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Abstract 
The current state of competition puts pressure on business 

performance. In that scenario, it becomes important to study 

interrelationships among factors that could impact organizational 

performance. Although there is substantial research in international 

context regarding impact of various factors on performance but 

specifically, study concerning direct and indirect impact of organic 

structure on performance through learning and innovation is a 

significant information gap in context of Pakistan pharmaceutical 

industry, a well-established and growing industry in Pakistan. The 

prime objective of this research is to fill this information gap. On the 

basis of sample of 70 pharmaceutical companies in Pakistan, using 

SmartPLS3, it concludes that organization learning mediates between 

organic structure and innovation, and organization learning and 

innovation mediate between organic structure and competitive 

performance. The study reveals positive impact of organization 

learning on innovation and negative effect of organic structure on 

organization learning, innovation and competitive performance and 

opens avenues for further research on these variables for other 

industries and sectors of Pakistan as well. It contributes to theories on 

relevant variables such as resource based theory and organizational 

learning theory, and guides managers in pharmaceutical companies in 

their decision making.  

 

Keywords:  Organic Structure, Organization Learning, Innovation, Competitive 

Performance Pakistan Pharmaceutical industry.  

 

 

 



822      Pakistan Journal of Social Sciences Vol. 36, No. 2 

I. Introduction 
 The business world across the globe has become very competitive characterizing 

cutthroat competition in various industries. The pharmaceutical industry is no exception. 

According to Statistica (2016), the revenue of global pharmaceutical market from 2001 to 

2014 has been $1057.2bn and the projected worldwide spending on medicines from 2010 

to 2020 is around $1415bn. In 2014, the world pharmaceutical market grew by 8.4% 

wherein share of North America has been highest at 11.8% followed by Latin America 

11.7% and Asia 9.1% (imshealth, 2015).  

 

 Pharmaceutical industry is well organized in Pakistan and it comprises more than 

800 companies from which more than 50% are ‘Active Companies’ – doing 

manufacturing and marketing of medicines (Ahmed, Sattar, & Parmar, 2014). According 

to Pakistan Pharmaceuticals Sales Index (Sāls, 2015), 3rd quarter sales in 2015 were 

reported at Rs.67bn marking growth of 11%. Growth rate has been 10% from October 

2014 to September 2015 with sales of Rs.260.5bn. For the 3rd quarter of 2015, MAT 

share of domestic companies was reported as 62.17% with growth rate of 13%, while for 

foreign companies it was reported as 37.83% having growth rate of 4%. As per data 

reported by Sāls (2015), GSK, GETZ, Abbott, Sami, and Novartis rank as top 5 

performers with respect to their sales in 3rd quarter of 2015 as well as for 12 months 

period before that. Pakistan pharmaceutical industry has been growing steadily and it has 

trained and developed human resources in various areas including, production, 

marketing, support services, and quality assurance; yet at the same time it is facing 

challenging scenario due to unfavorable factors like low medicine prices, political 

influences on industry, availability of certain substandard products, and unfavorable 

national conditions (Aamir & Zaman, 2011).  

 

 Importantly, keeping in perspective this industry’s significance for the economy, 

research into important organizational variables could certainly help pharmaceutical 

companies design and manage them better. This research attempts to accomplish this 

purpose. Existing body of research on Pakistan’s pharmaceutical industry is limited. Past 

research in this context is either conceptual (Aamir & Zaman, 2011; Ahmed et al., 2014) 

or there is limited empirical research focusing on few areas like talent management 

(Abbasi, Sohail, Cheema, & Syed, 2010) and organizational climate (Ahmad, Ali, & 

Ahmad, 2012). Contemporary research has highlighted the importance of variables like 

organization structure, organization learning, and innovation for competitive 

performance, but research on these variables in context of Pakistani pharmaceutical 

companies is extremely limited representing an important research gap.  

 

 This research embarks on this gap and derives its objectives on the basis of 

literature as elaborated in the next section. It derives three significant hypotheses. The 

first one is regarding mediating effect of organization learning between organic structure 

and innovation, second is about mediating effect of innovation between organization 

learning and competitive performance, and the third is about serial mediation effect of 

organization learning and innovation between organic structure and competitive 

performance. It presents set of interesting findings that are extremely useful for 

Pakistan’s pharmaceutical industry.         
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II. Literature Review 
A. Organic Structure 

 Organization structure is an important building block of an organization as it 

impacts effectiveness of organization’s operations and determines tendency to achieve 

organization’s goals (Kanten, Kanten, & Gurlek, 2015). Regarding structure, Burns and 

Stalker’s (1961) polar typologies of ‘mechanistic’ and ‘organic’ organizations are widely 

quoted. The two types of structures are different in terms of decision making 

mechanisms, communication systems and controls for instance. Mechanistic type 

structures are characterized by high formalization, well defined communication systems, 

and centralized decision making; while organic type structures have lesser formalization, 

high flexibility and adaptiveness, and decentralized decision making processes 

(Nandakumar, Ghobadian, & O’Regan, 2010; Slevin & Covin, 1997). 

