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The Interface between Organizational Learning Capability, 
Entrepreneurial Orientation and SME Growth 

by 

Altinay, L., Madanoglu, M., De Vita, G., Arasli, H. and Ekinci, Y. 

This paper investigates the interface between organizational learning capability, 
entrepreneurial orientation and small business performance. It reports on the findings 
from 350 SMEs in North Cyprus operating in the services and retailing sectors. The 
findings indicate a positive relationship between entrepreneurial orientation and sales 
and market share growth, but not between entrepreneurial orientation and employment 
growth. There is also a positive relationship between organizational learning capability 
and entrepreneurial orientation. This paper contributes to the small business 
management literature by providing a holistic analysis of the interface between 
organizational learning capability, entrepreneurial orientation and growth.  

Introduction 
The contemporary dynamism of the business environment has been forcing 

businesses to remain competitive by exploring new opportunities (Hitt, Ireland, Camp 
and Sexton 2001). Strategic orientation has been defined as the principles that direct and 
influence the activities of businesses and that inform the behaviors aimed at exploiting 
opportunities so as to gain and sustain competitive advantage (Hakala 2011). A strategic 
orientation, therefore, steers the direction of businesses and assists them in the process of 
identifying customer needs and wants proactively by introducing new products and 
services ahead of competitors. This pattern, in turn, influences the industry at large 
through the establishment of new standards (Escriba-Esteve, Sanchez-Peinado and 
Sanchez-Peinado 2008).  

The strategic orientation of businesses has attracted widespread attention from 
entrepreneurship scholars. According to the entrepreneurship literature, businesses create 
value and growth through engaging in entrepreneurial activities (Spicer and Sadler-Smith 
2006). Such activities include the identification and exploitation of business opportunities 
through innovation, proactive behaviors and risk-taking decisions (Covin and Slevin 
1989 and 1991; Spicer and Sadler-Smith 2006). However, such an entrepreneurial 
approach can only offer temporary competitive advantages. Businesses also have to think 
creatively about how to sustain competitive advantages by adopting a long-term 
orientation and taking strategic actions including strategic planning and the acquisition 
and analysis of information to improve decision-making (Cohen and Sproull 1996; 
Morgan and Strong 2003). Therefore, entrepreneurial and strategic management 
perspectives need to be combined in order to be able to develop the strategic orientation 
needed to achieve and sustain competitive advantages (Escriba-Esteve et al. 2008; Hakala 
2011). 

Entrepreneurial orientation (EO) is one of the most popular constructs explaining 
value creation activities and business growth. It encompasses firm-level behaviors, in 
particular, entrepreneurial processes, practices and decision-making activities (Lumpkin 
and Dess 1996). EO reflects an SME’s propensity to engage in the “pursuit of new 
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market opportunities and the renewal of existing areas of operation” (Hult and Ketchen 
2001, p. 901). In spite of its importance in explaining how firms develop and exploit 
business opportunities through engaging in entrepreneurial activities, extant research on 
entrepreneurial orientation has been criticized for neglecting organizational learning 
capability and knowledge creation, thereby falling short of explaining the processes 
through which growth is achieved (Covin and Lumpkin 2011). This clearly suggests the 
adoption of a combined approach to explaining performance, reiterating the point made 
earlier that, besides the implementation of entrepreneurial processes and practices, 
businesses need to develop internal systems and procedures to enhance knowledge 
building capacity and enable organizational learning (Cohen and Sproull 1996; Floyd and 
Wooldridge 1999). In particular, entrepreneurial activities could be sustained through 
developing learning capability processes and knowledge creation, leading to continuous 
and proactive entrepreneurial engagement and sustainable growth (Floyd and Wooldridge 
1999). Organizational learning capability (hereafter OLC) can be defined as the ability of 
an organization to create, transfer and integrate knowledge and modify its behavior with a 
view to improving its performance (Jerez-Gomez, Cespedes-Lorente and Valle-Cabrera 
2005). It encompasses organizational and managerial factors including managerial 
commitment, openness, a sense of belonging to the organization, experimentation, 
knowledge transfer and integration, all of which facilitate the learning process (Goh and 
Richards 1997).  

The relationship between OLC, EO and performance has been studied 
individually (Covin and Lumpkin 2011; Grinstein 2008). However, very few studies have 
adopted a strategic management perspective to understanding the combined and 
simultaneous effects of strategic orientations on growth in a small business context. The 
notable exception is the excellent contribution by Alegre and Chiva (2013, forthcoming) 
who using structural equation modeling on a dataset from Italian and Spanish ceramic tile 
producers, find that OLC (alongside innovation) significantly influence the EO–
performance relationship. 

More importantly, although the analysis of learning has become an increasingly 
significant study area in recent years, there is a dearth of studies investigating the role of 
organizational learning in the survival and growth of small businesses (Hakala and 
Kohtamaki 2011; Wales, Gupta and Mousa 2013; Wang 2008). In particular, OLC has 
been identified as a missing link in the examination of the relationship between EO and 
growth (Jerez-Gomez et al. 2005; Zhao, Li, Lee and Chen 2011). This paper aims to fill 
this glaring gap by investigating the interface between OLC, EO and small business 
growth. By doing so, our study offers new insights into how SMEs exploit their learning 
capabilities in order to stimulate EO and thus improve performance. In particular, the 
paper contributes to the small business management literature by demonstrating that OLC 
of small firms facilitates EO, which in turn, influences sales and market share growth 
positively.  

The study also investigates the mediating role of EO between OLC and 
performance, a research avenue that has not been explored before. Investigation of this 
issue is particularly important because although the empirical evidence supporting this 
argument is still limited, it is through entrepreneurial ventures that a firm maximizes the 
impact of OLC on firm performance (Ar and Baki 2011; Hakala and Kohtamaki 2011). In 
this respect, a further contribution of the study to the small business management 
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literature lies in providing empirical evidence that EO broadens the scope of small firms 
for learning and thus maximizes the impact of OLC on small firm’s sales and market 
share growth.  

The paper draws upon data collected from 350 SMEs in North Cyprus where 
firms constantly confront a complex and turbulent external environment caused by 
political and economic instability on the island. North Cyprus is not an internationally 
recognized State. It is known as a de facto State, segregated and isolated from the 
southern Republic of Cyprus and heavily dependent upon Turkey, the sole country to 
recognize North Cyprus, both politically and economically (Howells and Krivokapic-
Skoko 2010). The economy of North Cyprus has the characteristics of a typical island 
economy with limited resources and imports exceeding exports. There is no heavy 
industry such as manufacturing, and the economy is dependent upon the services sector, 
primarily tourism and higher education, and continuing economic aid from Turkey 
(Katircioglu 2010; Mehmet 2010). Due to economic and political embargoes on North 
Cyprus, the country cannot export its agricultural and textile products. Significantly, the 
continuing economic sanctions have made it impossible for aid agencies or international 
companies to operate in the region (Howells and Krivokapic-Skoko 2010).  

