Gender of the Respondents

Alam Zeb et al.
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Table 2:  Age of the Respondents

Table 3:  Area of Specialization of the Respondents

Table 4:  Educational level of the Respondents

Table 5. Computer Users Ratio 

Table 6. Internet Users Ratio

Table 7: Regression Result

Comparative Study of Traditional and online Impulse

C  2016 CURJ, CUSIT



142

REFERENCES 

Alba, J., Lynch, J., Weitz, B., Janiszewski, C., Lutz, R., Sawyer, A., Wood, S. (1997). 

 Interactive home shopping: Consumer, retailer, and manufacturer incentives 

 to participate in electronic marketplaces. Journal of Marketing, 61, 3,  38–53.

Bellenger, D.N., Robertson, D.H. and Hirschman, E.C(1978)“Impulse buying varies by 

 product”, Journal of Advertising Research (18), 15-18.

Cobb, C.J. and Hoyer, W.D. (1986) “Planned versus impulse purchase behavior”,   

 Journal of Retailing 62:40, 384-409.

Durgee, J.F. and Oconnor, G.C. (1995) An exploration into renting as consumption 

 behavior. Psychology & Marketing, 12(2), 89–104.

Eroglu, S. A., Machleit, K. A.( 1993) “Atmospheric factors in the retail environment: 

 Sightssounds and smells,” Advances in Consumer Research (20), 34.

Forsythe, S., Liu, C., Shannon, D., Gardner, L. C. “Development of a scale to measure

 the perceived benefits and risks of online shopping”,Journal of Interactive    

 Marketing (20:2),55-75.

Hoch, S. J. and Loewenstein, G. F.( 1991)“ Time-inconsistent preferences and 

 consumer self-control”, Journal of Consumer Research, (17), 492-507.

Table 8: Regression Result 

Table 9: Regression Result

Alam Zeb et al.

C  2016 CURJ, CUSIT



143

Kappas, A. (2002) Arvid Kappas – What is Emotion?, available online at 

 http://www.hull.ac.uk/psychophysiology/ arvid011.htm

Kollat, D. T. and Willett, R. P. (1967 ) “Customer impulse purchasing behavior”, 

 Journal of Marketing Research (4),  21-31.

Kotler, P. (1973) Atmospherics as a Marketing Tool. Journal of Retailing, 49, 4, 48-64.

Ramus, K. & Asger Nielsen, N. (2006). Online Grocery Retailing: What do

            Consumers Think, Internet Research,15, (3) 335-352

Rook, D.W. and Fisher, R.J. “Trait and normative aspectsof impulsive buying  

 behavior”, Journal of Consumer Research (22:3), 1995, 305-13.

Rook, D.W. “The buying impulse”, Journal of Consumer Research (14), 1987, 189-99.

 Rook, D.W. and Hoch, S.J. “Consuming impulses”, Advances in Consumer  Research 

 (12), 1985, . 23-7.

 Stern, H.(1962) “The significance of impulse buying today”, Journal of Marketing 

 (26),  59-63.

Stern, H. (1962) The significance of impulse buying today. Journal of Marketing,    

            26, ( 2) 59–62

Wood, M. (1998) Socio-economic status, delay of gratification, and impulse buying.    

 Journal of Economic Psychology,19(3), 295–320.

Comparative Study of Traditional and online Impulse

C  2016 CURJ, CUSIT



144

THE IMPACT OF CORPORATE ACCOUNTABILITY & 
TRANSPARENCY ON THE PERFORMANCE OF 

MANUFACTURING SECTOR FIRMS LISTED ON KSE
Zain Ullah*, Alam Rehman** and  Muhammad Zia Ur rehman***

ABSTRACT

Economic success of a country, if described in few words, is the success of big 
corporations of that country & vice versa. Corporate governance is thus economic 
governance in general. Some of the major corporate sc&als that stunned global 
economies & businesses followed by falling down of corporate giants like Enron, BCCI, 
Coloroll, Polly Pech, Barings, HIH Insurance& Parmalat resulted in tight regulations, 
codes, & principles of corporate governance. These sc&als erupted due to nonexistent 
of accountability & transparency principles of corporate governance within these 
companies as the management concealed important facts from the shareholders & that 
they were also not accountable for their actions.

This empirical research study intends to examine different characteristics of Corporate 
Governance & their impact on firm performance. These characteristics include 
Transparency & Accountability. Analyses were based on primary data which will be 
collected through questionnaire from 200 respondents.  Correlation & Regression 
analysis were used to get results of the study. Results of the study revealed positive 
relationship between accountability & transparency with firm performance. The results 
showed that accountability &transparency have positive significant impact on the firm 
performance.

Keywords:  Accountability, Transparency, firm performance, Regression, KSE

INTRODUCTION

Since last decade corporate governance is considered the major concern for almost all 
firm of all nature. As many reputed organization confronted several major sc&als due to 
bad governance, especially in the last decade so The firms like Enron, BCCI, Coloroll, 
Polly Pech, Barings, HIH Insurance, Parmalat suffered due to bad governance & lack of 
transparency in the system. Due to the fall of these firms tight corporate governance 
rules & principles were promulgated to avoid possible down fall of firms. Corporate 
governance play a key role as all stock holder & stack holders feel satisfaction that their 
capital is wisely&transparently managed. The need for corporate governance rose when 
the management & stockholder got disputed on the expansion of their businesses.

Corporate governance provides rules & regulation for the business affairs improvement 
& giving value via accountability & transparency for the sack of all stockholders 
(Jenkinson & Mayer 1992). Corporate governance is, therefore, all about ensuring 
accountability & transparency while keeping effective means for information 
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disclosure (Uwuigbe & Fakile, 2012). Corporate governance provides transparency & 
accountability & smooth up the firm performance with greater spirit.The firms of any 
country are considered the major part & parcel of the overall economy of that country. 
When these entire firms were administered &h&led in professional, transparent & 
accountable manner, then it causes the favorable boost for the investors' confidence & 
thus it impact the overall economy in favorable manner. Therefore, when these entities 
are transparent in their affairs of business & accountability prevails within these 
companies, there is every possibility that these organizations will flourish & resultantly 
the whole society will grow in positive direction.

The corporate governance variables, elements & compositions like board diversity, 
CEO duality, Board size , Board independence, managerial ownership, institutional 
ownership, audit committee independence, meeting frequency has been widely 
explored but the variables like accountability &transparency has not been investigated 
in Pakistani context & is  remained Accountability &transparency are the two vital 
elements which develop the investors & other stack holders trust in the firms businesses. 
The word 'Transparency' has been derived from transparent. It means the quality of 
surface through which things are observed. Transparency here in corporate governance 
means the declaration of actual picture of the firm in manner of its operations to all its 
shareholders, investors &stockholders. All the shareholders & stack holders have the 
right to the full true disclosure of information. Corporate governance makes it sure that 
the business affairs of a company or for that matter the financial health of that company 
is the same as it is shown to outsiders or general public & nothing whatsoever is being 
concealed or covered up. Thus transparency is the basic ingredient & the most import 
characteristic of corporate governance whereby shareholders or the investors are 
confident regarding their money.Corporate governance truly relates to the inside 
controls of a company& such controls are equipped with accountability as well as 
transparency. Main focus of corporate accountability is the management of the 
companies including the board of directors who are entrusted with the responsibility of 
operating the business affairs of a company. Accountability reflects monitoring the 
work of the employees so as they are delivering for the best interest of the all 
shareholders, stock holders & investors (Keasey & Wright 1993). Accountability helps 
controlling the problem of agency as it make the managers accountable for their acts in 
the best interest of the firm. Pakistan is developing country & most firms do not exercise 
the accountability&transparency rules due to in active & poor laws. This research has 
analyzed the manufacturing sector firms listed on stock exchange.

Objectives of the study:

This study intends to empirically examine the relationship between corporate 
governance & firm performance for private & public sector companies. Accountability 
& Transparency have been considered as characteristics of corporate governance. 

The following objectives were set for this study.

 To find the relationship of transparency& accountability with firm's performance.

 To investigate the impact of accountability & transparency on the performance of     
these selected firms.

LITERATURE REVIEW

For controlling, monitoring & evaluating the doing & actions of the managers & agents 
C  2016 CURJ, CUSIT
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the practices of accountability is used to ensure that these managers truly work for the 
best interest of the stockholders & shareholders (Keasey & Wright 1993). 
Accountability means to be answerable to the higher authority in any set up (Kearns, 
1996).

Corporate governance brings equilibrium in different type of goals i.e. economic goals, 
social goals, individual goals & community goals (&arajah, 2004). 
Accountabilitymakes efficient use of the resources & also makes responsible 
&accountable the individuals who so ever will use these resources. The objective here 
of the accountability is to entail welfare, wellbeing & interest of investor, shareholders, 
stakeholders, & thus provide the firm with the framework of accountability (&arajah, 
2004, p.13). Corporate governance is all about the alignment of duties & responsibilities 
for better control & for the firm governance, following the organization procedures & 
rules for developing the culture of accountability which improve the financial 
performance of the firm. (Prowse, 1998). Corporate governance has been defined by 
various scholars with specific focus on accountability. Solomon (2004) arguedthat as” 
check & balance system which is internal as well as external in an firm & the objective 
of such system is to assure that corporations are acting in the best interest of their 
shareholders & stakeholders at large & that they are accountable to them as well as to the 
society at large & the same is depicted by their decisions & actions” (Solomon & 
Solomon, 2004, p.14).

Solomon & Solomon,( 2004) argued that business should smoothly perform all of its 
activities for better achievements & responsible people should be make accountable so 
as to ensure better performance & greater results. As accountability of the individuals 
can make the framework of greater interest for the investors, shareholders, 
&stakeholders. The board is very vital as board can make the managers accountable to 
investors, shareholders &stack holders ( Roberts et al. 2005).

 Greater emphasize on corporate accountability, rules & regulations have been made by  
almost all countries to combat any misgovernance ,fraud & to protect the interest of 
shareholders, stakeholders & society at large. This practice helps improving theoverall 
economies (Cohen et al., 2002).

Transparency has positive & significant relationship with goods corporate governance 
practices (Gul & Leung, 2004). Corporate governance practices especially aims at 
ensuring the protection of the interest of all stakeholders are the transparency& 
accountability in the system. As true & correct sort of information is very vital. The 
providence of the true information help getting the trust of the investors & all other 
stakeholders (Ajinkya et al., 2005; Cormier et al., 2010; Dunstan, 2008; Gul & Leung, 
2004). Corporate governance has different supporting elements & such elements focus 
on establishing accountability & transparency. These elements enforced with the help of 
suitable instruments of corporate governance (Shore & Wright 2004).

Corporate transparency has focus on the duties & functions of managers (Barrett 2002). 
Such functions & duties of the managers have key association with the performance. 
Thistransparency& accountability helps improving the all performance of the firms 
(Ingraham, Selden & Moynihan 2000). The transparent disclosure requirements are not 
only important for shareholders but also for the corporation as well for the purpose of its 
effective internal controls (Bushman & Smith 2001).

Transparency may be described as the disclosure instruments i.e. annual reports etc. that 
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are simple & underst&able & that information made available in such reports is relevant 
& give complete information & does not include any such mis-declarations which have 
any adverse impact on performance of the companies (Braadbaart 2007).

Hypotheses:

The following hypotheses were developed for this research study.

H0: Transparency has no significant effect on the firm performance.

H1: Transparency has significant effect on the firm performance.

H0: Accountability has no significant on the firm performance.

H2:Accountability has significant on the firm performance.

METHODOLOGY OF THE RESEARCH

This research is an empirical study to determine the relationship between Corporate 
Governance attributes i.e. Accountability & Transparency & firm performance. The 
primary data was collected through questionnaire from top level & middle level 
managers of manufacturing sector firms listed on Karachi stock exchange. The 
population of the study was comprised of the employees of all manufacturing sector 
firms listed on Karachi stock exchange. R&om sampling techniques applied in this 
research paper. The data of Total 200 questionnaires included in this research paper& 
further put in SPSS for further data analysis.

Data Analysis:

Pearson Correlation:

In order to find out the relationship & strength of association among Accountability, 
Transparency & Firm Performance.

Statistical Tools:

The following statistical tools have been used for the purpose of analysis & conclusions 
will be drawn on the empirical results.

 Correlation Analysis

 Regression Analysis

It was observed that there exist a significantly strong & positive correlation between 
Accountability &Firm Performance(r=0.344**  P-Value<0.01). This shows that in case 
of organizations where Accountability prevails & is practiced by the management then 
such organizations are expected to perform well by showing better performance when 
compared with those organizations where Accountability is not being practiced.
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It was observed that there exist a significantly strong & positive correlation between 
Accountability &Firm Performance(r=0.344**  P-Value<0.01). This shows that in case 
of organizations where Accountability prevails & is practiced by the management then 
such organizations are expected to perform well by showing better performance when 
compared with those organizations where Accountability is not being practiced.