 

 Lawrence and Lorsch (1967) add that both of these structural types could be there 

in various parts of an organization in order to meet the requirements of different 

operational areas. Research of these classical researchers on structure had significant 

repercussions over organizational theory and provided thought for further work in the 

field of innovation (Lam, 2010). Pharmaceutical industry is where innovation is 

considered one of the major critical success factors (Petrova, 2014) and scholars have 

argued that organic structure is one that is conducive for innovativeness (Carpenter, 

Bauer, & Erdogan, 2010; Covin & Slevin, 1988). Building on that, this research used 

organic structure as main independent variable.  

 

B. Organization Learning 

 Historically, Simon (1969) defined organizational learning as the growing insights 

and successful restructurings of organizational problems by individuals reflected in the 

structural elements and outcomes of the organization itself. Many scholars are of the view 

that organization learning is basically a change in organization’s knowledge which 

happens due to accumulation of experience (Argote, 2013; Fiol & Lyles, 1985). In fact, 

organization learning and resource based view (Levitt & March, 1988; Wernerfelt, 1984) 

have become powerful theories and references for scholars doing research in variables 

like learning, knowledge, resources, and innovation. 

 

C. Innovation  

 Generally, innovation means conception and acceptance of a behavior or an idea 

newer to an organization (Damanpour & Evan, 1984). It is creation of something more 

genuine and useful which as a result, is successfully diffused into the market (Frankelius, 

2009). According to Howell (2014), long-term business welfare today depends upon two 

factors: Creativity and Society, whereby creativity requires organizations to know 

customers’ unsatisfied needs and satisfy them through innovative methods, and society 

appreciates organizations which produce sustainable economic value. Scholars have 

suggested various antecedents of innovation such as work environment, innovation 

behavior, organizational learning procedures and learning orientation (Oskarsson, 2003).    

 

D. Competitive Performance 

 Organizational performance relates to how effectively organization accomplishes 

its financial as well as market oriented objectives (Li, Ragu-Nathan, Ragu-Nathan, & 

Rao, 2006). In fact, organizational performance has been widely researched variable and 

https://www.amazon.com/s/ref=dp_byline_sr_book_1?ie=UTF8&text=Mason+Carpenter&search-alias=books&field-author=Mason+Carpenter&sort=relevancerank
https://www.amazon.com/Talya-Bauer/e/B003JXYH8G/ref=dp_byline_cont_book_2
https://www.amazon.com/s/ref=dp_byline_sr_book_3?ie=UTF8&text=Berrin+Erdogan&search-alias=books&field-author=Berrin+Erdogan&sort=relevancerank
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variety of market based, accounting based, and subjective measures were employed by 

researchers to measure it (Mehmood & Hilman, 2015). Due to prevalent high competition 

among pharmaceutical companies in Pakistan, this study used competitive performance 

as dependent variable which is basically comparison of a company’s performance over 

nine items against those of competitors.  

 

E.  Mediating Role of Organization Learning between Organic Structure and 

Innovation  

 Traditionally, theorists in organizational design have focused primarily on the 

relationship between types of structures and organizations’ innovative capabilities (Lam, 

2010). In 1977, Meadows suggested that due to its inherent characteristics, organic 

structure was more favorable for companies attempting to do innovation. Later, others 

also suggested that for building innovative capability, organizations need structures 

having greater functional integration allowing for more interaction between employees, 

thus suggesting organic structures for such companies (Jensen, Johnson, Lorenz, & 

Lundvall, 2007; Marotti de Mello, 2008). Most of the research findings on this subject 

suggest that innovation has been greater in organizations adopting organic structure 

characteristics in various contexts (Camisón & Villar-López, 2012; Rezaee, Marhamati, 

Nabeiei, & Marhamati, 2014), but there are some who also argue that high formalization 

(as in mechanistic structures) also supports innovativeness (e.g. Jansen, Van den Bosch, 

& Volberda, 2006).  