Despite international economic and political sanctions, North Cyprus has 
developed a dynamic economy. More than ninety five percent of small and medium sized 
firms are private sector organizations contributing to the public sector dominated 
economy (Tanova 2003; Mehmet 2010).  There is a strong public sector involvement in 
the economy, with the public sector being the largest customer of SMEs, offering tax 
reductions and exemptions as well as providing incentives and subsidies to stimulate the 
start-up and growth of SMEs (Tanova 2003). A recent survey noted that small businesses 
operating in the ‘protective environment’ in North Cyprus are economically productive 
despite the economic sanctions (Howells and Krivokapic-Skoko 2010). Such an 
environment is believed to be fertile for new information and knowledge, characteristics 
which align to those seen as core features of entrepreneurial firms. Indeed, as pointed out 
by Wang (2008) and Zhao et al. (2011), the more entrepreneurial a firm is, the more it 
engages in information and knowledge acquisition in order to respond to growth 
opportunities. 

Theoretical Review 
Previous research investigating the interface between strategic behavior and firm 

performance has focused on large firms in large economies leaving a glaring research gap 
in strategic behavior-performance relationship in SMEs in small and dependent 
economies (Parnell 2013). In particular, understanding the strategic orientations of SMEs 
is crucial as the strategic orientation adopted by SMEs determines the extent of SMEs run 
demand and competitor analysis, and the way they acquire and exploit knowledge about 
market opportunities and engage in product-market innovations leading to growth 
(Aragon-Sanchez 2005; Escriba-Esteve et al. 2009). It is now well documented in the 
literature that relying solely on an entrepreneurial mindset provides an incomplete 
understanding of SMEs performance (Wiklund and Shepherd 2005). EO can create 
temporary competitive advantages that cannot be sustained long-term (Ireland et al. 
2003). Understanding the reasons for differentials among SMEs’ sustainable competitive 
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advantage therefore requires analyzing their learning and knowledge creation capability 
and how this can lead to continuous and proactive entrepreneurial engagements and 
sustainable growth (Floyd and Wooldridge 1999; Jerez-Gomez et al. 2005). In fact, Baker 
and Sinkula (2009) state that EO is a learning construct. SMEs that learn more effectively 
than their competitors improve faster and more effectively than their competitors and 
achieve superior new product and service development. Effective analysis and integration 
of market knowledge facilitates innovation, risk taking and proactiveness leading to 
product and service success, increased market share, profitability and sustainable 
competitive advantage (Baker and Sinkula 2009). Likewise, SMEs adopting a strong EO 
engage in proactive and extensive environmental scanning, serving as a stimulus for 
information acquisition and exploitation and opening up scope for learning about market 
opportunities and growth (Wang 2008). Based on this reasoning, we take a more holistic 
view of investigating SME growth through analysing the combined effects of EO and 
OLC on performance.    
This paper aims to evaluate the relationship between different orientation constructs, 
namely OLC, EO, and SME growth holistically. It is international in scope, collecting 
and articulating information about the market conditions of a developing country 
characterized by an uncertain environment, both politically and economically. The 
conceptual framework (Figures 1 and 2) and research hypotheses are based on theories of 
entrepreneurial orientation, learning capability and firm growth. Model development is 
based on the approach of Baker and Sinkula (2009). The framework consists of two 
competing models where OLC is first an exogenous construct (Model 1) and then 
employed as a mediator (Model 2).  

< Insert Figure 1 and 2 here > 

Entrepreneurial Orientation (EO) has emerged as a multi-dimensional firm-level 
construct within the strategic management and entrepreneurship literatures over the years. 
Originally proposed by Miller (1983) and later modified by Covin and Slevin (1991), EO 
describes certain firm-level outcomes and management-related preferences and beliefs 
with regard to an organization’s overall business operations, its response to customers’ 
needs and product offerings and interactions with competitors (Covin, Green and Slevin 
2006). It consists of four main factors, namely innovativeness, proactiveness, risk taking 
and autonomy (Lumpkin and Dess 1996). Innovativeness is connected with seeking 
creative solutions to problems and needs (Covin and Slevin 1989). It involves promoting 
and supporting novel ideas, and experimentation and creative processes that may lead to 
new products. Proactiveness involves shaping the environment by introducing new 
products, technologies and administrative techniques rather than merely reacting to 
market change (Lumpkin and Dess 1996). Risk taking involves the willingness to commit 
significant resources to opportunities which have a reasonable chance of costly failure 
(Lumpkin and Dess 1996; Miller and Friesen 1983). Autonomy refers to the 
organization’s willingness to delegate responsibility to individuals or a team to take 
independent action in bringing forth an idea or a vision and carrying it through to 
completion (Lumpkin and Dess 1996). As a strategic choice, these dimensions of EO are 
embedded in an organization’s philosophy, which drives decision-making and behavior 
towards creating new goods, pursuing new methods of production or of offering services, 
and entering into new markets (Stevenson and Jarillo 1990). EO, therefore, could be an 
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important indicator of the way in which an organization is structured and its ability to 
outperform competitors. As such, EO is paramount for improving a firm’s competitive 
advantage and performance. It contributes to organizational transformation and strategic 
renewal through the creation and combination of organizational resources and 
competences (Zahra et al. 1999; Wales et al. 2013). An entrepreneurially oriented firm 
engages in product innovation, undertakes risky ventures and possesses proactiveness 
(Lumpkin and Dess 1996; Miller 1983). By searching for product/service-market 
prospects, entrepreneurial firms tend to concentrate on customer needs and competitors’ 
offerings, thereby becoming more market oriented (Miles and Arnold 1991; Morris and 
Paul 1987).  

The analysis of learning has become an increasingly important aspect of 
entrepreneurship research (Hakala 2011; Wang 2008). More recently, learning has been 
considered from a strategic perspective, as a strategic resource and a key contributor to 
the competitive advantage of small firms (Covin and Lumpkin 2011; Zhao et al. 2011). 
Both learning orientation, conceptualized as a firm’s values which influence its 
propensity to create and use knowledge (Sinkula, Baker and Noordewier 1997), and 
OLC, conceptualized as enablers of creation, acquisition, transfer and integration of 
knowledge (Jerez-Gomez et al. 2005), influence a firm’s capability to engage in 
entrepreneurial activities. Learning orientation reflects values and norms represented in a 
firm’s behaviors and processes whereas OLC is seen as the ability of a firm to create an 
enabling platform to generate, transfer and integrate knowledge and modify its behavior 
with a view to improving its performance (DiBella, Nevis and Gould 1996).  
 Despite the general consensus around these uncontroversial notions, it needs to be 
acknowledged that there are still different views regarding the nature of learning at the 
organization level. Some theorists view the organization as a collection of individuals 
(human perspective), while others view it as the systems, structures, and procedures of 
the organization (non-human perspective). These two different perspectives mark 
different viewpoints in addressing the link between learning and organizational 
performance, with some scholars focusing on the capabilities of individual members (e.g. 
Guzzo, Jette and Katzell 1985), others in terms of teams (e.g., Edmondson 2002), and 
others still on the capacity of the organization as a whole to acquire, disseminate, utilize 
and embed new knowledge (e.g., DiBella et al. 1996). Recently, Jerez-Gomez et al. 
(2005) developed a four dimensional OLC framework which underlines how the learning 
process stems from the knowledge acquisition of the individuals and then progresses with 
the exchange and integration of this knowledge until a corpus of collective, 
organizational knowledge is created, including knowledge on mechanisms (routines, 
systems, etc.) by which the exchange of knowledge can be better fostered and embedded. 
In so doing, the framework transcends the critical issue about the level at which learning 
can take place and the connections between the individual, teams and the organization. 
Drawing on this perspective, our intent is to present a holistic perspective of OLC as it 
relates to the phenomenon of EO. The view of OLC presented here, therefore, can be 
distinguished from other perspectives that have focused on specific elements of 
organizational learning as exemplified by Cohen and Sproull’s (1996) collection of 
articles on the wide range of approaches employed in relevant literature. 