It was observed that there exist a significantly strong & positive correlation between 
Transparency & Firm Performance(r=0.372**  P-Value<0.01). This shows that in case 
of organizations where Transparency prevails & is practiced by the management then 
such organizations are expected to perform well by showing better performance when 
compared with those organizations where Transparency is not being practiced.

Multiple Regression Analysis:

Dependent variable: Firm performance:

   R-square 0.56, F-value 54.34

As per results of the adjusted R-square in Multiple Regression Analysis it was observed 
that Accountability &Transparency show 56%ofthevariance or change in firm 
Performance. The t-value of accountability t=5.23 suggest that accountability has 
positive significance impact on the firm performance. The same positive significance 
impact is shown by the variable transparency. Its t – vale= 5.78 suggest that 
transparency has positive impact on the firm performance. The F- value = 54.34 suggest 
that the overall model is significant.

CONCLUSION

This empirical study revealed very strong significant relationship between 
Accountability, Transparency & Firm Performance. It was observed that those 
companies which are accountable & transparent in their business affairs, they perform 
better than those that have not any system of accountability & transparency. It was 
observed that almost all manufacturing firms have proper mechanism of Accountability 
&Transparency.
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ELECTRONIC WORD OF MOUTH: INVESTIGATING THE 
INFLUENCE OF ELECTRONIC MESSAGE SOURCE 

CREDIBILITY, MESSAGE APPEAL AND BRAND EQUITY ON 
CONSUMER PURCHASE INTENTION

Muhammad Adnan Sharif*, Dr. Wisal Ahmad** and Ayaz Ahmad***

ABSTRACT

Consumers of modern ages are now becoming less attentive towards traditional 
promotion techniques and their focus is now more towards electronic medium. Word of 
mouth is known as one to one verbal contact which contains a source of information 
about a product or service. Such communication when turns on electronic media 
become electronic word of mouth communication. The role of word of mouth 
communication in marketing is widely accepted, however, the factors responsible for its 
positive effects such as source credibility, message appeal and brand equity have been 
neglected in the advertising literature. This study investigated the direct effects of 
source credibility, message appeal and brand equity, and the indirect effects of 
electronic word of mouth (EWOM) on message receiver purchase intent for the 
respective brand. Results of the study reveal that message source credibility, message 
appeal and brand equity have significant positive effects on consumers' purchase 
intention where as the mediating variable EWOM has also significant positive indirect 
effect on consumers' purchase intention. Thus, all the hypothesized relationships of the 
study are substantiated. The study provides useful managerial and practical 
implications with possible future directions.  

Keywords: EWOM, Message Appeal, Source Credibility, Purchase Intent

INTRODUCTION

Consumers of modern ages are now becoming less attentive and less aware about 
traditional advertising as many companies have focused to decline spending toward 
commercial advertising and diverted toward the word of mouth campaigns (Kilby, 
2007). Word of mouth is known as one to one verbal contact which contain a source of 
information about a product or service such communications when the information 
turns on electronic media it become electronic word of mouth communication, it may be 
social media or websites or other electronic media (Park, Lee & Han, 2007).Electronic 
word of mouth (eWOM) is known as the exchange of knowledge and information by 
various consumers who use the same range of products. In eWOM noncommercial 
advertising conducted by consumers who have direct experience of the specific product 
and its impact on the purchasing decisions of other consumers (Park, Lee & Han, 2007). 
Communication by word of mouth plays an important rolein affecting and making 
customer manners and behavioral intentions (Xia & Bechwati 2008). Current study uses 
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the cell phone industry to generalize the results as the most of ads and conversation on 
social mediaabout cell phone brands like Nokia, Samsung, HTC, I phone and 
Blackberry are becoming popular. Mostly people use to share their experience in form 
of messages on social media about the cell phone in positive or negative way. While 
WOM statement to begin with related to the concept of the discussion among consumers 
regarding to different products, the global spread of internet marketing is making this a 
universal communication by word of mouth less personal form for the both sender and 
receiver, so that this is known as eWOM communication (Xia et Bechwati 2008).

Customer with high degree of product involvement are more conscious about the 
information about that brand or product and it also calculate all the relative alternatives, 
while customers those have the low amount of product involvement don't evaluate 
different types of alternatives. So, when the level of product or brand involvement 
changes than the perceived risk related with that product purchasing also changes 
accordingly discussed by the (Zaichkowsky, 1985). Social judgment theory is another 
aspect that has been related with the involvement the results of previous studies shows 
that involvement restrained the outcome on consumer approach. Expansion possibility 
model (EPM) indicates that the level of participation of consumer information 
processing route is associated with a high level of commitment to consumers. a 
peripheral route processing of information to consumers by a low level of participation, 
with a middle way to process information during the middle way rational thought and 
the consumer. Social networking settings like social media and other known websites 
offer a chance for organizations and as well as for thecustomer that they have to place the 
loaded effectivepoints aboutthatproduct or any brand that may be easily accessible 
(Edelman, 2007) and for investigator to comparativelymodestly mark out such WOM 
activity and contents  (Trusov et al., 2009). The information and the data of this type are 
converted into evenmore authoritative when this matches with profit-making online 
action of consumers. (Wu & Wang, 2011).

Consumers consider word of mouth communication as more is more effective than 
profit-making advertising. For this reason, the influence of WOM is assumed to be 
greater than commercial advertisement. The credibility of message source have a high 
impact on believability of consumer in the message, it thus implies that consumer give it 
much importance where from the information about the product is coming. In other 
words it means the credibility of the message source that will further enhance their 
purchase intention of that product. More favorable brand attitude and greater purchase 
intention has been associated with customer brand equity (Yoo&Donthu, 2001), 
however previous studies have not addressed the issue of how eWOM shape the brand 
equity as well as purchase intention of such online messages as also suggested by recent 
researchers (e.g., Wu & Wang, 2011; Sweeny, Soutar & Mazzarol,2012). 

Hence, the purpose of this study is to investigate positive eWOM situation to inspect the 
authority of source credibility, message appeal and as well as the brand equity on 
purchase intention in the cell phone industry to evaluate how customers response 
toward the cell phones when they are bombarded with the online information so called 
as eWOM (Sweeny, Soutar & Mazzarol,2012) and to investigate the impact of 
electronic word of mouth as a mediator between message source credibility, message 
appeal, brand equity and purchase intention. Current paper also explains the elaboration 
likelihood model to inspect the moderating impact of product involvement between the 
relationship of eWOM and purchase intention.(Wu & Wang, 2011).
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LITERATURE REVIEW

Consumer Purchase Intention:

Consumers' willingness, the probability and possibility to purchase a product is said to 
be purchase intention of that consumer (Dodds et al., 1991). The assessments of 
products that people place on the internet known as the  most significant type of online 
word of mouth communication (WOM) and for customers it is progressively frequent to 
give the impression of being for online brand or product appraisal when collecting pre-
purchase product, services or brand information and shaping purchase intentions 
(Zhang & Tran, 2009). As a result online WOM communications that are placed in such 
a gleaming and interactive medium, that is internet may have great impact on brand 
image as well as the consumers' purchase intention toward that specific product or brand 
been created. It has been suggested that short and efficient information to make a 
distinction among the products raises the chances of purchasing that product or brand. 
Thus an e-WOM communication must be extremely useful for customers to set up or 
build up their buying decision regarding a particular product or brand (Gilly et al. 1998). 
The behavioral intention of any individual is formed by the attitudes towards that 
behavior. Increase in favorable behavior is due to increase in the favorable attitude and 
vice versa. Intention is the indicator of an individual's willingness to accomplish certain 
behavior and it is believed to be high priority predecessor of behavior. The more an 
individual has favorable attitude towards a product, the more will be the intention to 
purchase (Nia & Zaichkowsky, 2000).

Message Source Credibility and Consumers' Purchase Intention: 

The word “credibility” simply means believability and the credible source as 
“trustworthy” that have “expertise” in their message or whatever they are conveying 
(Self, 1996). Source credibility can be assessed by knowing whether the source where 
from the message is coming is informational, expert and believable or not (Self, 1996). 
Researchers suggest that different types of consumers' attributions have different 
impact on persuasion (Laczniak et al. 2001). Specifically, attribution theory states that if 
the communicators' attributes are related with the product features, it would may have 
more impact on consumers' behavior regarding that product or brand; however if its 
review is not matching with the attributes of the receiver, than the purpose of the 
message sender fails. Due to this, it is necessary for communicator to send the review of 
the product according to the receivers attribute so that the consumer must be influenced 
by that review about the product or brand (Sen &Lerman 2007). It is important to note 
that the online customer review on the internet can influence the reader mind and it can 
change the mind to purchase that specific product or brand and ultimately can increase 
the sale of that product service or brand.(Cheung,  Luo, Sia& Chen, 2009). As 
mentioned by the larger number of researches on the credibility aspects in general, the 
most important focal point in the persuasion process is based on the source who 
communicates with consumers. His expertise, trustworthiness and credibility have been 
found to have strng relationship with consumers purchase behavior (Self, 1996). Hence, 
in the online community, it is hypothesized that word of mouth communication by a 
credible source through an online medium will positively affect consumers' purchase 
inetent for the respective brand.  

H1: Message Source credibility significantly impacts the consumer purchase intention.
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Message Appeal:

Numerous researchers have argued that messages regarding to advertising are 
categorized in transformational or informational (Wells, 1980; Golan &Zaidner, 2008). 
The earlier studies argue that the ads of any product or brand may have concern with the 
judgment for that product or reason to purchase to make them aware about that product 
or brand. Some later studies argue that the ads are some sort of appeal that has been 
produced to play with the emotions or senses of the consumer discussed in the study 
(Puto& Wells, 1984). Kotler and Keller (2008) affirmed that the sender of the message 
should take into account the types of appeal or messages that they would like to send to 
their receivers to acquire the possible response and that advertisement label or message 
appeal must have carry some sort of support, agreement, benefits and also a reason due 
to that customer must have to sell out concentration toward that call or have to show 
some encouragement by purchasing that product or service. They have categorized 
these appeals in two forms as stated below.

Review of the internet shows different attributes concerns with the value assessment. It 
is important to make a difference among these ads that make it easy for experts and 
scholars to review it critically and can gather their responses (Rodgers & Thorson, 
2000). Additionally the contents that click the emotions of the customers may have less 
effect on the consumer and ultimately the consumer may not spread word of mouth too 
much but a supplementary rational appeal that shows the basic needs of the consumer 
for a more utilitarian based on these technical and functional aspects of the products and 
brands as cell phone (Vaughan, 1980). As such, the following hypothesis is formed.

H2: Message appeal significantly impacts the consumer purchase intention.

Brand Equity:

Throughout all the advertising programs it has been seen that the brand equity related 
with the customers may not be affected by the given information by the company rather 
than affected by the available information on the internet which is known as eWOM. 
Although prior knowledge may be the non-attendance input for calculation of a well 
developed brand throughout the word, It has also been seen that external factors may 
affect the valuation of the customer toward that specific brand.

Brand equity has been dived into two categorize, that is financial based equity and 
customer based equity (Keller, 1993; Chaudhuri, 1995). When we see the financial 
prospect, it has also been divided into more factors such that it can be viewed as the 
monitory assets and values that has been created by brands since its time of origin 
(Bailey & Ball, 2006). It is also been known as the cash flows created by that brand. 
Customer based brand equity mainly focuses on the evaluation of consumers' response 
to a brand name, how consumers perceive the brand and the perception of the customer 
toward that brand. Brand equity is the value auditioned to a specific service or product 
by a meticulous brand name (Chaudhuri, 1995).

Customer reaction toward a brand becomes very important when brand equity enhances 
the marketing efforts of that brand and ultimately increases the efficiency of the brand 
(Keller, 1993). Consumer behavior also produces the brand equity when he shows his 
behavior toward that brand positively or negatively. Customer based brand equity is also 
explained from the concept of the value added or bestowed by that brand to that
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commodity or product as consumer perceived it for their purchasing. The present 
definition of a brand has been conferred by the features or operations that have been 
related with that brand; these central features enhance the attractiveness of the simple 
product and convert it into a brand (Park & Srinivasan, 1994).

The impact of marketing historically has become more important as a key to understand 
the impact of the wider understanding of marketing (Reynolds & Phillips 2005). This is 
the reason which has led to making measures capturing parts of brand equity as central 
indicators measuring marketing performance (Ambler, 2003). Brand equity has been 
consistently found to have positive effects of consumers' brand image and brand recall 
(Reynolds & Phillips 2005). Further, these dimensions have also been found to have 
significant positive relationship with consumers purchase intent (Yoo & Donthu, 2001). 
Thus, based on the available literature arguing in the positive influence of customer 
based brand equity as a measure of marketing performance of a company, it is 
hypothesized that: 

H3: Brand equity has a significant positive impact on consumers' purchase intention.