 

 In the same way, researchers have also suggested that organic structure was more 

suitable for organization learning (Martínez-León & Martínez-García, 2011; Tworek, 

Walecka-Jankowska, Zgrzywa-Ziemak, & Martan, 2015). But, at the same time, Kanten 

et al. (2015) report that learning is not necessarily outcome of organic structures, but of 

mechanistic also.  

  

 Finally, a number of studies established positive influence of organization learning 

over innovation (García-Morales, Jiménez-Barrionuevo, & Gutiérrez-Gutiérrez, 2012; 

Keskin, 2006; Zeng, Gonzalez, & Lobato , 2015) implying that greater is organizational 

learning, greater are organizational capabilities for innovativeness. Hence, on this basis, 

this research positions organization learning to play mediating role between organic 

structure and innovation in its first hypothesis. This is stated as:  

H1: Organization Learning mediates between Organic Structure and Innovation. 

 

F. Mediating Role of Innovation between Organization Learning and Competitive 

Performance 

 There has been certain confusion among scholars regarding performance benefits 

of organization learning, because of time delays between the two and other ambiguities 

(Hao, Kasper, & Muehlbacher, 2012). García-Morales et al. (2012) argue that 

organizations which manage learning process better build their strategic capability 

helping themselves gain competitive advantage and thus improving performance. A 

number of studies have empirically established positive influence of organizational 

learning on performance (García-Morales et al., 2012; Zhou, Hu, & Shi, 2015), but 

certain scholars also argued that learning may not always produce results for 

organizations (Hoopes & Postrel, 1999; Inkpen & Crossan, 1995).    

 

http://www.emeraldinsight.com/author/Zeng%2C+Shouzhen
http://www.emeraldinsight.com/author/Gonzalez%2C+Joaquin
http://www.emeraldinsight.com/author/Lobato%2C+Clemente
http://www.emeraldinsight.com/author/Zhou%2C+Wencang
http://www.emeraldinsight.com/author/Hu%2C+Huajing
http://www.emeraldinsight.com/author/Shi%2C+Xuli
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 Further, marketing and strategic theories suggest that innovation leads to better 

organizational performance (García-Morales et al., 2012). A number of studies have 

suggested positive impact of innovation on organizational performance in various 

contexts (Boachie-Mensah & Acquah, 2015; Rosli & Sidek, 2013); however, some have 

argued that innovation did not guarantee performance (Ndesaulwa, 2016). Some 

researchers have argued that although learning impacts performance positively, but 

through innovation pointing towards the intermediary role of innovation in the 

relationship (Aragón-Correa, García-Morales, & Cordón-Pozo, 2007; Weerawardena, 

O’Cass, & Julian, 2006). This needs to be tested in case of Pakistan pharmaceutical 

context; therefore it leads towards second hypothesis of the study which is stated as: 

 

H2: Innovation mediates between Organization Learning and Competitive Performance. 

 

G.  Mediating Role of Organization Learning and Innovation between Organic 

Structure and Competitive Performance 

 Scholars have emphasized that an efficient and suitable organization structure 

positively influenced organizational performance (Hao et al., 2012; Leitao & Franco, 

2008). Ogidi (2014) and Chaston (1997) supported organic structure for improving 

companies’ performance in their studies on Nigerian and UK companies respectively. 

Contrary to these, Nandakumar et al. (2010), and Tavitiyaman,  Zhang, and Qu, (2012) 

favored mechanistic structure for increasing organization performance in UK and US 

contexts respectively. This implies that impact of organic structure on companies’ 

performance needs further testing. 

  

 Also, it is discussed in previous sections that organic structure also impacts 

organization learning which impacts innovation, which in turn might affect performance. 

Therefore, the direct and indirect impact of organic structure needs to be tested as there 

are limited studies accomplishing this purpose. This study takes Pakistan pharmaceutical 

industry to accomplish this purpose. Accordingly, hypothesis 3 is stated as under:  

H3: Organization Learning and Innovation mediate between Organic Structure and 

Competitive Performance. 

 

III. Methodology 
 The population of this study comprised pharmaceutical companies (around 600) 

operating in Pakistan. The questionnaires were sent to 220 companies from which 87 

companies responded and therefore, the response rate has been 39.54%. From 87 

questionnaires, 70 were usable. The respondents were managers having sufficient 

knowledge to answer the items. The items for Competitive Performance (CP) and 

Organic Structure (OS) were taken from the study of Nandakumar et al. (2010). Whereas, 

items for Organization Learning (OL) and Innovation (Inn) were taken from study of Hao 

et al. (2012). The following section includes discussion about methods of questionnaire 

testing and analysis.   