Jerez-Gomez et al. (2005) OLC framework hinges on the principle that the 
effective development of OLC requires four dimensions, namely, managerial 
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commitment, systems perspective, openness and experimentation, and knowledge 
transfer and integration. Managerial commitment involves the support of leadership for 
organizational learning. People in managerial positions should acknowledge the 
importance of learning and actively promote the acquisition, creation and transfer of 
knowledge (Nonaka and Takeuchi 1995). Management should place learning at the heart 
of strategy formulation and implementation (Ulrich, Jick and Glinow 1993; Hult and 
Ferrell 1997). Likewise, managers should convey and communicate the importance of 
learning to the employees (Senge 1990; Slater and Narver 1995). Finally, management 
should play an instrumental role in initiating and managing change through encouraging 
learning among the employees (Nonaka 1994; Nonaka and Takeuchi 1995). A systems 
perspective entails creating a sense of identity and belonging to an organization (Senge 
1990; Sinkula 1994). The organization should be considered as a system of shared mental 
models through which information is acquired, disseminated and shared (Senge 1990; 
Miller 1996). This implies that organizational learning goes beyond individual learning 
and acquires a collective nature (Jerez-Gomez et al. 2005). Therefore, the presence of a 
common language is seen as a crucial facilitator of knowledge sharing and integration 
(Grant 1996). Openness involves welcoming the arrival of new ideas both from internal 
and external environments allowing the generation and acquisition of new knowledge 
(Leonard-Barton 1992; Sinkula 1994). Openness to new ideas and perspectives also 
favours experimentation, an essential aspect of generative learning (Jerez-Gomez et al. 
2005). Experimentation entails coming up with innovative solutions to current and future 
problems (Leonard-Barton 1992; Garvin 1993) and it requires a culture stimulating 
creativity and learning through making mistakes (Slater and Narver 1995; Naman and 
Slevin 1993). Knowledge transfer and integration refer to internal transfer and integration 
of knowledge (Jerez-Gomez et al. 2005). These two interrelated processes should 
facilitate the transfer of knowledge among individuals without any internal barriers 
(Kofman and Senge 1993; Nicolini and Menzar 1995). This requires transparent and 
abundant communication through various platforms including personnel meetings, 
forums and workshops (Slater and Narver 1995; Nonaka 1994). The knowledge transfer 
and integration taking place through these processes is, in turn, expected to lead to 
‘collective ownership learning’ and ‘organizational memory’ (Chiva, Alegre and 
Lapiedra 2007). 

The multidimensional nature of the OLC framework described above appears to 
us to be particularly suited in application to SMEs. Of course much work has already 
been conducted on learning in SMEs (see, inter alia, Cope 2005; Deakins and Freel 1998; 
Gibb 1997). This body of literature has highlighted that small firms are not scaled-down 
versions of larger firms (upon which most of the research has focused) as smaller firms 
face different challenges (due to scale, resources, expertise, etc.) which may well impact 
EO (for instance, the four main factors of EO identified by Lumpkin and Dess 1996). 
Such work has also brought to the fore how SME entrepreneurs learn by doing, learn 
from trial-and-error, from peers and from customers. However, much of this research has 
focused on the entrepreneur as a unit of analysis rather than intra-firm level OLC, which 
constitutes our focus.      

The measurement of the performance and growth of small businesses is a 
complex area, with different approaches proposed in the literature. Dobbs and Hamilton 
(2007) identified six approaches adopted by previous research to studying small firm 
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growth, namely: stochastic, descriptive, evolutionary, resource-based, learning and 
deterministic approaches. The stochastic approach to growth argues that there are 
numerous factors that affect growth and/or decline. Whilst recognizing this, those studies 
following a descriptive approach are concerned with how a small firm adapts internally in 
order to grow. The evolutionary perspective to growth advocates that small firm growth 
is contingent upon the interaction between internal and external factors. The resource 
based view postulates that growth is primarily the result of idiosyncratic configurations 
and management of resources. The learning approach emphasises the importance of 
knowledge acquisition and learning by the employees and firm, positing that learning 
created by the individuals and the firm facilitates business growth. The deterministic 
approach to small firm growth argues that variations in growth can be explained by 
different variables related to people, the firm and the business environment. Studies 
exploiting these approaches contribute to our understanding of small business growth 
through explaining growth promoted by managerial strategies (employee recruitment and 
development, product and market development, internationalisation and collaboration), 
characteristics of the entrepreneur, environmental/industry specific factors and 
characteristics of the firm (Reijonen, Laukkanen, Komppula and Tuominen 2012). 
Though the research on the influence of firm and the firm’s resources on growth is fairly 
robust, little research has been done on the influence of strategic orientations on SME 
growth. In particular, the combined effects of EO and OLC have been neglected by 
previous small business management research.  

In the empirical literature, a variety of measures have been utilized to evaluate 
small business growth: sales volume (Basu and Goswami 1999; Fischer and Reuber 
2002; Rue and Ibrahim 1998); profit levels (Birley and Westhead 1990); number of 
employees (Birley and Westhead 1990); and number of customers and increases in 
market share (Baldwin, Chandler, Le and Papailiadis 1994). However, there are practical 
limitations with respect to gathering reliable data about these measures as small business 
owners are often unwilling to provide and share this information. Barkham et al. (1996) 
emphasize that the least problematic growth measurement is sales turnover, which is 
always recorded and can act as a reliable indicator of size and growth. This study, 
therefore, utilizes sales growth as one of the indicators for growth. This is average annual 
sales growth from the business start-up to the present (Basu and Goswami 1999). 
However, in their research into ethnic minority entrepreneurship, Fadahunsi et al. (2000) 
state that Pakistani and Indian Sikh respondents declined to answer questions about their 
sales turnover because of tax reasons. Taking this into consideration, it is thought that 
utilizing sales turnover alone as an indicator of business growth may be insufficient for 
extracting growth related information. Ireland et al. (2005) emphasize that although there 
is little evidence of the impact of EO on job creation, job creation has been an important 
target of government support for small business growth. In view of this, Ireland et al. 
(2005) call for further research examining the role of firms’ entrepreneurship on job 
creation. Given that the firms comprising our sample include gift shops and cafes, it is 
more likely that increased market share or sales might be more desirable or indeed 
achievable than an increase in the number of employees (given the size of the working 
population in what is a constrained economy). However, for the sake of 
comprehensiveness we also use employment growth as one of our performance measures. 
As underlined in previous studies (Altinay and Altinay 2006; Naman and Slevin 1993; 
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Barkham et al. 1996) measuring growth of SMEs is a challenging, complex and difficult 
issue, with practical limitations with respect to gathering reliable data as small business 
owners are often reluctant to provide and share financial information.  This study 
therefore relies on more than one measure to quantify the performance of firms. The 
measurement of growth consists of sales growth, market share growth and employment 
growth.  