Electronic Word-of-Mouth:

Word of mouth is known as sharing of message that contain a receiver and sender that 
must revolve around some sort of products, service or a brand. The receiver who is 
getting this message or word about the brand may not have profitable purpose stated by 
many authors (Harrison-Walker, 2001). One of the reasons is because consumers have 
strong faith in the non commercial intent of advertising and they believe that the 
credibility of WOM is superior than profit-making advertisements (Herr et al., 1991). 
The form of interpersonal communication and sharing of information about a brand or 
product online have a great impact on the marketers decisions (Hennig-Thurau et al., 
2004). The positive and negative announcement about any product or brand 
successfully develop the respective brand image among people and institutions and also 
develop their interest in that product through the source of internet and this online 
process of marketing influence is known as the electronic word of mouth (Hennig-
Thurau et al., 2004). Due to this reason the intent or message of WOM is considered a 
very important reference for consumers to influence their purchase intentions and 
ultimately possible purchase behavior (Chevalier & Mayzlin, 2006). 

Some past studies have examined the effects of the WOM communication on the 
purchase behavior of the consumer. For instance, Chevalier and Mayzlin (2006) found 
that online communications significantly influence the behavior of other consumers to 
purchase that product from their respective point of sale. However, what factors 
accelerates or influences the effects of eWOM. For instance, literature on marketing has 
consistently advocated the influence the celebrities, the message appeal, message 
sender credibility etc (Hennig-Thurau et al., 2004; Chevalier & Mayzlin, 2006; Severi, 
Choon & Nasermoadeli, 2014). The type of appeal and the credibility of the message 
sender in advertising have been found to influence consumers brand likeability, their ad-
attitude and purchase intent for the advertised brand (Park & Kim, 2008). Further, as 
more favorable brand attitude, greater recall etc forms a positive brand equity, , it is 
argued that consumers more favorable brand attitude and greater purchase intent for the 
eWOM can be the result of greater credibility of the message sender as well as the
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likeability of the message appeal in the electronic message and this will ultimately form 
a more favorable brand equity for the respective brand. Based on this, the following 
hypotheses are derived:  

H4: Electronic word of mouth mediates the relationship between message source 
credibility and consumer purchase intention.

H5: Electronic word of mouth mediates the relationship between message appeal and 
consumer purchase intention.

H6: Electronic word of mouth mediates the relationship between Brand equity and 
consumer purchase intention.

Product Involvement:

Consumer involvement with product is defined as consumer preferences for a product 
or brand based on the different aspects of consumer perception that he wants from that 
product (Zaichkowsky, 1985; Mittal, 1995). These aspects may be values, utility or 
inheriting needs. The aspect of product involvement has been used as explanatory 
variable in the consumer behavior studies extensively (Dholakia, 1998). The level of 
involvement determines the in-depth process of consumer behavior by processing 
complex cognitive and extensive behavior of the consumer (Chakravarti&Janiszewski, 
2003). Product involvement is the level of importance a person has towards a product 
and service and it depends upon the persons different interest and values such as point of 
concern that customer has for a brand and product or the stage of motivation and also 
attractiveness of the product that change the mind of customer (Zaichkowsky, 1985; 
Batra& Ray, 1985; Goldsmith & Emmert, 1991).

The concept of product involvement is based on the individual attitude that serve as the 
current level of information that consumer have to know about that product to take a 
decision either to purchase the product or not (Sherif&Hovland, 1961). The attitude of 
the individual pretends that either he has to accept the product or not. Moreover the 
consumer degree of involvement has a significant impact on the attitude of the customer 
toward that product or brand (Wang & Lee, 2005). Consequently the factor of 
involvement has a moderating influence on the customer purchase intentions. 
Customers who have a high level of involvement most likely to adopt the middle route 
information processing to make an explanation on eWOM aspects to closely attain the 
information or extra data for that product.These customers are also keen to take into 
account the information about that product or brand that they have reviewed on the 
internet. It been noted that the content relevant with the high level of involvement has 
more motivation and attention for the review of the product than the low level of 
involvement because of the high cost involved with the purchase of the respective 
product (Chien et al., 2007). Hence it implies that product involvement level moderates 
the effect of eWom on consumers' purchase intention. 

H7: Product involvement moderates the relationship between electronic word of mouth 
and purchase intention.
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THEORETICAL FRAMEWORK

METHODOLOGY

As electronic word of mouth is the subject of investigation of this study which is mostly 
prevalent among the general consumers who cannot be randomized due to their large 
size across the whole country. Hence, this study adopted convenient sampling technique 
as the most appropriate and feasible sampling technique. Data was collected from 
students' respondents in Islamabad and Rawalpindi regarding their experience of 
receiving messages or some sort of ads about different mobile brands on their mobile 
phones and how the message credibility, message appeal or the equity of brand 
influence their purchase intention for the respective brand. Hence, the unit of analysis is 
Individual who experienced the information that they have received from message 
sender whatever website about the cell phones because target populations of this study 
are the cell phone users. A questionnaire survey method was used to collect information 
about the measures of the study including message appeal, source credibility and brand 
equity. The instrument used was adopted from Wu and Wang (2011) with convenient 
sampling technique as the most appropriate and feasible sampling technique as the 
general consumers were not able to be randomized due to their large size across the 
whole country. Data was analyzed using regression analysis, moderation and mediation 
analysis techniques. 

RESULTS

Reliability test:

Reliability test are used to check the internal consistency of multiple item that is also 
known as Cronbach alpha (Sekaran, 2003). In this study reliability was tested through 
Cronbach alpha and reliability of all the measures of the study were much above the 
minimum threshold level of 0.6 (Nunnaly, 1978).
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Descriptive Statistics:

Descriptive results show the values of normality of the data by showing standard 
deviation, skewness and kurtosis. Mean analysis of each construct of the study is also 
shown. The skewness figures for all constructs show that the data is well within the 
normal range of normality which is -1to 1. The mean analysis of all variables including 
message source credibility, message appeal, brand equity, electronic word of mouth and 
purchase intention shows that all have means above the minimum threshold value of 3 
which gives a general indication that consumers are affected by electronic word of 
mouth promotion. 

Regression analysis:

Regressions analysis used to test the hypothesis of the study. In this study linear 
regression analysis is used to test our hypothesis all values are shown in the table. 

Note. R² = .368; ∆ R² = .360; F (3, 224) =42.734, ** p < 0.01 *p < 0.05

Regression analysis shows the beta values for each variables of the study, that is, 
message source credibility, message appeal and brand equity for their effects on 
consumers' purchase intention. As shown in the above table, message source credibility 
has a significant impact on consumers' purchase intention (B = 0.28, t = 5.246, p < 0.05). 
Hence the hypothesis that message source credibility has a significant influence on 
consumers purchase intention is supported. Beta value for message appeal is 0.162 with 
a significance p-value showing that message appeal also significantly affect consumers' 
purchase intention (B = 0.35, t = 6.5, p < 0.05). The relationship between greater positive 
brand equity and consumers' greater purchase intention was also significant (B = 0.37, t 
= 6.96, p < 0.05) and hence H3 was also substantiated. The findings of this study 
substantiated previous literature in general marketing which states that credibility of the 
source, message appeal and customer based brand equity significantly exert positive 
effects on consumers purchase intention (Park, Lee & Han, 2007; Wu & Wang, 2011;
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 Yoo & Donthu, 2001)

Mediation Hypotheses Result:

The electronic word of mouth (eWOM) was taken as mediating variable between three 
independent variables including message source credibility, message appeal and brand 
equity as with dependent variable of purchase intention. The Baron and Kenny (1986) 
test was run to test the mediation effect as shown in table 6 below. The mediating results 
are given below.

The above table shows the results of mediation impact of electronic word of mouth 
between all independent variables and dependent variable. Baron and Kenny (1986) test 
found that consumer purchase intention across all the four paths for the three 
independent variables on the purchase intention are highly significant (p<0.05). 
Comparing the values of beta (B) and R square of first and fourth path we can see that R2 
in first path that is 0.368 have increased in the fourth path that is 0.610 and B value of 
independent variables in path forth decreasing down from the 1st steps respectively 
from 0.281, 0.350, 0.375 respectively and in 4th step these values are decreasing down 
which signifies that eWOM has a significant mediation between all the independent 
variables and dependent variables. Thus our hypothesis H4, H5, H6 has been accepted. 

Moderation Results:

Product involvement was taken as moderator in this study that moderates the 
relationship between electronic word of mouth and consumers' purchase intention in the 
cell phone industry context. The testing of H7 was based on the study of (Wu & Zumbo, 
2008), that tells the procedure of running moderation analysis while using regression. 
The results of moderation are given in the table below.

** p< 0.01 *p < 0.05
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The above table shows the moderation effects of product involvement and other 
variables of the study including eWOM and purchase intention. All the relationships as 
required for checking moderation effects were found significant as can be observed 
from the t-values of each step. The R2 value in the first step when electronic word of 
mouth is regressed on the purchase intentions is 0.542 that has been increased in the 
fourth step when moderator, electronic word of mouth and their interaction term was 
regressed on consumer purchase intention that is 0.556 which signifies a significant 
moderation effect of product involvement. Hence, the hypothesis that product 
involvement significantly moderates the relationship between electronic word of mouth 
and purchase intention was supported. 

DISCUSSION 
A number of studies have been conducted to explore the word of mouth settings in 
different contexts which show that how consumers perceive information that they 
receive from friends or family members and make their purchase decisions (Anderson, 
1998; Harrison-Walker, 2001; Hennig-Thurau et al., 2004). Current study examines the 
electronic word of mouth settings in the context of cell phone sector by taking the 
recently emerging area of SMS and online context. This study uses the positive setting 
of eWOM to check the impact of message source credibility, message appeal and brand 
equity on consumer purchase intention whereas product involvement was used as the 
moderator in this study.
Message source credibility was found to have significant and positive impact on the 
consumer purchase intention so H1 is accepted and this also supports the study of Sen 
and Lerman (2007). This means if the source where from receiver is getting the 
information is believable and credible according to the perception of the consumer, then 
the word of mouth will influence the consumer to purchase that cell phone in the future. 
The source has its worth to compel or to change the mind of the receiver for the further 
purchasing of the product (Chen et al, 2010).
Message appeal also has positive and significant impact on consumer purchase 
intention and so the H2 is also accepted. This also supports the study of Kotler and 
Keller (2008), the appeal that is some sort of ad may be emotional or rational, this also 
has significant impact while sending a message toward the receiver it click the mind of 
reader who want to purchase a cell phone, 
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Brand equity is the third independent variable that was found to have significant and 
positive impact on the consumer purchase intention in this context. This finding is in 
line with Bailey and Ball (2006) who found that when consumer receive a word of 
mouth online regarding to cell phone brand they keep in mind the equity of that brand 
the worth of that brand whatever they perceive about that message or source but they 
also take into account the equity of the respective brand (Keller & Lehman 2006).
H4, H5, H6 were stating that the electronic word of mouth influence is mediating the 
relationship of message source credibility, message appeal, brand equity and consumer 
purchase intention. All the hypothesis are accepted. The finding that eWOM is 
mediating the relationship of all these independent variables and the purchase intention 
supports the study of Sweeny.et al (2012). This implies that while purchasing a cell 
phone, the source, the message and brand equity form the electronic word of mouth 
which further influence the consumer purchase intention (Wu & Wang, 2011).
Finally, the product involvement was also found a significant moderator in the 
relationship of relationship between electronic word of mouth and purchase intention. 
This finding is related with the social judgment theory (Sherif & Hovland, 1961). 
The study has much valuabe practical marketing implications. According to the finding 
of this study the marketing practitioner of fast moving consumer goods or electronic 
products such as cell phones can make a website in the host country for their target 
market where they can share their experience with their family, friends and relatives to 
influence their purchase behavior through word of mouth (WOM). The degree of 
involvement can also be used for marketers to make their product according to the 
minds of their customers so that they can purchase the product while involving in the 
advertising or product of that company. Electronic word of mouth (eWOM) about a 
specific brand can be used in the advertising appeal to make them believe that the brand 
they are purchasing is worthwhile and the equity of that brand is considerable.

CONCLUSION
This study investigated the direct effects of message appeal, source credibility, and 
brand equity, and the mediating effects of electronic word of mouth (EWOM) on 
message receiver purchase intent for the respective brand. Results of the study 
evidences that message source credibility, message appeal and brand equity have 
significant positive effects on consumers' purchase intention where as the mediating 
variable EWOM has also significant positive indirect effect on consumers' purchase 
intention. Thus, all the hypothesized relationships of the study are substantiated. The 
study provides useful managerial and practical implications with possible future 
directions.  