 

IV. Findings and Conclusions 
 This study utilized SmartPLS 3 for analysis purpose, since it is fully developed 

and widely being used in several researches including strategic management research 

(Henseler, Hubona, & Ray, 2016), and is capable to accommodate small sample sizes 

(Wong, 2013). Initially, a measurement model was developed and factor analysis was 

http://www.emeraldinsight.com/author/Tavitiyaman%2C+Pimtong
http://www.emeraldinsight.com/author/Qiu+Zhang%2C+Hanqin
http://www.emeraldinsight.com/author/Qu%2C+Hailin
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performed to assess validity and reliability of the instrument. After little iteration, final 

output was obtained wherein validity and reliability in all respects were assured. 

Following table for factor analysis (Table 1) presents final item loadings onto their 

respective constructs.   

 

Table 1: Factor Analysis 
Items CP Inn OL OS 

Sales growth (CP1) 0.865    

Growth in profit after tax (CP2) 0.768    

Market share change (CP3) 0.839    

Return on Assets (CP4) 0.835    

Return on Equity (CP5) 0.835    

Return on Sales (CP6) 0.717    

Current Ratio (CP7) 0.785    

Overall firm performance and success (CP8) 0.864    

Table 1 continued     

Items CP Inn OL OS 

Company’s competitive position (CP9) 0.844    

Offering of environment friendly products and 
product range extension (Inn1) 

 0.836   

Increase in process improvement/Product 
innovations (Inn2) 

 0.858   

Innovation development cost and time (Inn4)  0.847   

Managerial improvements and innovations (Inn5)  0.830   

First class technology level at company (Inn6)  0.843   

Rate of new product introduction (Inn7)  0.768   

Fostering of continuous procedural innovation by 
culture (OL1) 

  0.804  

learning capability of HR (OL2)   0.810  

Promoting innovativeness for improving processes 
of doing work (OL3) 

  0.882  

Importance of learning for improvement and 
sharing of efficiency across organization (OL4) 

  0.829  

Value given to employees’ ideas (OL5)   0.823  

Employees’ knowledge of company objectives 
(OL6) 

  0.824  

Appropriate leverage for getting, disseminating, 
and adopting new knowledge (OL7) 

  0.833  

Formal or informal departmentalization (OS1)    0.857 

Type of coordination (OS2)    0.819 

Type of organizational controls (OS4)    0.791 

Levels in organizational hierarchy (OS5)    0.749 

 

 Table 1 indicates that loadings (outer model) for all variables (constructs) are 

greater than 0.7, establishing convergent validity (Henseler, Ringle, & Sarstedt, 2012). 

Additionally, for convergent validity, composite reliability was also satisfactory as it was 

greater than 0.8 for all variables (Daskalakis & Mantas, 2008). Cronbach’s alpha for 

reliability was acceptable as it was also higher than 0.8 for all variables (Hair, Babin, 

Money, & Samouel, 2003). AVE (for convergent and divergent validity) was also 

acceptable as it was greater than 0.5 (Chin, 1998; Garson, 2016) for all variables. Further, 
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for discriminant validity, AVE was used. With reference to Fornell–Larcker discriminant 

validity criterion (1981), square roots of AVEs for all variables were overall greater than 

the correlation of respective variable with the other variables. This established 

discriminant validity. The model fit was achieved with SRMR of 0.075 which was less 

than 0.8 (Hu & Bentler, 1998). Additionally, there was no multicollinearity between 

predictor variables as inner VIF values were less than 0.4 (Garson, 2016). Table 2 reports 

Cronbach’s alpha, composite reliability and AVE. 

 

Table 2: Reliability and Validity 
Construct Cronbach’s Alpha Composite Reliability AVE 

Competitive Performance 0.938 0.948 0.670 

Innovation 0.910 0.930 0.690 

Organic Structure 0.824 0.880 0.648 

Organization Learning 0.924 0.939 0.689 

SRMR: 0.075, max VIF: 1.082, min VIF: 1.000 

 

 Next, PLS Algorithm was run to study the relationships between variables. 