Hypotheses Development 
The Effects of Entrepreneurial Orientation (EO) on SME Growth 

EO is crucial in improving an SME’s competitive advantage and performance. 
Empirical studies have largely found that firms with a more EO perform better (Baker 
and Sinkula 1999; Wales et al. 2013; Wiklund 1999). EO contributes to organizational 
transformation and strategic renewal through creation and combination of organizational 
resources and competences (Zahra, Nielsen and Bogner 1999). An entrepreneurially 
oriented firm actively innovates through new products and services, acts proactively in 
order to identify changing consumer needs, responds to competitors moves, undertakes 
risky ventures, and delegates responsibility to their employees for effective decision 
making (Lumpkin and Dess 1996). Entrepreneurship scholars have also attempted to 
explain the performance of SMEs by investigating their entrepreneurial orientations. EO 
is a firm level construct that encourages certain SME-level outcomes and management-
related preferences with regard to an organization’s overall business operations, product 
offerings, interactions with competitors, risk taking and management structure (Covin et 
al. 2006; Lumpkin and Dess 1996). As a strategic choice, it is an embedded 
organizational philosophy that drives decision-making and behavior toward creating new 
goods, new methods of production and new geographical and/or product markets 
(Stevenson and Jarillo 1990).  

Recent years have raised interest towards a better understanding of the 
relationship between EO and growth. High growth has been linked to a firm’s 
entrepreneurial behavior including innovativeness, proactiveness and risk taking behavior 
(Casillas and Moreno 2010; Covin et al. 2006; Dess and Lumpkin 2005; Madsen 2007; 
Wang and Altinay 2012). In their study of family small and medium sized companies in 
Spain, Casillas and Moreno (2010) found a positive relationship between EO and growth, 
in particular, the positive influence of innovativeness and proactiveness on profitability. 
Confirming the positive relationship between EO and growth, Covin et al. (2006) found 
that the relationship between EO and sales growth was positive among manufacturing 
firms that employ autocratic decision making and exhibit an emergent strategy formation 
process. Similarly, Dess and Lumpkin (2005) state that firms grow through new venture 
opportunities and strategic renewal. Madsen (2007) who undertook a longitudinal 
analysis to understanding the growth of Norwegian SMEs also found that there is a 
positive relationship between EO and employment growth. They contributed to the 
literature by identifying that resources that may be inimitable also have some influence 
on performance compared to competitors. Perks (2006) also found a positive relationship 
between EO and growth of SMEs in France and Germany and explained it with reference 
to the characteristics of these firms, in particular their management styles. Given these 
arguments, we have set our hypothesis as:    
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H1: EO has a positive effect on SME growth (sales growth, market share growth,  
and employment growth).  

The Effects of Organizational Learning Capability (OLC) on SME growth 

There is no consensus in the literature about the link between OLC and business 
performance (Prieto and Revilla 2006; Popper and Liphitz 2000). The divergence of 
views is due to the fact that cause-and-effect relationships are not necessarily 
straightforward and can hardly be defined clearly (Yeo 2003). One of the reasons is that 
the effects of OLC on performance may occur step-by-step and creating the mechanisms 
to develop the capacity to learn may be complex. Another reason is that many factors 
affect organizational outcomes including the organization’s environment, leadership and 
organizational culture (Prieto and Revilla 2006). In spite of conflicting perspectives, there 
is clear evidence that OLC may improve business performance. Senge (1990) argues that, 
over a long period, superior performance depends on OLC. Other scholars also recognize 
the importance of OLC as crucial to overall performance (Nahapiet and Ghoshal 1998; 
Soo, Devinney and Midgley 2004). Recent empirical studies also give support to the 
impact of OLC and different forms of knowledge on performance (Prieto and Revilla 
2006; Theriou and Chatzoglou 2009; Palacios-Marques, Ribeiro-Soriano and Gil-
Pechuan 2011). Organizations with a greater capacity to learn are able to identify 
changing consumer needs and wants more easily than their competitors, leading to better 
organizational performance (Prieto and Revilla 2006; Tippins and Sohi 2003; Bontis, 
Crossan and Hulland 2002). Consequently we propose the following hypothesis: 

H2: There is a positive relationship between OLC and SME growth (sales growth,  
market share growth, and employment growth). 

The Effects of Organizational Learning Capability (OLC) and Entrepreneurial 
Orientation (EO)  

There is convincing evidence for both the view (Bell, Whitwell and Lukas 2002) 
that learning may have a two-way interaction with EO, and the view (Hakala and 
Kohtamaki 2011) that learning capability enables companies to successfully combine 
different orientations to generate performance enhancing behaviors. Most previous 
research agrees that OLC influences EO positively. Floyd and Wooldridge (1999) 
propose that knowledge creation in corporate entrepreneurship contributes to the renewal 
of OLC leading to novel entrepreneurial ideas and behaviors. Weerawardena (2003) and 
Weerawardena and O’Cass (2004) state that a market focused learning capability leads to 
higher degrees of entrepreneurship, as market driven firms are superior in market sensing 
and customer orientated capabilities. Confirming these claims, Garcia-Morales et al. 
(2007) find that the most innovative and entrepreneurial firms have effective learning 
mechanisms. Similarly, investment in employee training, education and skill 
development, is a precursor of entrepreneurial activities (de Jong and Vermuelen 2006). 
Siguaw et al. (2006) advocate that an organization should have a strong learning 
philosophy in order to be entrepreneurial.  
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It is also well documented that EO contributes to the learning capability of a firm 
(Sinkula, 1994). Entrepreneurial firms operate in complex, uncertain and turbulent 
environments that tend to push firms towards knowledge acquisition and exploitation 
(Wang, 2008). Such firms are more proactive and, by and large, extensively engage in 
environmental scanning activities involving information acquisition and dissemination 
(Huber 1991). They are innovative and risk tolerant, constantly exploring and 
experimenting new business ideas through creating mechanisms for knowledge 
acquisition and exploitation (Slater and Narver 1995). Using data from 213 medium-to-
large UK firms, Wang (2008) found that EO positively influences learning and broadens 
scope for learning through stimulating firms to challenge the status quo and introduce 
flexibility and change in their way of doing things. Given all this, we formulate our 
hypotheses as: 

H3a:  OLC influences EO positively.   

H3b:  EO influences OLC positively.  

The Mediating Effects of Entrepreneurial Orientation (EO) and Organizational 
Learning Capability (OLC) on SME Growth 

Starting with Floyd and Wooldridge (1999), there is a stream of research that 
claims that OLC has a positive relationship with EO. There is also evidence in the 
literature suggesting that OLC has a positive impact on EO, which in turn, has a positive 
impact on firm performance.  These studies generally view EO as an exogenous construct 
which influences organizational performance through knowledge creation (Li et al., 
2009) and market information (Keh, Nguyen and Ng 2007). Reporting on the results of a 
survey, McAdam, Armstrong and Kelly (1998) concluded that continuous learning and 
improvement leads to increased entrepreneurial activities and ultimately to better 
organizational performance. In a study of IT companies, Koc (2007) emphasized that 
organizational learning creates a strong innovation capacity and performance through 
acquisition, integration and exploitation of new knowledge. In their studies of SMEs in 
Turkish Science and Technology parks, Ar and Baki (2011) also found that 
organizational learning capability has a positive impact on process innovation and 
ultimately on performance. Thus, learning mechanisms established internally enable 
firms to question the status quo on a regular basis and push for continuous improvement, 
leading to a more flexible and adaptable way of doing things. Such an approach increases 
both the productivity and efficiency of firms. Aragon-Correa et al.’s (2007) survey results 
also showed that firms’ ability to engage in entrepreneurial activities and innovate 
successfully is influenced by their OLC. The learning capability of firms enables them to 
experiment with new ideas and deliver superior new services and products leading to 
business growth. On this basis, we have set our hypothesis as: 