LIMITATIONS AND FUTURE RECOMMENDATIONS
Future research may be conducted to check the behavior of the respondents in other 
sectors such as banking sector, tourism, some stores, services and brands that individual 
use in daily routine life. Future researchers may also employee other methodological 
perspectives such as mixed method approach so that this issue could be further 
understood in more detail. Further, this study based its findings on data collected from 
only two cities of Pakistan i.e. Islamabad and Rawalpindi. Future study can extend the 
scope by collecting data from other areas of the country. 
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MARKET ORIENTATION AND ORGANIZATIONAL 
PERFORMANCE IN SMALL AND MEDIUM SIZED 

ENTERPRISES. A CONCEPTUAL APPROACH
Jawad Hussain*, Fayaz Ali Shah**, Ch. Shoaib Akhtar*

ABSTRACT

Research examining the relationship between market orientation (MO) and business 
performance has recently received considerable attention in both marketing and the 
strategic management literature. The previous studies on strategic orientations have 
reported a positive relationship between MO and business performance. This study is 
aimed to examine this relationship in the context of small and medium sized enterprises 
(SMEs). Empirical studies on the determinants of firm performance have shown that the 
market orientation of a firm has significant positive influence on the firm performance. 
This study is an extension to the current literature available on the established 
relationship ofMO with firm performance and suggests that SMEs owners/ managers 
should create and maintain the MO culture in order to attain the sustainable superior 
firm performance. This study provides insights to researchers, practitioners and 
managers on the importance of the dimensions of market orientation. 

Keywords: : Market orientation, customer orientation, competitor orientation, inter-
    functional coordination, performance

INTRODUCTION

The extensive discussion on market orientation as a means to operationalize the 
marketing concept was started after the study of Kohli and Jaworski (1990). The 
marketing concept implies that the long term benefits can be obtained through timely 
identification and satisfaction of the consumers' needs. Market orientation is a means to 
ensure this identification and satisfaction of needs on time (Amalia, Ionut, & Cristian, 
2008). Lado, Maydeu-Olivares and Rivera (1998) defined that “market orientation can 
be referred to a competitive strategy that involves all functional areas and levels of the 
organization and embraces the different market participants”. 

There are five core guiding marketing philosophies for planning and devising strategies 
to execute the business activities in an organization. Market orientation is one of them. 
Other four philosophies are production, product, sale and social marketing respectively. 
Market orientation is basically the operationalized form of marketing concept. The 
marketing concept has become very much important as compared to the other four 
philosophies due to the increased competition in the market place (Kotler, 2002). 
Though, societal marketing is relatively a new concept and can also be referred to as an 
improved version of marketing concept, but the former is still preferred over all other 
concepts. This preference is prevalent in the previous literature (Jain & Bhatia, 2007). 
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Firms following the marketing orientation go along with an open system which allows 
them to have an active interaction with the external environment. Whereas, the other 
organizations remain focused on their internal systems and try to develop a defence 
system against environmental shocks (Narver & Slater, 1990). As a matter of fact, 
market orientation increases the market intelligence of the firm. The firm rapidly 
generates and disseminates the information from the external environment to respond 
promptly to the challenges posed by external environment. Internally when the 
information is shared among all the functional areas of organization, it increases the 
efficiency of manager (Kohli & Jaworski, 1990). The organization becomes able to 
identify all the potential customers on the basis of this information and builds a long 
term relationships with them. However, the availability of the required resources may 
become a hindrance for the success of market orientation (Kumar, Subramanian, & 
Yauger, 1998).

The importance of market orientation as an organizational resource has been 
highlighted by various studies like Jabeen  et  al.  (2013)  suggest that market 
orientation concept should be adopted by SMEs for insuring a sustainable competitive 
advantage and greater firm performance. Suliyanto  and  Rahab  (2012)  called for  
further study on investigating the relationship between market orientation and 
performance, hence, investigation on market orientation is still insufficient, and also its 
implementation suffers from some gaps in the developing economies like Asian and 
African (Mokhtar,Yusoff,  & Arshad, 2009). The present study tries to fill this gap by 
examining the relationship between market orientation and its three dimensions and 
organisational performance in the context of developing economies.

LITERATURE REVIEW

Market orientation: Market orientation is a mean for obtaining a competitive advantage 
in the market. Generally, marketing practitioners believed in the past that competitive 
edge can be referred to obtaining power in the market, achieving economies of scale or 
having diverse product portfolio. However, now, researchers and marketing 
practitioners believe that competitive advantage is about the development and delivery 
of superior value to customers. This value can be built and delivered through market 
orientation (Amalia et al., 2008). Market orientation helps organizations in creating a 
culture where the value creation for customers is the prime objective of all the 
organizational activities (Felton, 1959). This culture enables the organization to 
promptly sense the emerging opportunities in the market. This leads the organization 
towards building up customer loyalty that, in turn, increases the market share of the 
company and performance of the firm respectively. Market orientation mainly affects 
the profitability of the organization and not the sales. It usually focuses on customer 
retention and not on acquisition of customers (Kumar, Jones, Venkatesan, & Leone, 
2011). However, SMEs adopts the market orientation phiolosphy to improve the 
business environment (Suliyanto & Rahab, 2012).  

Market orientation enables an organization to attain sustainable competitive advantage 
in the market place through the efficient use of the organizational resources. It helps to 
build up the capabilities of the firm to differentiate itself in a market. This differentiation 
is the key factor in achieving customer satisfaction that, in turn, yields high profits for 
the firm (Saini & Mokolobate, 2011). This competitive advantage can be ensured for a 
longer period of time when market orientation is applied in the organization which has a
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complex knowledge structure. The imitation of this knowledge is not easy which helps 
the organization to sustain the competitive advantage for a longer period of time. This 
uniqueness of the knowledge is one of the key components of market orientation 
strategy (Mahmoud & Yusif, 2012).

Market orientation considers the customer as the focal point of the organization 
(Deshpande and Webster, 1989; Kumar et al, 2011) which is similar to the marketing 
concept (Houston, 1986). However, there are many other researchers who have a 
broader perspective about the market orientation (Narver & Slater, 1990; Jaworski & 
kohli, 1993). These researchers did not confine the market orientation to a single factor 
only i.e. customer orientation. They also included the exogenous factors while studying 
the market orientation. Among them the two major external factors are competitors and 
the regulatory bodies (Kohli & Jaworski, 1990; Jaworski & Kohli, 1993). The increase 
in market breadth is propagating the competitor orientation. Following a broader 
perspective while studying the market orientation, it can be concluded that market 
orientation consists of different approaches. These approaches are determined to bring a 
strategic alignment of the firm with the external environment (Heiens, 2000).  

According to Tuominen and Möller (1996) keeping in view the complexity of the 
marketing concept, an interdisciplinary approach must be followed while studying the 
market orientation. They believe that market orientation is a multi-dimensional 
phenomenon. They considered market orientation as business philosophy, as mean for 
collecting information about customers and competitors, a way to develop inter-
functional coordination and finally as a foundation of organizational learning.  
Traditionally, the researchers and practitioners have been focusing on the external 
environment while following the market orientation. The two major influential 
elements of the external environment are customers and competitors (Kumar et al., 
2011). Organizations remain busy in collecting and disseminating the information 
relating to customers and competitors. The internal environment has not been given 
proper attention by the researchers and practitioners. Now, it has been felt that internal 
factors must be considered for the successful implementation of market orientation. The 
delivery of better services to customers cannot be ensured without developing an 
effective mechanism of internal controls and coordination (Lings, 1999). 

The adoption of market orientation strategy is considered as one of the most effective 
tools for managing the ongoing changes in the domain of SMEs. The meanings of 
implementation of market orientation may differ with respect to SMEs as the research 
models of market orientation were primarily developed for the large scale organization 
(Blankson, Motwani, &Levenburg, 2006). SMEs face typical problems which may 
include the deficiency of resources, lack of technological competence, small number of 
customers, non-availability of suppliers, strong influence of business owner in decision 
making process, and more emphasize on current operation only (Chaston, Badger, 
Mangles, & Sadler-Smith, 2001). Therefore, the outcomes of market orientation of 
SMEs may vary as compared to large scale organizations.  There is lack of consensus 
among the researchers about the nature of the market orientation (Gainer &Padanyi, 
2005). Market orientation is viewed as a culture (Kholi & Jaworski, 1990; Jaworski& 
Kohli, 1993; Slater & Narver, 1994), a philosophy (Lichtental & Wilson, 1992; 
Tuominen & Möller, 1996) or combination of both (Olavarrieta & Friedmann, 2008). 

Marketing concept focused only customer for a longer of period of time. Later on, 
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researchers (e.g. Houston, 1986; Kholi & Jaworski, 1990; Narver & Slater, 1990; 
Jaworski & Kohli, 1993) took some others dimensions of the market orientaiton as well, 
like competitor orientation, inter-functional cordination, market intelligence and profit 
orientation. The present study follows the views of the Narver and Slater (1990) that 
take three dimensions of the market orientation i.e. customer orientation, competitor 
orientation and inter-functional coordination. The similar approach has been followed 
by many other researchers as well (Lado et al., 1998; Celuch,Kasouf, & Peruvemba, 
2002). These dimenssions are diccussed as follow: 

Customer Orientation: 

Customer orientation implies that an organization should develop a corporate culture 
based on the customer driven strategies. Customer orientation is comprised of a set of 
beliefs that the customer should be given priority in the organization (Deshpande, 
Farley, & Webster, 1993). Also, all the strategies should be developed in such a way that 
they deliver superior value to customers. It refers to “the sufficient understanding of 
one's target buyers” (Narver & Slater, 1990). This understanding enables the 
organization to create superior value for its customers (Awwad & Agti, 2011). 

Firm strive to establish strong association with its customers to obtain benefits in 
financial terms. This association is established when an organization develops the 
values of customer orientation (Zhou & Li, 2010). However, sometimes too much 
focusing customer orientation does not increase performance of the firm. Rigorous 
marketing functional processes are required while formulating a strategy (Kumar et al., 
2011). In this situation, the marketing mix acts as connecting ties and provides new 
solutions to problems and helps organization in following the innovative approaches. 
The new approaches increase the effectiveness of promotional activities and guide the 
organization to develop effective pricing schemes. Moreover, the organization 
identifies the right time for introducing a new product in the market. The organizational 
culture designed in the light of the above facts helps organization to achieve customer 
satisfaction through successful implementation of customer orientation strategy. These 
firms are more likely to accelerate their growth, increase their market share and 
profitability (Shin, 2012).

Customer orientation becomes more important in the case of a rapidly changing market 
environment. The organization becomes capable to sense the market changes on time 
and takes prompt actions to effectively respond to these changes (Zhou, Brown, & Dev, 
2009). Customer orientation guides the organization to devise right mix of strategies for 
recognizing the changes and making appropriate plans to fulfil the changing needs of 
the customers. This timely fulfilment of customers' needs increases the performance of 
the organization (Aziz and Yassin, 2010). Customer orientation occupies a central 
position in marketing strategies (Heiens, 2000; Ellis, 2006; Olavarrieta & Friedmann, 
2008). All improvements in process and products of the organizations are aimed at 
creating superior value for customers. Customer orientation is regarded as the basic 
element of market orientation (Saini & Mokolobate, 2011). The customer focused 
strategies are vital for ensuring the long term success of the business. The firms should 
focus on the customers' needs, especially when buying power of the customers is low 
(Heiens, 2000). Customer orientation can be considered as major antecedent of 
organizational performance (Appiah-Adu, 1998).
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Competitor Orientation:

Accroding to Dawes (2000), competitors orientation is the strongest dimension of 
market orientation affecting the organizational performance. It refers to the 
understanding of short term strengths and weakness and long term capabilities and 
strategies of both the key current and potential (Narver & Slater, 1990; Zhou et al., 2009; 
Awwad & Agti, 2011; Liu, Ke, Wei, & Hua, 2013).

Customer orientation focuses on understanding the changing behaviouors of current 
and future customers (Narver & Slater, 1990).Similarly, competitor orientation 
emphasises on understanding the changes occuring in the behaviours, actions and 
strategies of the current and future potential competitors in the market (Aziz & Yassin, 
2010). The competitor oriented organizations keep an eye on how competitors are 
devising their policies to satisfy the needs of their customers. This dimension of market 
orientation also implies that the firm must have deep insight about the excecution of its 
actions in comparison with competitors (Ellis, 2006). Organizations understand the 
strengths and weakeness of their competitors in the market through competitor 
orietnation and continuosly monitoring the behaviour of the competitors and their 
strategies in response to the changing needs of the customers (Narver & Slater, 1990). 
Firms can better position their products if they have deeper understanding of the 
strategies of their competitors. They strive to keep ahead of their competitors through 
quick response mechanism and prompt adjustment of promotional and pricing 
strategies. Competitor orientation leads the organizations towards the development of 
innovative products that enables them to secure a distinct position in the market 
(Grinstein, 2008). 

According to Noble, Sinha, and Kumar (2002), competitor orientation is one of the 
strongest determinants of organizational performance. Whereas, the study of Zhou and 
Li (2010) provided that competitor orientaiton does not have any effect on a firm's 
capability to promptely respond to the market changes. The firms capability to adapt to 
the market changes remain unchanged because of competitor orientation. Therefore, 
competitor orientation is not likely to bring any significant improvement in firm's 
performance. According to Jabeen et al., (2013) this relationship is still unexplored in 
large scale organizations and sepcifically in SMEs. They suggested that firms are 
required to adapt the changes occuring in the market to ensure their sustainability. 
Understanding the chaning needs of market plays a vitlal role in determing firms' 
performance and attaining the sustainable competitive advantage (Han, Kim, 
&Srivastava, 1998). Moreover, organizations try to figure out the strength of their 
resources in the face of competiton. The defficiencies are better identified that are 
hinderances in ways of achieving the competitive advantage with the help of competitor 
orientation. An investigative approach keeps the organization abreast of the processes 
and strategies deployed by the competitors. The key benefits associated with 
comopetitor orientation may be in the form of better communication with customers, 
timely adjustments in pricing and promotional strategies, timely placement of new 
product in the market and better resource utilization. The combination of all these 
factors increases the performnce of organization in the long run (Shin, 2012). 

Inter-functional Coordination: 

A new approach—inter-functional coordination—to market orientation is developing.
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Inter-functional coordination is the coordination of all departments and functional areas 
in the business in utilizing customer and other market information to create superior 
value for customers (Awwad & Agti, 2011). Zhou et al., (2009) describe it as the 
coordination of firm resources and customer related activities throughout the whole 
firm. The researchers are of the view that inter-functional coordination within an 
organization creates a value chain. The degree of market orientation of one member or 
department in the organization has a strong influence on the degree of other member or 
department. The collection of information regarding the consumers by all members of 
the chain plays an important role in creating and delivering a superior value to customers 
and obtaining a sustainable competitive advantage (Amalia et al., 2008).

Market orientation is a potential resource that can lead the organizations towards a 
competitive advantage in the market. However, this resource cannot be successfully 
utilized in its full capacity until the internal factors are taken into consideration by the 
organization. One of the important internal factors is the interaction between the 
employees from different departments of the organization performing different 
functions (Hunt & Morgan, 1995). This interaction is crucial because the employees 
cannot learn the market orientation practices easily from the manuals and handbooks. 
The interaction between the employees from different functions initiates a learning 
process in the organization where one group of employees learn from the others 
(Bharadwaj, Waradarajan, & Fahy, 1993). Organizations focusing only on the external 
environment (customers and competitors) fail to identify the strengths of their 
resources. The internal factors become more important in the service industry (Lings, 
1999). As, all the dimensions of the market orientation are important for creating and 
delivering superior value to customers (Narver & Slater, 1990). Therefore, a holistic 
approach is required while implementing the market orientation practices. Hence, 
market orientation should not only be focusing on developing a response mechanism to 
the challenges coming from the external environment; rather it should be complete 
system addressing the external and internal challenges simultaneously (Jaworski & 
kohli, 1990). 

Organizations are required to develop a mechanism and motivate the internal resources. 
This mechanism is likely to help in accomplishment of the goal of customer satisfaction. 
The basis for the accomplishment of this goal would be collecting information 
regarding the external as well internal environment (Mohr-Jackson, 1991). Mohr-
Jackson (1991)considered employees as the internal customers of the organization and 
suggests that they should be given equal importance like external customers.  The 
internal aspects, considered by market orientation are related to the functional activities. 
These activities are concerned with the generation, dissemination and processing of 
market information within the organization. Each activity of the internal functions 
should be regarded as a value adding activity. Coordination of these activities plays a 
vital role in delivering the value added services to the end user. The internal customers 
should be provided with appropriate level of support by the back office to ensure the 
delivery of superior value to external customer (Lings & Brooks, 1998). Importance of 
the internal customers (i.e. employees) in the successful implementation of market 
orientation has been manifested by many studies. According to Siguaw, Brown, and 
Widing (1994), personnel's implementation of market orientation is essential for the 
success of the business. The front-line employees play a crucial role in performance of 
an organization (Reynolds & Beatty, 1999). These employees are the representatives of
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the organization and can contribute significantly by actively interacting with the 
customers of the organization. The customer satisfaction can be achieved through an 
effective interaction of employees with the customers. This interaction becomes more 
important in the service industry (Chen & Quester, 2006). 

DISCUSSION

Market orientation has become a central construct in the marketing literature during the 
past two decades (Pelham, 2000; Zhou et al., 2009; Kumar el al., 2011; Smirnova et al., 
2011; Theodosiou, Kehagias, & Katsikea, 2012). Market orientation as crucial driver of 
organizational performance cannot be denied regardless of the culture and market due to 
the strong relationship between the two constructs (Speed & Smith, 1993; Matsuno, 
Mentzer, & Ozsomer, 2002; Johnson, Dibrell, & Hansen, 2009; Hinson & Mahmoud, 
2011; Ramayah, Samat, & Lo, 2011). Market orientation is considered as a key driver of 
business performance and various research efforts continue to focus on the relationship 
between the degree of market orientation and business performance (Narver & Slater, 
1990; Osuagwu, 2006; Kumar, 2009; Edigheji, 2010; Zebal & Goodwin, 2012; 
Dubihlela, 2013). The top management of a firm must disseminate effectively the 
market oriented culture across the organizational levels and to all the members for 
attaining the sustainable competitive advantage and superior performance (Theodosiou 
et al., 2012). Competitor orientation enables a firm to asses deeply its competitors 
(Olson, Slater, & Hult, 2005) and concentrate on the strategies, activities, resources, 
capabilities and offerings (Kohli & Jaworski, 1990; Gao, Zhou, & Yim, 2007; 
Theodosiou et al., 2012). The information generated from this in-depth assessment are 
disseminated among the functional areas and departments (Narver & Slater, 1993; 
Kumar et al., 2011; Theodosio et al., 2012; Kwak, Jaju, Pozakova, & Rocereto, 2013) 
which helps firm to understand the weaknesses and strengths of the competitors and 
respond to the competitor's strategies effectively (Gao et al., 2007; Kumar et al., 2011) 
and also facilitate the firm to attain the sustainable competitive advantage and superior 
performance (Zhou, Yim, & Tse, 2005; Song & Parry, 2009). Understanding customers 
enables a firm to create and deliver superior value which in turn will enable the firm to 
remain competitive, sustain or enhance performance (Zhou et al., 2005; Augusto & 
Coelho, 2009). In-depth understanding of the customers helps firm to adjust its products 
according to needs and preferences of the customers and provides superior firm 
performance (Theodosiou et al., 2012). Inter-functional coordination has a direct or an 
indirect relationship with several dimensions of business performance such as new 
products development (Han et al., 1998; Grinstein, 2008; Kwak et al., 2013) 
profitability (Narver & Slater, 1990), and overall business performance (Jaworski & 
Kohli, 1993). Thus:

 Proposition 1: Market Orientation (customer orientation) has positive effect on the 
 performance of SMEs.

 Proposition 2: Market Orientation (competitor orientation) has positive effect on 
 the performance of SMEs.

 Proposition 3: Market Orientation (inter-functional coordination) has positive 
 effect on the performance of SMEs.
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This study investigates the positive relationship of market orientation with firm 
performance. Research examining this relationship in the context of SMEs has begun 
recently (Keskin, 2006). The literature concerning to market orientationreveals, that the 
link between market orientation and performance has been checked mostly in large 
scale organizations (Jabe''en et al., 2013). 

Significant research has been conductedemphasizing that SMEs should embrace, 
market orientation including customer orientation, competitor orientation and inter-
functional coordination (Ngai & Ellis, 1998; Pelham, 2000; Zhou et al., 2009; 
Brockman, Jones, & Becherer, 2012; Liu, Ke, Wei, & Hua, 2013). These crucial 
dimensions represent a market orientation strategy which reflects the tendency of the 
firm to engage in market oriented behavior to accomplish its strategic objectives 
(Grinstein, 2008; Zhou and Li, 2010; Awwad & Agti, 2011; Raju, Lonial, &Crum, 2011; 
Dubihlela, 2013). Understanding customers and competitors are considered as the most 
effective differentiation tools which ensure survival and enable the organization to 
attain the outstanding organizational competitive advantage (Att–ia, 2013). 

The success of SMEs largely depends on their abilities to devise and implement those 
strategies which effectively respond to the challenges created by the business 
environment (Asikhia, 2009; Peter & Inegbenebor, 2009; Kessy & Temu, 2010; Huang, 
Wang, Chen, & Yien, 2011). Size of the firm has significant effect on the competitive 
advantage of the organization (Raju et al., 2011). Large firms have some advantages 
over SMEs like brand name recognition, monopoly power for setting the price above the 
competitor, experience curve effect and bargaining power with suppliers (Fiegenbaum 
& Karnani, 1991). Comparatively, larger firms have an easy access to key resources 
(Ettlie & Rubenstein, 1987). Small firms, on the other hand face several hindrances 
which are known as “Liability of smallness” by Ald–rich and Auster (1986). Moreover, 
small new firms may face an additional obstacle that is “Liability of newness” which 
often results in severe failure of these firms (Stinc–hcombe, 1965). However, smaller 
firms have an advantage of having easy and more customer contact (Coviello, Brodie, & 
Munro, 2000), a greater tendency for action based on the gathered information (Chen & 
Hambrick, 1995) and more output elasticity than the larger firms (Fiege—nbaum & 
Karnani, 1991).

Devising the effective market orientation strategy is the objective of any firm that 
searches for enhancing the responsiveness to the dynamic business environment, 
creating superior value for customers and attaining the sustainable superior 
performance. A firm will not survive if it will not maintain a market orientated culture 
(Attia, 2013).

CONCLUSION

This study provides a thorough literature review on the relationship of market 
orientation and firm performance. Three propositions are developed which examine the 
relationship of the dimensions of market orientation and firm performance. This study 
concludes that a firm with strong market oriented culture tends to create and deliver 
superior customer value, maintain a competitive advantage and superior performance.
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A STUDY OF PERCEPTION AND CHALLENGES FACED BY 
HRM FUNCTION IN PAKISTAN

Muhammad Tahir* and Saima Batool**

ABSTRACT

HRM can play a game changing role for developing countries as it has ability to develop 
employees and making organizations more competitive. Despite such a significant 
value it can create, there is limited research as well as understanding about HRM in 
developing countries. The current study is exploratory in nature and carried out with the 
objective to assess the current status of HRM in Pakistan. By utilizing semi-structured 
interviews, data was collected fromsixty HR Personnel working in various 
organizations. key findings of the study are that perception towards HRM function is 
mostly negative by different stakeholders while main challenges faced by HRM includes 
nepotism, corruption, employee discrimination, untrained line managers, lack of 
talented staff, and poor reward system.To overcome such negative perception and 
challenges faced by HRM function in Pakistan, HR should assume more responsibility 
towards strategic business partnering. 

Keywords: Pakistan, HRM, Perception, Challenges, Developing countries, Outcomes

INTRODUCTION

The role of HRM is vital to develop employees and enable organizations to compete 
more successfully in competitive global markets. HRM is relatively a new field in 
Pakistan but it has grown substantially during the last decade(Qayum, 2011).Many 
businesses in Pakistan have restructured their Personnel divisions as Human Resource 
Divisions which signals that HRM evolves from traditional Personnel 
management(Siddiqui, 1997).Universities across the Pakistan are offering Masters, 
MPhil and Ph.D degrees in HRM and there is also considerable level of HRM related 
academic research going on. Despite such growth, HRM is not fully developed in 
Pakistan for example a study by Khiliji (1999) empirically studied HRM in Pakistan and 
found that HRM in Pakistan is at infancy stage and suffering from inconsistency 
between the HRM practices. The current study is conducted with a view to identify the 
current status of HRM in Pakistani organizations. For this purpose, it is focusing on two 
aspects namely perception towards HRM function and challenges faced by the HRM 
function in Pakistan. 

Pakistan's Brief Profile:

According to the World Bank Country Partnership Strategy Progress Report (2013) 
Pakistan is facing significant political, economic, and constitutional challenges. The 
country is also experiencing militancy, sectarian violence, and natural disasters such as
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floods (World Bank, 2013).  The reports also commented on poor Human Development 
record as country is lagging behind from other similar nations in terms of resource 
allocation for education (Currently 2% of GDP), enrollment in education, infant 
mortality rates, and gender disparities. 

Despite poor political, economic, and social indicators, Pakistan is showing signs of 
improvement. The peaceful transfer of power from one political party to another after 
May 2013 general election shows that country is restoring towards democracy and its 
political system is stabilizing. Similarly, according to Labor Force Survey of 2012-2013 
by Federal Bureau of Statistics shows that the literacy rate is improving as literacy rate 
for the population above ten years of age in the country is 59.8% based on 71%for Male 
and 48% for female. The brief discussion about Pakistan shows that business 
environment in Pakistan is filled with challenges as well as some opportunities.

Aims and Objectives:

The study aims to explore the current status of HRM in Pakistan while more specifically 
the objectives of the study is to identify the perception towards the HRM function and 
key challenges faced by HRM function in Pakistan.

Significance:

Most of the HRM related research is conducted in Western context while there is 
scarcity of HRM related research in developing countries. The literature on HRM in 
Pakistan is also very limited and demand greater attention from researchers.The study is 
expected to bridge the literature gap and further enhance our understanding of HRM in 
Pakistan. 