H4a: The OLC-performance relationship is mediated by EO; OLC has a positive  
impact on EO, which, in turn, has a positive impact on SME growth (sales  
growth, market share growth, and employment growth).  
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Although the literature supporting this view is limited, it is also argued that EO 
has a positive impact on OLC which, in turn, has a positive impact on firm performance 
(Wang 2008). Covin et al. (2006) state that OLC is a crucial dimension of firms’ strategic 
activities. How firms choose to develop their learning mechanisms, use different sources 
for learning and inform and refine their strategic decisions and activities influences the 
effect of EO on performance. Recognizing this, in her study of 213 medium-to-large UK 
firms, Wang (2008) investigated the EO-performance relationship by incorporating 
learning as a mediator. It became apparent that OLC mediates the EO-performance 
relationship. EO leads to the stimulation of new ideas and transformation of routine 
business practices, creating a responsive organizational environment to market 
opportunities. Wang (2008, p. 649) therefore concluded that EO has a positive impact on 
learning orientation which, in turn is conducive to firm performance. In line with this, 
Slater and Narver (1995) also argued that OLC underpins firms’ self-renewal ability and 
creates a platform that drives continuous improvement in entrepreneurial activities and 
performance. We therefore set our hypothesis as:  

H4b: The EO-performance relationship is mediated by OLC; EO has a positive 
impact on OLC which, in turn, has a positive impact on SME growth (sales 
growth, market share growth, and employment growth).  

Method  
Setting and Sample 

The research hypotheses were tested using data collected from SME owners in 
Northern Cyprus services and retail organizations including hotels, restaurants, rent-a-car, 
gift shops, retail shops, cafes and travel agencies. Retail and tourism are the two primary 
industries represented in this study. SMEs in this sample have between 2 and 50 
employees. We selected 500 SMEs from the Business Directories of Trade and 
Commerce Associations and other published business directories in the country with the 
aim of achieving a minimum of 250 responses in order to test our model via the 
Structural Equation Modelling approach (Jöreskog and Sörbom 1996).  

The first step in conducting the survey was distributing the questionnaires to the 
owners and explaining to them the aim of our study. A total number of 400 
questionnaires were personally distributed to the owners of the small and medium sized 
touristic organizations by our research team. The participants were kindly requested to 
fill out the questionnaires in a self-administered manner. The managers were also given 
an assurance about confidentiality. Approximately 40 questionnaires were not returned 
although the owners were reminded several times via telephone and e-mail. About 10 
questionnaires were biased and thus excluded from the data evaluation process. By the 
cut-off date for data collection, a total number of 350 questionnaires were personally 
retrieved, yielding a response rate of 87.5 percent. More than half of responding 
companies (57%) were family firms. The mean of number of employees was 10.7. As 
mentioned before a large majority of sample firms (83%) had less than 10 employees. 
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The oldest firm in our sample was 40 years old while the mean organizational age for the 
sample was 10 years. 

This study thus collected self-reported data from single informants, which 
introduces the potential for common method variance bias. First, to alleviate concerns 
about common method bias, we ensured the anonymity of the respondents to reduce 
evaluation apprehension. Next, we conducted the Harman’s one-factor test (Podsakoff 
and Organ 1986) to rule out any possibility for common method variance. We entered all 
variables into an exploratory factor analysis (EFA) which showed that more than one 
factor emerged from this analysis. In addition, no factor accounted for the majority of 
variance in these variables. The highest variance was 28.9%. As a result, we concluded 
that the variance in this study can be attributed to the constructs of interest rather than to 
the measurement method.  

Measures 
Since the knowledge accumulation around the construct of EO has been 

substantial and studies mainly used the measure initially developed by Miller (1983) and 
later modified by Covin and Slevin (1989). The present study also adopts this widely 
used measure, which is sometimes referred to as the “Miller/Covin and Slevin scale” 
(Brown, Davidsson and Wiklund 2001). In addition, following the suggestions of 
previous studies (see Wang 2008), this study adapted two items from Miller and Friesen 
(1983) and one item from Hurt et al. (1977) in order to be able to measure a firm’s 
overall propensity for innovative behavior. In total, 12 items were included in the 
interview questionnaire to measure the EO construct using seven-point Likert scales. 

Consistent with our previous discussion on the different perspectives on OLC and 
its multidimensional nature, it should not come as a surprise that the OLC construct has 
been captured differently in different studies. Although various theoretical studies have 
identified different dimensions (Crossan, Lane, White and Djurfeldt 1995; Crossan, Lane 
and White 1999; Senge 1990; Slater and Narver 1995; etc.), most of the measurement 
scales adopted in the empirical literature to capture OLC do not adequately reflect the 
many dimensions identified nor how learning (as a process of which knowledge is an 
outcome) can be translated between levels. As discussed earlier in our theoretical review 
section, Jerez- Gomez et al. (2005) is one of the few studies that proposed a viable 
solution to this issue by considering OLC to be a latent multidimensional construct 
inasmuch as its full significance lies beneath the various dimensions that go towards its 
makeup. It is for this reason that we adopt the scale of Jerez- Gomez et al. (2005), where 
the OLC construct consists of 16 variables (measured on a seven-point Likert scale).
According to Jerez- Gomez et al. (2005) an organization should show a high degree of 
learning in each and every one of the dimensions defined, to be able to state that its OLC 
is high. These dimensions (managerial commitment, systems perspective, openness and 
experimentation, and knowledge transfer and integration) sum up the aspects seen as the 
core elements needed for an organization to develop a learning capability, and constitute  
the organizational learning structure of their conceptual model. Significantly, such a 
model recognizes the role of individual learning and its influence, direct and indirect, on 
the way in which organizations ‘learn’ whilst also accounting for the fact that although 
OLC has its roots in individual learning (Senge 1990), the dynamic process that leads to 
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OLC development goes beyond the individual learning of the organization’s different 
members, implying moving among the different levels of learning in action and 
knowledge outcomes; going from the individual to the team level, and then to the 
organizational level and back again (Argyris and Schön 1978). 

To improve the robustness of our models, we included two (firm-level) control 
variables. First, we controlled for organizational age, which was measured as the 
difference between survey year (2011) and the year in which the company was founded. 
The second control variable was a binary dummy taking the value of one if the firm was 
family-owned, and the value of zero otherwise. 

As noted in our previous discussion, the present study employs three different 
measures to quantify the performance of firms. The measurement of growth consists of 
sales growth, market share growth and employment growth. Growth was measured as a 
percentage of growth over the past two years. 