LITERATURE REVIEW

The following section discusses key theories and previous researches which are relevant 
for the current study. 

Perception towards HRM Function:

The new HRM function assumes more responsibility for human resource development 
and more active role in strategic management of organization as compare to its 
predecessor role of Personnel management (Francis & Keegan, 2006).According to 
some experts, suchchanges in the role performed by HRM function arenot fitting well 
with the employee-welfare role of HRM(Francis & Keegan, 2006; Kochan, 2004). It 
can be argued that the perception towards HRM function can be affected by the role HR 
plays and stakeholder's interests it serves, for example if HR serves the interests of 
employeesthen it can develop a positive employee perception towards HRM. On the 
other hand, a positive top management's perception towards HRM can be nurtured 
providing HRM plays 'business partner role' successfully. Difference in perception 
towards HRM by different stakeholders is observed for example a study conducted by 
Boselie & Paauwe (2005) in European companies found that HR managers had a more 
positive perception of theHR function and HR department as compare tothe other 
employees and managers. To the best of authors' knowledge, so far no specific study is 
conducted in Pakistan which focuses on identifying perception towards HRM function. 
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Challenges faced by HRM:

Ulrich (1997)identified key challenges faced by modern organizations 
includingGlobalization, responsiveness to customers, increasing revenue and 
deceasing costs, building organizational capability, making change and transformation, 
implementing technology, and attracting and developing human capital.Moreover, 
challenges such as favoritism, loss of talent, maintaining employee commitment, and 
unskilled leadership are the major challenge faced by global HR managers (Reilly, 
2012).Challenges in developing countries are different from developed countries as 
most Developing countries have very poor economic and political situation (Prah, 2004; 
Jaeger et al., 1995). Economic situation in developing countries is the result of poor 
utilization of resources and ineffective management which results in high 
unemployment, low real wages, poor working conditions, and demotivated and 
demoralized staff (Das, 1998; Jaeger et al., 1995).Political situation in developing 
countries is also highly volatile and unstable which creates environmental uncertainty 
and complexity for business managers (Kanungo & Jaeger, 1990; Kiggundu, 1989). 

Management in developing countries is also affected by colonial legacy and theory X 
style of management (Jaeger &Kanungo, 1990; McGregor, 1960). Top down 
management, heavy bureaucracy, inefficiencies, discriminatory internal policies, 
employee alienation, and lack of management skills are the key features of post-colonial 
management in developing countries (Jackson, 2004). Hilderbrand & Grindle (1997) 
studied the HRM in developing countries and highlighted features such as inappropriate 
recruitment procedures, low salary levels, lack of effective performance standards, 
inability to fire people, too few rewards for good performance, seniority based 
promotions with little emphasis on performance, lack of reward for hard-work and 
initiative, and demoralizing management by supervisors. Similarly, Okpara & Wynn 
(2008)stated that in most transition economies of Africa, HR Managers face challenges 
including benefit costs of health care, Aids, lack of ethics, nepotism, tribalism, and 
bribery and corruption.The above discussion shows that challenges faced by HR 
Managers as well as HR function in developing countries are enormous and requires 
significant attention. 

METHODOLOGY

The following section provides review of sampling strategy, data collection, and data 
analysis for the current study. 

Sample: 

According to Flick (2002) sampling decision should be made keeping in view the 
research question as well as the structure and contents of the sample. Based on the nature 
of the study and research objectives, it was decided to collect data from HR personnel 
including HR Managers, HR Assistant and so on. Convenient sampling was used to 
collect data from HR personnel who were contacted through a community page of social 
networking website and later agreed to give interviews.The process continued until the 
sample reached to sixty. After initial acceptance, interviewees have been contacted in 
order to set schedule for interview. The profile of the interviewees is given in the table1. 

A Study of Perception and Challenges Faced...
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INTERVIEW METHOD:

Semi structured interviews were conducted from HR personnel. HR personnel are 
selected as respondents becausethey are mainly responsible for design, implementation, 
and evaluation of HRM policies and practice and often they have the most relevant HR 
related information.On average, an interview took between 30 to 45 minutes. All 
interviews were recordedand additionally short notes were taken during the interviews. 

DATA ANALYSIS:

According to Miles&Huberman (1994), qualitative data analysis involves three steps 
including data reduction, data display, and the drawing of conclusion. The data collected 
through semi structured interviews were revisited in order to make sense of it. Key 
themes in the data were identified, noted down, and translated simultaneously. The key 
themes were revised several times in order to arrive on conclusion. 

FINDINGS

This section presents the findings of current study. As the interviews were conducted in 
Urdu; therefore, direct quotes are translated and reproduced here in English. Maximum 
efforts are taken to avoid loss of meaning in translation. 

Table1: Demographic Characteristics of Respondents
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Findings on Perception towards HRM Function in Pakistani Organizations:

The interviews findings indicated that the perception towards HRM function by 
different stakeholders is mostly negative. Table 2 presents the qualitative evidence on 
perception towards HRM function.

The results indicates that owners and top managers view HRM function as a mechanism 
to control employees, consider it as clerical function, and gives secondary importance to 
it. Furthermore, employees perceive HR department negatively as employees feel fear 
when they receive any communication from HR department. Since, mostly HRM 
Department is involved in bringing changes or implementing initiatives on behalf of 
management; therefore, HRM department is subject to employee's negative opinion as 
changes or initiatives brought by management are rarely welcomed by the employees at 
different levels. 

Overall, results show that HRM has not developed a very positive perception or image 
and therefore, most stakeholders do not view HRM very positively or give much 
importance to it. 

Findings on Challenges Faced by HR Personnel in Pakistan:

The interview data indicates that HRM function in Pakistan is not enjoying very smooth 
operations as it is facing severe challenges. Table 3 presents the qualitative evidence on 
challenges faced by HRM function in Pakistan.

Table 2: Qualitative Evidence on Perception towards HRM Function in Pakistani Organizations

Qualitative Evidence Indication 

“We (HRM Personnel) have to struggle to get attention 
from top management. It is also difficult to convince them 
especially when cost is involved” 

Little attention from top 
management 

“HR in Pakistan is not taking a very strategic role. 
Mostly the responsibility of HR is to hire, fire, maintain 
records, and push workers for more productivity. 
Therefore, so far HR has not created a very positive 
image among the employees” 

Negative perception by 
employees 

“Changes such as clock-in clock-out, new leave policy, 
etc. is implemented through HR Managers. These 
changes are brought with the aim to bring tighter control 
over workers” 

Role  of HRM in Change 
Management 

“I decided to transfer an employee to another office 
because of skills gap he had. Trade union stopped me” 

Trade unions as a barrier for HR 

“Whenever we want to take any initiative, we are being 
blocked. We feel stressed because of trade union. 
Promotions, transfers, investigations, and explanations 
are all affected because of trade unions. In theirpresence, 
workers virtually have free hand to do whatever they 
want. Trade union protects them and view HR as an 
enemy. We are helpless” 

Negative perception by trade 
unions towards HR 
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Results indicate that a major challenge faced by HRM is nepotism. During recruitment 
process, prospective applicants try their contacts to influence the selection process. The 
referee includes organizational insiders such as managers or other powerful persons and 
outsiders such as military personnel, politicians, judiciary, and bureaucrats. Selection

Table 3: Qualitative Evidence on Challenges faced by HRM Function in Pakistani Organizations

Qualitative Evidence Indication 

“As recruitment and selection process starts, we start 
receiving phone calls from different sources. Mostly it is 
very stressful situation as when you select one candidate, 
it means annoying other candidates and their respective 
supporters” 

Nepotism and use of references to 
influence hiring process 

“Government jobs are very desirable in Pakistan, and 
huge number of people applies for government job. The 
ratio of applicants to vacancy is one to thousands. 
Sometimes the vacant position is already filled and the 
whole selection process is just to fulfill the formality” 

 

“Truth is that most government jobs are sold based on 
the grade (rank). People pay money and get the job. 
When they come to work, their attitude is to earn that 
money back. Therefore, they look for bribery and other 
sources of corruption” 

Using money to get the job/ 
corruption in hiring process 

“Top managers are more interested in financial 
management and marketing while HRM is considered as 
a support function” 

Low attention from top 
management as a challenge 

“Line managers are a big challenge. HR role in Pakistan 
is increasing at headquarter in terms of policy making 
but decreasing at a business unit level where line 
managers are assuming responsibility for HR related 
activities. This is a big challenge. They easily manipulate 
things” 

Problems related to line manager 

‘There are plenty of graduates in the market but finding 
someone who got right mix of qualification , experience, 
and personal characteristics is often difficult” 

Lack of skills 

“Despite having degrees such as Masters or MBA, it is 
difficult for candidates to write an office letter properly. 
Sometimes candidates don’t have basic knowledge about 
their own areas of expertise” 

 

“I am earning five times of what an ordinary worker is 
earning and still I find it difficult to live a normal 
lifestyle. You can imagine that how hard it will be for 
ordinary labor to manage in such  a small salary” 

Inadequate salaries for employees 
at different levels  

“Concepts such as performance related pay is mostly 
limited to sales role” 

Limited performance related pay 

“Appraisal is a formal tool for managing employee 
performance however for some practical reasons such as 
turnover, line managers, and organizational politics 
appraisals are not very successful in Pakistan. Therefore, 
we rely on informal method of managing employee 
performance” 

Problems related to appraisal 
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 process in public sector organization in Pakistan is not only bureaucratic but also 
involves corruption. In private sector organizations, some efforts are made to avoid 
nepotism and favoritism. 

Discrimination is also a major problem and some discrimination is inevitable in 
Pakistani organizations.Employees are often recruited and promoted based on their 
language, accent, ethnic origin, religious orientation, political affiliation, and 
geographical area they belong.Interestingly, few respondentsalso believe that there is 
some discrimination towards male candidates. Low attention from top management 
toward labor related issues is another challenge.Low attention means difficulty in 
convincing top management about issues such as getting budgets for employee training 
and development, health and safety related issues, and providing a better reward system. 
Line managers or general supervisors also pose a challenge for HRM as mostly line 
managers are responsible for implementing the HRM related policies and practices 
whooftenhandle HRM practices poorly. The situation can be result of lack of 
management and leadership skills, and lower understanding of organizational 
psychology at supervisory level as commonly found in many developing countries 
(Jackson, 2004). 

Another challenge is non-availability of talented and skilled staff as often people with 
qualification do not possess the right mix of skills and experience. Poor reward system 
and low salaries are also a challenge faced by HRM in Pakistan. Country is experiencing 
high inflation which is resulting in reduction in real wages. The situation is causing 
difficulties for individuals, HRM, and Organizations as it is hard for everyone to catch-
up with such a high inflation rate. Moreover, pay increase is mostly based on seniority 
while performance related pay is difficult to implement due tothe resistance from 
employees at different levels. 

Performance management and appraisals is considered a difficult function for HR 
Managers around the world. Common problems associated with appraisals were also 
found in Pakistani organizations as according to the interview respondents, line 
managers often use appraisal for personal benefit. Moreover, Line managers consider 
appraisals as unnecessary paperwork and many employees are given average rating 
regardless of their performance. 

Overall, the result shows that challenges faced by Pakistani HR Personnel and HR 
department are quite significant and are internal as well as external in nature. Therefore, 
to become successful, HR needs to address these challenges adequately.

DISCUSSION

The objective of this study was to explore the perception towards HRM function and 
identification of challenges faced by HRM. Semi-structured interviews were conducted 
with HR personnel belonging todiverse organizations. The findings on perception 
towards HRM function reveal that different stakeholders including owners, top 
managers, functional managers, and employees view HRM function negatively and 
overall, there is little attention given to the HR function. Low attention given to HRM 
function is a situation which iscommonly found in most developing countries (Budhwar 
& Deborah, 2001;Hilderbrand &Grindle, 1997).

The negative perception and low attention given to HRM function can be explained by 
using Ulrich framework. Ulrich (1997)identified four key roles for HRM including
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administrative expert, employee champion, change agent, and strategic business 
partner. It seems that currently HRM in Pakistan ismostly performing the administrative 
role;while,other roles such as strategic business partner or employee champion role is 
not beingperformed very effectively. Therefore,it is recommended that HRMin 
Pakistan needs to enhance the scope of activities it performs and the breadth of 
stakeholder's interest it serves. 

The other findings shows that the keychallenges faced by HRM function in Pakistanare 
nepotism, discrimination, low attention from top management towards HRM, line 
managers, lack of talented staff, poor reward system, and appraisals related 
issues.These challenges are similar to the challenges faced by HRM in most developing 
countries (Okpara & Wynn, 2008; Khiliji & Wang, 2007; Jackson, 2004; Hilderbrand & 
Grindle, 1997).

Thesechallenges are rooted in Pakistani environment for example huge unemployment, 
low skilled staff, and low salaries are very much related with poor economic and 
political situation which is common in most developing countries (Prah, 2004; Das, 
1998; Jaeger et al., 1995).Because of poor political and economic situation, there is less 
FDI, less opportunities, and less human development; while,the lack of availability of 
skilled staff is due to the education system which in most developing countries is unable 
to substantially improve skills (Jackson, 2004;Jaeger & Kanungo, 1990; McGregor, 
1960). Pakistan hardly spends 2% of its GDP on Education and overall literacy rate is 
hardly 57% (Ministry of Education, 2012), thus lack of availability of skilled staff is no 
surprise. 

Nepotism and use of contacts to influence selection process is part of Pakistani culture 
which is very much relationship oriented. In such cultures,people perceive that without 
having the right contacts, it is difficult to get any work done (Hilderbrand & Grindle 
1997).Discriminatory employments practices which exist in Pakistan are similar to the 
discriminatory practices in many other developing countries for example Apartheid in 
South Africa (Jackson, 2004) and tribalism in African region (Opkara & Wynn, 
2008).Little attention from top management towards Human resource development is 
also consistent with theory X style of managementcommonly exist in developing 
countries (Budhwar & Deborah, 2001; Jaeger & Kanungo, 1990; McGregor, 1960).

Implications:

Our findings have implications for HR Personnel. First of all, it is important for HRM 
function in Pakistan that it should be proactively involved in activities which promote 
its business partnering and employee champion role. Involving in such activities will 
improve HR role which in return will contribute in developing a positive image for the 
function. Furthermore, HR Personnel should also be actively involved in lobbying and 
communications to inform stakeholders about how HRM is contributing in 
organizational success and serving the interests of different stakeholders. Doing so will 
enable to develop a positive perception towards HRM function and benefit will be that 
as the top management will take human resource related issues more seriously, HR 
Personnel will be able to overcome issues such as nepotism and low attention from line 
managers more effectively.

HR Personnel should also actively develop themselves by seeking new knowledge, 
improving their skills, and connecting with the latest researches in the field as such 
development will help them in tackling many HRM and work related challenges. 
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Limitation:

The research was conducted to identify the current status of HRM in Pakistan; however, 
the study was only limited to the two aspects namely perception and challenges. The 
limitations also stems from the methodology and sampling as the small sample size and 
solely relying on qualitative method for data collection made the generalization 
difficult. To get better results, future researcher should use a bigger sample from 
organizations operating in more diverse industries or sectors along with more 
sophisticated data collection methods.

CONCLUSION

Overall, it can be concluded that despite HRM is gaining its foothold in Pakistan, still 
the function is facing complex challenges and most organizational stakeholders have 
negative perception towards HRM function. It can be argued that negative perception is 
due to limited administrative and control oriented function performed by HRM. 
Therefore, in order to take full benefit, organizations as well as the top management 
need to give greater importance and autonomy to the HRM function. HRM function 
itself also needs to take care of the interests of different stakeholders and assume more 
responsibility towards strategic planning and execution. At national level, more 
proactive and dynamic role from HR promoting bodies is also required. 
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EFFECTS OF INTELLECTUAL CAPITAL INFORMATION 
DISCLOSURE ON MARKET CAPITALIZATION: EVIDENCE 

FROM PAKISTAN
Jalil Dashti*, Abdur Rahman Aleemi** and Muhammad Tariq***

ABSTRACT

This study has been conducted to determine the effects of intellectual capital 
information disclosed in annual reports on market capitalization of the KSE-listed 
companies. The current study is the first of its kind in the context of Pakistan. We hereby 
tested the effects of IC information disclosure against the Market Capitalization of 
selected firms along with other explanatory variables with well-established and long 
standing economic theory. Utilizing panel data for three years for a sample of 30 listed 
companies on KSE-100 Index under the panel regression model along with Fixed 
Effects and Random Effects over the period of 2010-2012. The findings from this study 
are very promising and conclude that in the case of Pakistan IC information disclosure 
does significantly and positively affect the market capitalization of the firms under 
consideration. Hence it is imperative for the firms to disclose maximum IC information 
to the general public to boost and obtain more friendly investor confidence which will be 
observed in the form of high prices and resultantly higher market capitalization 
accordingly. 

Keywords: Intellectual Capital Information Disclosure, Market Capitalization, 

    Karachi Stock Exchange.

INTRODUCTION

Intangible assets have gained much more importance in the corporate development and 
wealth maximization. It has become a common phenomenon in the corporate world that 
along with assets such as machineries and plants, the innovation, creativity, improved 
technology and processes, employees' knowledge and skills are also necessary elements 
to achieve success and competitiveness. Future conscious firms have realized that value 
can also be achieved through the intangibles which are not recorded in the annual 
reports. Such intangible value creating assets are known as IC (intellectual capital). Or 
in the words, of Jelčić, (2007), intangible assets or intangible business factors of the firm 
that have influences on the firms' performance are called the intellectual capital.

On a technical note, (Sveiby, 1997) has divided the intellectual capital into the following 
three categories as; 

Internal structure: 

In this group the elements are usually brought in by the employees or created (e.g. model 
research and development, patents, computer and administrative structures, and
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concepts). These intangible elements of internal structure can be replaced or it can be 
further decided to invest in.

External structure: 

A company's brand names, reputation or image, customers and suppliers, and 
trademarks are included in the group of external structure. 

External structure (Employee competence): 

Employee competence includes the individual skills, values, education, experience, 
training, and so forth. Employee competence needs the capability to generate both 
physical and non-physical assets in a broad range of circumstances. 

Similarly (Bloomfield & Wilks, 2000: Mangena, Pike, and Li, 2010) argue that, a higher 
disclosure of IC contributes to higher trading price of the stocks by investors, allowing 
more liquidity for the company. Investors estimate their return on the basis of disclosed 
information and more disclosure brings better estimation of returns for the stocks, 
(Mangena et al., 2010). This reveals that the market gives importance to the information 
that is useful (Hassan et al. 2010: 2011) among others. Similarly firms which have 
higher IC disclosure in their annual financial statements have increased prices before 
their public offering (Lang & Lundholm, 2000). However, firms which have higher 
disclosure of IC faces very little decay in prices at the time of offering relative to the firm 
that has controlled or limited disclosure (Abdolmohammadi, 2005). Abdolmohammadi 
(2005) further argues that considerably expanding disclosure of IC improves the value 
of stocks and decreases the incorrect valuation of companies' share prices, in this way 
augmenting the findings of (Bloomfield and Wilks, 2000) that a higher level of 
disclosure of IC contributes to higher stock price.

Given such an immense implications of IC disclosure for the stockholders as well as the 
management and board members, this research is particularly designed to determine the 
role of IC information disclosure affecting the firm's market capitalization. Our aim is to 
know if the IC disclosure has any influence on market capitalization of Pakistani firms. 
There has been very limited number of research conducted to find the relationship of 
intellectual capital disclosure with market capitalization. However, in Pakistan no such 
research has been found that specifically determines the relationship between market 
capitalization and intellectual capital to the best of our knowledge. This study would be 
the first of its kind to fill this gap. However, the studies that have been conducted 
elsewhere have concluded a positive impact of IC disclosure on the market 
capitalization. Some of the notable studies in this regards among others are; 
(Abdolmohammadi, 2005),  (Orens, Aerts, & Lybaert, 2009), (Anam, Fatima, & Majdi, 
2011), (Abeysekera, 2011), and (Uyarand Kiliç, 2012).

The main objective of this study is determining the importance of the voluntary 
information disclosure in annual reports by the firms in Pakistan. Furthermore 
determining if intangible assets disclosure in annual reports has any impact on the 
valuation of the company? This will shed light to facilitate the management, investors, 
and regulatory authorities to formulate a policy framework to implement for the 
voluntary disclosure of the intellectual capital.
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LITERATURE REVIEW

The intellectual capital is one of the sources for the value creation of a corporation in the 
financial markets, while traditional accounting has failed to disclose these most 
important resources of the business (Jihene, 2013). For the reason being that voluntary 
disclosure has an important role in reducing information asymmetry between 
shareholders, managers, and foreign and local investors (Uyar & Kiliç, 2012). Similarly 
(Vergauwen & Alem, 2005) states it is the right of the shareholder to know about the 
information that has any effect on the organization's performance and activities, most 
importantly, because they do not possess the authority to obtain the information through 
private meetings (Holland, 2001). 

However on a technical note, (Vu, Tower, & Scully, 2011) points out that there are 
different levels of voluntary disclosure of IC, and observes that developed market 
economies have higher level of voluntary disclosure than emerging markets. 

However, regarding the scope of this study, there have been very few studies conducted 
to discover the effect of intellectual capital information disclosure on market 
capitalization. Among these some of the notable studies include among others; 
(Abdolmohammadi, 2005),  (Orens et al., 2009), (Anam et al., 2011), (Abeysekera, 
2011), and (Uyarand Kiliç, 2012). All these studies have shown a positive relationship 
of IC disclosure with market capitalization. As (Anam et al. 2011) points out that IC 
associated activities are important elements of a firm's value, and (these values) 
contribute to the market capitalization of the firm. They further suggest that for the 
improvement in the market capitalization, a firm is expected to disclose these values 
supplement their market capitalization and enhance shareholders' value.

Abdolmohammadi (2005) on the other hand adopted a relatively holistic approach and 
conducted a study to find the impact IC disclosure on market capitalization of US firms 
by selecting a sample of 58 firms from Fortune 500 over the period of 1993-1997. The 
findings show potential benefits for a company than the costs by more disclosure of 
intellectual capital in the annual reports. Similarly, Orens et al.(2009) in their study to 
examine the internal-IC's disclosure impact on firms' value. By taking samples of four 
continental European countries' (Germany, France, The Netherlands, and Belgium) for 
267 firms and designing a 42 items IC disclosure index (across three classes of IC: 
customer value, human capital, and internal capital). They found a positive significant 
relationship in their findings.

Similarly, other studies conducted on intellectual capital disclosure, such as (Bozzolan 
et al., 2003), (Oliveira, Rodrigues, & Craig, 2006), and also (Yau, Chun, & Balaraman, 
2009) have found that intellectual capital disclosure has a significant association with 
firm size and industry type. However, in contrast, insignificant relationship have been 
found with firm size, but significant relationship with industry type, in (Williams, 2001) 
and (Bukh, Nielsen, Gormsen, & Mouritsen, 2005). Similarly, significant relationship 
has also been found with leverage in (White, Lee, & Tower, 2007). Yet in some studies 
like (Oliveira et al., 2006) and (Whiting & Woodcock, 2011) have found insignificant 
relationship with leverage. Additionally, (Oliveira et al., 2006), (Yau et al., 2009) and 
(Whiting & Woodcock, 2011) have found insignificant relationship of profitability with 
the IC disclosure. Similarly, (Wang, 2008) conducted a study to find out the relationship 
between market value of US Standard & Poor's 500 and IC. The researcher took the 
sample of publicly traded electronic firms for the years 1996 to 2005 and found, by 
using multiple regression model, positive relationship between market value and IC. 
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While documenting the Australian experience (Guthrie & Petty, 2000) took a sample of 
20 top Australian firms in terms of market capitalization and performed content analysis 
method to measure the extent of disclosure of IC in annual reports. They considered 
three classes of IC which were internal capital, external capital, and human capital. A 24 
items index was formed and came up with the findings that: first, the components of 
intellectual capital were not consistently disclosed. Second, workplace and 
organizational structure; intellectual property rights, and technology; and human 
resources were the main focus of IC reporting. Third, no mutually applied structure had 
been found for disclosing of intellectual capital in Australian firms and accounting 
profession. On a separate note, Industry type has a very important role in determining 
the disclosure of intellectual capital, and firm size also has the contribution as a 
determinant of IC disclosure (Brüggen, Vergauwen, & Dao, 2009). In their study, they 
used a sample for three years from 2002 to 2004 for 125 Australian companies. A 38 
items IC disclosure index was used for content analysis. They also found that structure 
capital comprises a 92 percent disclosure.

Similarly a number of researches were conducted to document the evidence of various 
other countries like, (Brennan, 2001) who later used the same 24 informational items of 
the three categories of IC as were used by (Guthrie & Petty, 2000). The study was 
conducted taking samples of 11 Irish knowledge-based firms from the annual reports of 
the year 1997 and 1998.  She found that the IC disclosure level of these 11 firms is very 
low and if it is reported somehow then it's in qualitative terms. These firms are not 
making progress in increasing the disclosure of IC. Whereas, (Williams, 2001) had 
found a consistently more disclosure of IC for UK listed firms. On the other hand 
(Bontis, 2002) conducted a study taking 10,000 annual reports of Canadian firms. He 
found that Canadian firms IC disclosure level is lower than UK counterparts. Yet again 
on another European front, (Bozzolan et al., 2003) conducted a study by taking sample 
of 30 firms' annual reports in Italian Stock Exchange for the year 2001 by adopting the 
same method as (Guthrie & Petty, 2000) and found that 30 percent of internal structure, 
49 percent of external structure, and 21 percent of human capital items has been 
disclosed. With the most disclosure of external structure it was found that industry and 
size are the most relevant factor in determining the disclosing behavior of the Italian 
firms.