Data Analysis 
We follow the approach of Baker and Sinkula (2009) by viewing OLC and EO 

constructs as unidimensional. First, to establish that OLC and EO are unidimensional and 
that their respective variables do cross-load on each other, we conduct Exploratory Factor 
Analysis (EFA). Next, based on EFA results and potential construct refinements, we posit 
a measurement model that confirms the factor structure of latent variables. Last, we 
employ a structural equation model to test the relationships between two latent variables 
and three manifest variables pertaining to growth (sales growth, market share growth, and 
employment growth). The posited model is tested by using maximum likelihood 
estimation which has been found to overcome the problems created by violations of the 
normality assumption (Anderson and Gerbing 1988; Bentler 1983). Both confirmatory 
factor analysis and the structural equation model estimation (SEM) are performed using 
the Mplus 6.1 statistical program.  

The mediation analysis in this study is based on the recommendations of Zhao et 
al. (2010) who claim that the mediation specifications of Baron and Kenny (1986) are 
coarse and misleading. That is, since the relationship between OLC and three growth 
variables is not significant, based on Baron and Kenny (1986) one cannot test for partial 
or full mediation through EO. However, Zhao et al. (2010) argue that even if there is no 
direct effect of the exogenous construct on the outcome, there is still a possibility for 
indirect-only mediation.

Results 
Model Constructs 

Exploratory factor analysis (EFA) with EO and OLC showed that when a two-
factor solution was entered, each variable would load on its specified construct. That is, 
all EO variables loaded on the first factor and had factor loadings between 0.74 and 0.54. 
As for OLC, we removed three variables representing OLC due to low factor loadings 
(<0.40) (Hair, Babin, Anderson and Tatham 2006). By using the same cutoff value (.40) 
we determined that no variables loaded on more than factor, which denotes that cross 
loading is not a concern here. The refined OLC construct consisted of 13 variables whose 
loadings ranged between 0.74 and 0.48.
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Next, we assessed the reliability and construct validity of manifest variables 
representing the two exogenous constructs (OLC and EO). First, we used Cronbach’s 
alpha to measure unidimensionality of the key constructs (OLC and EO). Both constructs 
had an acceptable internal consistency based on the 0.70 threshold value of Nunnally 
(1978) (Table 1). That is, OLC and EO, had alpha values of 0.88 and 0.88, respectively 
which show that both constructs are unidimensional.  We also checked for composite 
reliability (Fornell and Larcker 1981). Both constructs had acceptable composite 
reliability (EO=.89; OLC=.89). Next, we checked for construct validity which is 
disclosed through convergent and discriminant validity. Convergent validity can be 
detected from the t value of each indicator (Anderson and Gerbing 1988; Bagozzi and 
Lynn 1982). As can be seen in Table 1, all indicator loadings had significant t values (p < 
.01). We used Average Variance Extracted (AVE) as another measure to check for 
convergent validity (Fornell and Larcker 1981). Both constructs had AVE values of over 
.50 (See Table 1) which offered support for convergent validity.  We also followed up by 
constraining the correlation parameter between the constructs at 1.0 and then observing 
the Chi-square difference values for the unconstrained and constrained models. Our 
results show that the Chi-square value for unconstrained model (2= 419.55, df 274) was 
significantly lower than that of the constrained model (2=1206.72, df 386). The 
significant Chi-square difference between the two models demonstrated that discriminant 
validity held for the measurement model. 

       < Insert Table 1 here > 

While the Chi-square value for the measurement model was significant (2= 
419.55, df 274, p<.01), we followed Joreskog and Sorbom’s (1993, p.309) note that 
“since chi-square is N-1 times the minimum value of the fit function, the chi-square test 
tends to be large in large samples”. As a result, to evaluate our model, we looked at 
commonly used incremental goodness-of-fit indices: the Tucker-Lewis Index (TLI) and 
the comparative fit index (CFI). The TLI value of .95 for our model implies that the 
proposed measurement model demonstrates a good fit to data. The CFI value produced 
by our measurement model (0.94) denotes a good fit (Bentler 1992). Next we checked 
residual measures of the model. The standardized root mean square residual (SRMR) 
value for the measurement model was 0.05 which is indicative of a well-fitting model as 
suggested by the threshold value of 0.05 (Byrne 1998). The other residual measure, the 
root means error of approximation (RMSEA) value was 0.05 which is considered 
satisfactory (Hair et al. 2006). 

As can be seen in Table 2, EO and OLC had similar means. The same can be said 
about sales growth and market share growth. Sales growth had the highest mean and 
highest standard deviation among three growth measures. The results also show that OLC 
and EO were highly correlated (0.60). EO was significantly correlated with sales growth 
and market share growth. However, OLC did not have significant correlations with the 
three performance measures.

       < Insert Table 2 here > 

Hypothesis Testing 
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This section investigates two structural models. The first model (Model 1) is 
based on the depiction of the conceptual model in Figure 1 and hypotheses which make 
up the empirical side of this study. In Model 1, OLC is an exogenous construct, EO is a 
mediator and the three growth measures are dependent variables. This is our main model 
which we use to test Hypotheses 1, 2, 3a and 4a. Model 2 is a competing structural model 
where EO is an exogenous construct, whereas OLC is a mediator between EO and 
growth. Model 2 is employed to test Hypotheses 3b and 4b. It should be noted that 
organizational age and firm type are used as control variables in both models. As can be 
seen in Table 3, 2 value is significant, which could be attributed to large sample size 
(N=350). The evaluation of fit indices reveals that the model achieves a good fit 
(CFI=0.92, TLI=0.92, RMSEA=0.05, SRMR=0.05) (Table 3).  

       < Insert Table 3 here > 

H1 predicted a significant positive relationship between EO and growth (sales 
growth, market share growth, and employment growth). This hypothesis is only partially 
supported. The results in Table 3 indicate that EO has a positive and significant influence 
on sales growth after controlling for organizational age and firm type (t=3.01, P<.003). 
Similarly, the relationship between EO and market share is significant and positive, 
which is also consistent with H1 (t=1.99, P<.044). Last, we found that there is no 
significant relationship between EO and employment growth. In the meantime, 
organizational age had a significant negative relationship with all three growth variables. 
On the other hand, firm type is not significantly related with growth variables. The partial 
support for H1 is consistent with previous studies which find a positive significant 
relationship between EO and growth (Casillas and Moreno 2010; Covin et al. 2006; 
Wang and Altinay 2012). 

H2 predicted that there is a direct positive effect of OLC on growth (sales growth, 
market share growth, and employment growth). Results show that the relationship 
between OLC and growth measures was not significant in all three cases. Consequently, 
H2 is not supported, which contradicts the findings of Aragon-Correa et al. (2007).  

H3a predicted that OLC has a positive and significant influence on EO. The 
analysis supports this proposition (t=14.16, p<.000). In addition, we find that 
organizational age is negatively related to EO. The second control, firm type, does not 
have significant effect on EO. 

H4a predicted that EO mediates the relationship between OLC and the three 
growth measures. Since the relationship between OLC and three growth measures was 
not significant, we can only test for indirect-only mediation (Zhao et al. 2010). That is, 
we investigate the paths from OLC to EO, and EO to growth to confirm whether there is 
an indirect-only mediation effect of OLC on growth. The mediation analysis showed that 
the indirect effect of OLC on sales growth was 0.14 (t=3.13, p<.003).This finding lends 
support for H4a. Similarly, EO mediates the relationship between OLC and market share 
growth (0.10, t=2.18, p<.047), which again is consistent with H4a. Since neither OLC nor 
EO had a significant relationship with employment growth, H4a was not supported. We 
conclude that indirect-only mediation is present based on sales growth and market share 
growth. This finding sheds some light into the intriguing effect of OLC on organizational 
performance, particularly in a single industry setting (i.e., services). That is, we report 
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that firms with greater learning capability are able to identify the changing consumer 
needs and wants better than their competitors, leading to better organizational 
performance. In other words, the identification of these needs is a learning capability 
matter. On the other hand, the provision of products and services that customers expect is 
a fruit of EO which shows that OLC drives business performance via EO. Our results are 
in concert with the study of Aragon-Correa et al. (2007) who showed that innovation 
mediated the relationship between OLC and performance. In their study, the indirect 
effect of OLC on performance was higher than its direct effect (.41 vs. .24). 