From the African soil, (April, Bosma, & Deglon, 2003) took a sample of top 20 
companies in mining industry of South Africa to examine the IC measurement, 
reporting and management of the industry by  content analysis and interviews. Again 
the 24 items index was used as the indicator of IC disclosure across the three categories 
of intellectual capital. The outcomes were that the companies tend to be on the lower 
disclosure level of IC than other industries' firms. 

Similarly the Asian experience in this regard is noth only scarcely investigated but aslo 
produced mixed results. For instance, (Abeysekera & Guthrie, 2005) investigated the 
disclosure of IC in Sri Lanka by taking a sample of top 30 companies, in terms of market 
capitalization for the years of 1998 and 1999. A 45 items IC disclosure framework was 
used and found that the highest level of disclosed category in Sri Lankan firm is the 
external capital, which is not the same as other countries. Abeysekera (2008) later on 
conducted a comparative study between Sri Lank and Singapore to find the disclosure 
trends between these two countries and found that the IC disclosure trends are not the 
same in these two countries. The study further suggested for a specific method to bring
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consistency in reporting for the IC disclosure patterns.

Another emerging economy's experience whas documented by (Kamath, 2008) who 
conducted a study to observe the degree of IC disclosure, and the relationship of IC 
disclosure and firm size, in the emerging communication, information, and technology 
sector of India. Kamath (2008) applied content analysis of annual reports of 30 
companies listed in Bombay Stock Exchange, for one financial year. The study found no 
correlation among the disclosure and the firm size. Overall findings suggested that the 
information technology industries have the highest level of disclosure followed by 
telecommunication industry. However the least disclosure was shown by the 
entertainment industry. Similarly (Yau et al., 2009) conducted a study to observe the 
nature and degree of IC disclosure of Malaysian firms. Using the content analysis 
method for 60 firms (top 30 and bottom 30 in terms of market capitalization).The 
researcher found that the IC disclosure is not extensive among Malaysian firms. They 
also found that the behavior for the IC disclosure may be influenced by the both 
economic and non-economic rationale.

A trend of not disclosing IC in the annual reports in spite of the upward trend of stock 
exchange during a recession period is observed in the findings of (Nurunnabi, Hossain, 
& Hossain, 2011). Using the content analysis for 90 listed firms in Bangladesh to 
examine the practices of IC disclosures of non-financial firms for 2008-2009. A 
weighted disclosure index and ordinary least square methods were used to analyze the 
association among firms' attributes and IC disclosure level. The study also reveals that 
the size and industry have an important role in disclosing the IC information of the firms 
in Bangladesh. However, in Bangladesh the firms tend to have a low level disclosure of 
IC.

Similarly, (Singh & Kansal, 2011) conducted a study to find the inter-firm IC disclosure 
and its variation in pharmaceutical industry of India. By taking a sample of top 20 
companies from the Ludhiana Stock Exchange for the year 2009, they used a Modified 
Intangible Asset Monitor, which was used by (Guthrie & Petty, 2000), (Brennan, 2001), 
and (Bozzolan et al., 2003) to obtain the variables of IC disclosure. The findings 
suggested that the IC disclosure level was minor, narrative, and it has a significantly 
varying trend between the firms. It further said that insignificant, weak, and negative 
correlation had been found between intellectual capital valuation and disclosure.

Within the extent of Pakistani literature, very limited studies have been conducted on 
the issue of intellectual capital (only in the performance perspective), such as (Lodhi, 
Rahman, & Makki, 2008), (Shaari, Khalique, & Isa, 2011), and (Rehman et al., 2011). 
However, these studies have not extended to find the IC disclosures impact on market 
capitalization of a firm and the current study can be considered as the first to find the 
impact of the IC information disclosure on market capitalization. 

Research Hypothesis:

It was hypothesized in this study that intellectual capital information disclosure is 
having a positive effect on the market capitalization of the firms.

RESEARCH METHODS

Data and specifications:

In this study we utilize annual panel data gathered from the annual reports of non-
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financial firms listed on the KSE-100 Index and from the annual statements of the 
companies under consideration. The sampling or the firms selected in this study are 
based on the high market capitalization. In this way a total of 30 top firms or 30 firms 
with highest market capitalization were selected from the KSE-100 index over the 
period of 2010-2012. This was used first to avoid the effects the year 2008 when Karachi 
Stock Market witnessed a major financial crisis and remained closed for sometimes as a 
result of the global financial crisis. The second reason was to take into account the most 
recent trend about the phenomenon under study. 

Market Capitalization: in this study is taken in the standard form as the price of the share 
traded in the market multiplied by the number of total shares of a company being traded 
in the market.

IC Information: The level of intellectual capital information disclosure of the firms, 
measured by a 24-items index which is a revised form of Karl Erik Sveiby's intangible 
asset monitor, used by (Petty & Guthrie, 2000), (Brennan, 2001), and (Bozzolan, 
Favotto, & Ricceri (2003). Dichotomous approach was used for data compilation of IC 
disclosure in annual reports and constructed an index of IC based on values ranging 
from 1 to 24 with 1 indicating the least IC disclosure and 24 the most. Presence of an 
index-item in the annual report of a company in a particular year would be scored '1' and 
so on.

The dependent variable (market capitalization) was calculated from two different 
sources. First, the data for the number of outstanding shares were collected from annual 
statements. Secondly, the share prices for the end of accounting year for each company 
were collected from the data portal of Karachi Stock Exchange. Next, the number of 
outstanding shares and shares price were multiplied to obtain the market capitalization. 
The data for other explanatory variables has been extracted from the annual statements 
of the companies under study and from the State Bank of Pakistan (SBP)'s report on 
“Financial Statement Analysis of Non-Financial Sector” and defined as;

Book Value: Total assets minus Total liabilities.

Net Profit: Net profit at the end of year.

Firm Size: Total assets of the company.

Leverage: Ratio of total liabilities to shareholders' equity.

Research Model Developed:

The final variables in this study are supplemented into the following model;

Where:

MK=  Represents Market capitalization

IC =  Intellectual capital information disclosure

BV=   Book value

NP=   Net profit 

SIZ=   Firm size

LEV=  Leverage

εit=  the stochastic disturbance or error term.
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Where the subscripts it represents the measure for firm i at time t. The convention 
purpose is to let i denote the cross section effects and t for the time identifier. The above 
equation (1) is a balanced panel regression approach and is estimated accordingly to 
obtain the common effects. In the event when there is the same amount of time series 
observations in each cross sectional unit, such panel system is called as Balanced Panel. 
Furthermore considering a simple case of panel data with possibly a disregard for space 
and time dimensions, in such ways the resultant model will have constant coefficients 
both in terms of intercepts and slopes. In other words we are simply saying that there is 
neither significant space (firm) nor temporal (time) effects. In such case scenarios we 
can pool all the data and just estimate usual OLS regression to capture the common 
effects among the variables in the model. The resultant estimation is usually done with 
the whole sample that is (nxt) and coincides with the ordinary least square estimation 
(Gujarati, 2004).

However a common risk associated with relying only on the OLS is that the coefficients 
might be correlated with the error term—there will be some form of Endogeneity, thus 
making the estimated coefficients a bit unbiased and we might lose the potential 
opportunity to get rid of the unobserved fixed and random effects. Hence in order to deal 
with panel and cross sectional specifications, these two issues of Heterogeneity bias and 
the Endogeneity needs to be considered. To care for the unmodeled heterogeneity and 
endogeneity within our parameters, the following Fixed Effect and Random Effect 
models have been expressed;

A simple Fixed Effect model can be represented as;

Similarly a Random Effect relationship can be modeled as;

The efficiency of the above models are tested under the Haussmann Test and the LM 
(Lagrange Multiplier) as model selection tools to test the appropriateness of our models 
that whether FE or RE will yield efficient and robust estimators in our case.

Empirical Results

In this study Panel Regression analysis along with Fixed and Random effects is 
conducted for the years 2010 to 2012and the empirical findings of the relationship 
between market capitalization and intellectual capital information disclosure of KSE-
listed firms are reported in Table-I . Below;
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Table-I: Summary of regression results. Where * and ** mean significant at 1 and 5% levels. T-
Statistic in parentheses.

The summary of results for our regression models are presented in Table-I which 
exhibits that the explanatory variables are able to determine the Market Capitalization 
for the firms under consideration in the case Pakistan as to be about 78 % under the 
common effect model, 68% under Random Effects and 42% under the Fixed Effect 
model as indicated by the adjusted R2, the coefficient of determination implying a 
healthy fit for our models. These values are quietly sufficient and healthy for a small 
sample like in this study.

The results presented in the table above represent that the estimated coefficient of IC 
that is the main variable of interest is statistically significantly different from zero with 
the expected sign in all of the three models, implying that IC is significantly and 
positively contributing towards the market capitalization of the firms under study for 
about 0.39% in the case of common effect model and 0.13% both in the cases of RE and 
FE models. The positive sign implies that with increasing disclosure of IC information, 
firms will experience increase in market capitalization accordingly. 

Similarly Net Profit turns out to be another major determinant of market capitalization 
for the non-financial Pakistani firms as shown to be significantly and positively 
impacting market capitalization for about 0.64%, 0.32% and 0.28% in the case of 
common effect, FE and RE respectively. Furthermore Book Value is found to be 
significantly and positive contributing to market capitalization for 0.81% and 1.1% in 
the case of FE and RE models, however the same is found to be insignificant in common 
effect model. Other explanatory variables of Size and Leverage turns out to be 
statistically insignificant in all the three models, hence losing any further significance in 
explaining market capitalization for the non-financial firms in the case of Pakistan. 

Finally as per as the model selection is concerned, both the Hausman and LM tests turns 
out to be significant, where the LM is significant in favor of FE model while the 
Hausman is significant in favor of RE model. However judging from the estimated 
coefficients and the overall models, all the three models produce relatively consistent 
results. It is quite reasonable to report the results of all the three models for fair judgment 
and assessment of a remarkably consistent model.  

Discussions and Conclusions

There have been very few studies to find the association of intellectual capital 
information disclosure with market capitalization. After extensive literature review 
regarding the research studies of intellectual capital it was observed that intellectual 
capital does have a positive and significant impact on market capitalization. However
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most of these studies were conducted in advanced and developed countries. It further 
came to the knowledge during the research that no significant study was conducted in 
the developing countries on the problem under consideration. For instance 
(Abdolmohammadi, 2005), (Anam et al., 2011) and (Uyar and Kiliç, 2012) are the 
major studies found on this subject. All of these studies have found a positive impact of 
intellectual capital information disclosure on market capitalization. Likewise our 
findings in this study augment and are in line with the findings of these studies.

Motivated by the fact that developing countries have not yet fully adopted the 
importance of human resources and skills or intellectual capital as it has been done in 
developed countries. Now, the investors, managers, and regulators have more 
understanding of the fact that intellectual capital has significance for any company and 
that it also enhances the performance of the firm with more profitability and higher share 
prices. However, the investors and managers have yet not fully understood the 
importance or scope of intellectual capital regarding the performance of a firm. This 
could be one of the reasons that intellectual capital information disclosure had not 
gained importance in earlier years in Pakistani firms.

The current study is the first of its kind in the context of Pakistan. We hereby tested the 
effects of IC information disclosure against the Market Capitalization of selected firms 
along with some other explanatory variables with well-established and long standing 
economic theory. The findings from this study endorses the findings of the previous 
studies and concludes that in the case of Pakistan IC information disclosure does 
significantly and positively affect the market capitalization of the firms under 
consideration. Hence it is imperative for the firms to disclose maximum IC information 
to the general public to boost and obtain more friendly investor confidence which will 
be observed in the form of high prices and resultantly higher market capitalization 
accordingly. 

Policy Implications

The finding of this study renders crucial implications for managers, investors, and 
regulatory bodies related with Karachi Stock Exchange-listed companies. The 
managers, with more disclosure of the IC information in their annual reports, would let 
the public know about the company more and allow them to be informed how managers 
manage the company. The public and investors would value more to the information 
disclosure and eventually this would affect the market capitalization of the company as a 
result of higher stock prices. The voluntary disclosure would motivate investors 
towards investing in the company and managers should continue doing so. The 
transparency would tell the investors about the management of the company and would 
lead to a positive influence on share price. And finally the regulatory bodies have a very 
important implication towards the disclosure of more IC information disclosure and 
directing the companies in doing so. They can play the most important role in the policy 
implication for intellectual capital information disclosure by formulating guidelines.

This study has its limitations as most of the studies do. This study used only 30 
companies' data for only three years (e.g. 2010, 2011, and 2012). The number of 
companies and number of years for the study can be increased. A higher number of 
intellectual capital items-index could be developed to further deepen the measurement 
of the intellectual capital disclosure. The future researches can use time series analysis 
and more control variables for a more explainable market capitalization. In spite of all 
these limitations in the study, it is hoped there would be more studies conducted in this
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field with more motivating results to implement the voluntary disclosure of intellectual 
capital information.
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