We used a competing model (Model 2 in Figure 2), where EO was an exogenous 
construct. First we looked at the relationship between EO and OLC. Then, we 
investigated whether OLC mediates the relationship between EO and growth (sales 
growth, market share growth, and employment growth). H3b predicted a positive 
relationship between EO and OLC after controlling for organizational age and firm type. 
As can be seen in Table 3, results show that EO is significantly and positively related 
with OLC (t=8.08, p<.000). This finding offers support for H3b. It should be noted that 
the path coefficient in H3b (.49) is lower than H3a (.60) which denotes that OLC is a 
stronger determinant of EO after we account for the effects of control variables and 
outcome variables. H4b predicted that OLC is a mediator between EO and growth. As 
can be seen in Table 2, the indirect effect of EO on three growth variables was not 
significant, which leads us to conclude that OLC does not mediate the relationship 
between EO and growth measures.  

Discussion 

The findings of this study offer interesting insights into the management of SMEs. 
First, consistent with the findings of previous research (Casillas and Moreno 2010; Covin 
et al. 2006; Wang and Altinay 2012), we find a positive relationship between the EO and 
SME growth. Firms which actively innovate (new products and services), act proactively 
to grasp market opportunities, and undertake risks, tend to perform better. Interestingly, 
however, this positive relationship between EO and growth is evident between EO and 
market share and sales growth measures, but not between EO and employment growth. 
This finding contradicts the findings reported by Madsen (2007) who undertook a 
longitudinal analysis to understand the growth of Norwegian SMEs and found that there 
is a positive relationship between EO and employment growth. This conflicting evidence 
could be due to the differences of the contexts in which the SMEs of these two studies 
operate. The sample of our study is primarily comprised of SMEs from labor intensive 
industries, namely, services and retailing. It could well be that the SMEs in these 
industries keep their labor force at the minimal level in order to minimize the cost of their 
operations. In addition, in the case of small businesses on the island, there is a tendency 
to employ family members or friends as voluntary workforce rather than officially 
increasing the number of employees, which would obviously increase the cost of 
operations. Moreover, the type of organizations in our sample alongside the lack of 
exporting capability, inevitably constrain further the capacity of such organizations to 
employ more staff. Finally, returning to the point made by Ireland et al. (2005) about the 
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impact of EO on job creation, it needs to be emphasized that this tends to be a measure 
employed by policymakers and not necessarily by entrepreneurs/ owner-managers. 

Second, unlike previous research (Prieto and Revilla 2006; Tippins and Sohi 
2003; Bontis, Crossan and Hulland 2002), this study shows that there is no relationship 
between OLC and growth, irrespective of the growth measure used. This could be due to 
the fact that the cause-and-effect relationship between OLC and performance is not 
necessarily straightforward; the influence of OLC on growth occurs over many steps and 
is very difficult to define (Yeo 2003). In addition, as Prieto and Revilla (2006) point out, 
organizational outcomes such as better performance can be influenced by many other 
factors such as an organization’s environment, leadership and organizational culture. 
After all, as noted in the introduction, the North Cyprus economy can be considered as a 
‘closed’ economy. Its opportunities to market products and services are limited to only 
two markets: Turkey and North Cyprus. On one hand, this state of affairs protects the 
country’s economic environment from the global economic crisis, thereby reducing 
turbulence and the degree of higher competitiveness that follows. On the other hand, it 
creates demand uncertainty. In addition, there is an ‘over protective’ government and 
public sector involvement in the economy. The positive relationships between EO and 
growth could be explained by the government and public sector’s involvement where 
they act as suppliers of support (information, financial capital, tax exemptions and 
subsidies etc.) for the production of products and services and at the same time they are 
the largest buyers of products and services (Katircioglu 2010; Mehmet 2010).  

Third, the findings of this study provide support to the view that there is a two 
way interaction between OLC and EO (see Bell et al. 2002; Hakala and Kohtamaki 
2011). However, it needs to be emphasized that in this study the influence of OLC on EO 
stems from the latent dimensions underlying the framework we adopted (Jerez-Gomez et 
al. 2005), from which the OLC measurement scale was developed. In this respect, a 
fundamental contribution of our findings can be identified in the OLC conditions that 
influence EO (which obviously differ from those of other studies which employ a 
different OLC construct, e.g., Alegre and Chiva 2013). These conditions, linked to the 
framework’s dimensions, are exemplified by managerial commitment towards learning 
(leadership support), a system approach that builds upon and transcends individual 
learning endeavors, an attitude welcoming openness towards new ideas and 
experimentation, and the establishment of ‘barrierless’ processes of knowledge transfer 
and integration. This suggests that EO and OLC need to be related to the strategic goals 
of the SMEs and need to be aligned in order for the SMEs to take full advantage of 
market opportunities. This view also adds to the arguments of Wiklund and Shepherd 
(2005) and Baker and Sinkula (2009) who argue that SMEs need to adopt a combined 
approach to their strategic postures, as relying only on one – OLC or EO – could create 
temporary advantages but not sustainable competitive advantages. This insight is 
particularly relevant for SMEs often competing in ‘narrow markets’, such as North 
Cyprus where potential growth can be limited, but competitive advantage is essential. 
SMEs, therefore, need to adopt a more strategic approach to management and develop 
strong and effective learning mechanisms that could stimulate entrepreneurial activities. 
EO can be developed over time through consistent investment in resources that could 
enhance learning capability. Likewise, SMEs need to engage in entrepreneurial activities 
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and create platforms for exploration and experimentation of new ideas in order to 
broaden their scope for learning and pursue new business endeavors.  

Finally, and most importantly, this study tested the mediating effects of both the 
EO and OLC on SME growth. Unlike previous research (Wang 2008; Covin et al. 2006), 
the findings of this study showed that the EO-SME growth relationship is not mediated 
by OLC. While the lack of support for the mediation effect of OLC on performance may 
seem surprising, it should be noted once again that our OLC construct differs from other 
studies that look at the mediating effect of OLC on performance (e.g., Wang, 2008). 
However, we find that the OLC-SME growth relationship is mediated by EO; that is OLC 
has a positive impact on EO which, in turn, has a positive impact on SME growth. This 
finding provides empirical support to the arguments of Aragon-Correa et al. (2007) and 
Ar and Baki (2011) who identified the mediating role of EO in the OLC-performance 
relationship. This finding also corroborates the views of Hakala and Kohtamaki (2011) 
and Wiklund and Shepherd (2005) who argue that a holistic and strategic approach to 
understanding SME growth is crucial because the orientations complement each other 
leading to improved SME growth. SMEs that combine EO and OLC are likely to perform 
even better than firms adopting only one. Therefore, SMEs need to align EO and OLC 
and achieve congruence between these orientations in order to generate performance 
enhancing behaviors.  

Conclusions

This paper makes two distinct and timely contributions to the small business 
management literature. First, this paper is one of those few studies adopting a strategic 
management perspective to understanding the combined and simultaneous effects of 
orientations on various measures of growth in a small business context. Previous research 
has identified six distinct approaches to studying SME growth (Dobbs and Hamilton 
2007). However, recognizing the deficiencies of each approach, researchers (Baker and 
Sinkula 2009; Wang 2008) called for the adoption of a more strategic approach to 
understanding SME growth encouraging further research into the combined and 
simultaneous effects of orientations on growth in a small business context. Responding to 
these calls, this study investigated SME growth through analysing the combined effects 
of EO and OLC on SME growth measures in terms of sales growth, market share growth, 
and employment growth. Reporting on 350 SMEs, this study developed a model that uses 
a multi-construct framework and systematically examined the influence of EO and OLC 
on SME growth. Our results demonstrate that there is a positive relationship between EO 
and growth when the latter is measured in terms of sales growth and market share growth, 
but not in terms of employment growth. The findings of this study also demonstrated that 
there is a positive, bilateral relationship between OLC and EO in the context of SMEs. In 
particular, this study’s findings suggest that an aligned and congruent EO and OLC are 
essential for the SMEs to take advantage of market opportunities. More specifically,  
OLC appears to be an important contributor to the proactive entrepreneurial engagements 
and sustainable growth of SMEs. This finding denotes that EO and growth of SMEs 
could be stimulated and facilitated through acquiring and exploiting knowledge thorough 
various learning mechanisms and channels in SMEs. 
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Secondly, the study investigated the mediating effects of EO and OLC on SME 
growth, a research avenue where there is a dearth of empirical studies. In contrast to the 
arguments of Wang (2008) and Covin et al. (2006), this study found that the EO-Growth 
relationship is not mediated by OLC in SMEs. However, when there are entrepreneurial 
engagements, OLC augments EO and thus affects growth positively. Such a finding and 
contribution is important because this study demonstrates that EO facilitates OLC 
through broadening the scope of SMEs for learning and developing an adaptable and 
flexible approach to the exploitation of market opportunities.  Hence, it is through EO 
that SMEs maximize the impact of OLC on firm performance.  

Whilst acknowledging some limitations of our study, we also offer 
recommendations for further research. First, since in this study the survey data is cross 
sectional in nature, it was not possible to capture the dynamic interplay between OLC and 
growth. We recommend that future work makes use of longitudinal data in order to better 
assess the relationship between OLC and various measures of growth. Second, other 
measures of organizational growth such as profitability and return on investment could be 
considered. Third, although our study controlled for some firm characteristics, another 
novelty that is acutely needed at the empirical level is the utilization of contextual and 
environmental variables as moderators or control variables in measuring the relationship 
between OLC and growth. While Wang (2008) considered the four strategic orientations 
of Miles and Snow (1978) more research is needed to include various contingencies such 
as environmental uncertainty, environmental munificence, the state of the economy, and 
the life cycle of the industry(ies) under examination. Finally, notwithstanding the 
generalizability of our results, it should also be acknowledged that the North Cyprus 
context, particularly in terms of cultural connotations, may bear some influence on the 
strategic and learning orientations of the businesses in our sample, their business conduct 
and attendant behaviors. This caveat calls for further research across different countries 
and cultural contexts. 
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TABLE 1 
 Measurement Scale Properties (N=350) 

Indicator Completely 
Standardized

Loadings

Error Variance

EO AVE=0.52  
EO1 0.74* 0.54
EO2 0.74* 0.59
EO3 0.73* 0.60
EO4 0.52* 0.75
EO5 0.51* 0.66
EO6 0.68* 0.52
EO7 0.67* 0.59
EO8 0.64* 0.62
EO9 0.67* 0.59
EO10 0.67* 0.58
EO11 0.64* 0.60
EO12 0.60* 0.63

OLC AVE=0.54
OLC1 
OLC2
OLC3 
OLC4
OLC5
OLC6
OLC7
OLC8
OLC9
OLC10
OLC11
OLC12
OLC13

0.60*
0.55*
0.70*
0.74*
0.68*
0.70*
0.65*
0.59*
0.67*
0.65*
0.52*
0.51*
0.62*

0.57
0.61
0.47
0.45
0.53
0.52
0.55
0.59
0.47
0.52
0.77
0.53
0.44

Notes: * Denotes significance at the .01 level.  AVE=Average Variance Extracted; OLC= Organizational 
Learning Capability, EO= Entrepreneurial Orientation. 
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TABLE 2  

Descriptive Statistics and Correlations 

Notes:  * Denotes significance at the .05 level. OLC= Organizational Learning  
Capability, EO= Entrepreneurial Orientation.  

Variables Mean S.D 1 2 3 4 5

1.EO 4.50 1.18 1

2.OLC 4.49 1.04 0.60* 1

3.Sales Growth 5.64 19.82 0.25* 0.15 1

4.Market Share Growth 5.14 15.03 0.11* -0.01 0.67* 1

5.Employment Growth 2.43 14.34 0.04 0.02 0.36* 0.37* 1
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Conceptual Model 

OLC= Organizational Learning Capability, EO= Entrepreneurial Orientation, 
GROWTH= SME Growth.

EO

OLC
GROWTH

H1(+)

H3(+)

H2 (+) 
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FIGURE 2 

Conceptual Model 2 

Notes: OLC= Organizational Learning Capability, EO= Entrepreneurial Orientation, GROWTH= SME 
Growth.

Model 1 
2= 422.73
CFI=0.92
TLI=0.92

RMSEA=0.05
SRMR=0.05;

Model 2
2= 422.73
CFI=0.92
TLI=0.92

RMSEA=0.05
SRMR=0.05;

OLC

EO GROWTH

H3b(+)
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TABLE 3 
Structural equation results and mediation analysis 

Notes: **p < .01; *p < .05;T-values are shown in parenthesis.

Hypothesized  Path Direct
Effect

Indirect 
Effect 

Supported

Model 1
H1EOSALES GROWTH 0.24 (3.01)** - YES
H1EOMARKET SHARE GROWTH 0.16 (1.99)* - YES
H1EOEMPLOYMENT GROWTH -0.02(0.78) - NO
H2: OLCSALES GROWTH -0.01(-0.09) - NO

H2: OLCMARKET SHARE GROWTH -0.13(-1.72) - NO

H2: OLCEMPLOYMENT GROWTH 0.04(0.53) - NO

H3a:OLC EO 0.60(14.66)**  YES

H4a: OLCEOSALES GROWTH - 0.14(3.13)** YES

H4a: OLCEOMARKET SHARE 
GROWTH - 0.10(2.18)* YES

H4a: OLCEO EMPLOYMENT 
GROWTH - -0.01(-0.28) NO

Model 2

H3b:EOOLC  0.49 (8.08)** - YES

H4b:EO OLCSALES GROWTH - -0.00(-0.09) NO

H4b: EO OLCMARKET SHARE 
GROWTH - -0.06(-1.70) NO

H4b:  EO OLC EMPLOYMENT 
GROWTH - 0.02(0.52) NO