Bootstrapping (with 5000 bootstrap samples) was used to assess the significance levels, 

and for getting desired output and results for the necessary mediator hypotheses (Hayes, 

2012; Li, 2015). The results are provided in Table 3. Firstly, the mediating role of 

Organization Learning between Organic Structure and Innovation was affirmed. This is 

evident through the significant indirect effect (Hayes, 2013) of OS on Inn (t-stats: 2.343, 

p-value: 0.019). Hence, H1 is supported. Further, the direct effect of OS on Inn converted 

from significant (coefficient: -0.319, t value: 2.748, p-value: 0.006) to insignificant 

(coefficient: -0.019, t value: 0.297, p-value: 0.766) with the inclusion of mediator in the 

subsequent model. This implied that Organization Learning played as pure mediator 

between Organic Structure and Innovation.  

 

 Next, the mediating role of Innovation between Organization Learning and 

Competitive Performance was analyzed which was found insignificant. This is evident 

through the insignificant indirect effect of OL on CP (t-stats: 0.936, p-value: 0.349). 

Hence, H2 is not supported. In fact, the direct effect of OL on CP was significant in the 

absence of mediator (coefficient: 0.793, t value: 17.999, p-value: 0.000), and it remained 

significant after adding mediator in the subsequent model (coefficient: 0.621, t value: 

3.132, p-value: 0.002). These results lead to conclude that although Innovation does not 

mediate relationship between Organization Learning and Competitive Performance, but 

Organization Learning has a significant direct positive impact on Competitive 

Performance.  

 

Table 3: Bootstrapping Results 

Relationships 
Path 

Coefficient 
Indirect 
Effect 

t-
statistics 

p-
values 

95% C.I 
(lower 
bound) 

95% C.I 
(upper 
bound) 

OS → OL -0.279  2.415 0.016 -0.523 -0.112 

OL → Inn 0.884  25.746 0.000 0.816 0.952 

OS → Inn  -0.247 2.343 0.019 -0.477 -0.099 

OL → Inn 0.887  35.055 0.000 0.834 0.931 

Inn → CP 0.192  0.936 0.349 -0.240 0.567 

OL → CP  0.171 0.936 0.349 -0.215 0.503 
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OS → CP  -0.209 2.547 0.010 -0.385 -0.077 

 

 Finally, study of hypothesis for the sequential mediating effect of Organization 

Learning and Innovation between Organic Structure and Competitive Performance was 

made. It was concluded that Organization Learning and Innovation played mediating role 

between Organic Structure and Competitive Performance as the indirect effect of OS on 

CP was found significant (t-stats: 2.547, p-value: 0.010). Therefore, H3 is supported. The 

direct effect of OS on CP was significant (coefficient: -0.376, t-stats: 3.641, p-value: 

0.000) in the model excluding mediators, and it remained significant in the subsequent 

models including mediators (t-stats: 1.807, p-value: 0.071). Therefore, it concludes that 

Organization Learning and Innovation played as partial mediators between Organic 

Structure and Competitive Performance. The structural model with bootstrapping is 

shown below in Figure 2.  

 

Figure 1: Structural Model 

 
 R

2
 for Competitive Performance, Innovation, and Organization Learning were 

recorded as 0.651, 0.787, and 0.075. The bootstrapping report revealed reliable results as 

all the necessary conditions for validity, reliability and model fit were met. The HTMT 

ratio was less than 1.0 (Garson, 2016) for all relations and SRMR was again below 0.8 at 

0.075.  
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V. Discussions 
 Firstly, the analysis provided support for the mediating role of organization 

learning between organic structure and innovation (H1 supported) confirming previous 

scholars’ arguments about mediating role of learning between structure and innovation 

(Jensen et al., 2007; Marotti de Mello, 2008). Further, the findings also relates to those of 

Hao et al. (2012) regarding mediating role of learning between organic structure and 

innovation. The positive impact of organization learning on innovation has large support 

from previous literature (García-Morales et al., 2012; Keskin, 2006; Zeng et al., 2015); 

however, negative impact of organic structure on learning and innovation is an interesting 

finding.  

 

 In relation to this, Jansen et al. (2006) argue that structures which are highly 

formal are also supposed to increase innovation. Kanten et al. (2015) recently reported 

that learning was not necessarily outcome of organic structures, but of mechanistic also. 

As different cultures might require a different type of organization structure (Janićijević, 

2013), therefore, in context of Pakistani organizations, a less organic structure may be 

desired. This study, therefore, recommends conducting more research in organizational 

structures and relevant variables for other sectors/industries in Pakistan also.  

 

 Secondly, the analysis did not reveal significant mediating effect of innovation 

between organization learning and competitive performance. Positive impact of 

organization learning on innovation was, however, revealed in agreement with number of 

previous researches (García-Morales et al., 2012; Keskin, 2006; Zeng et al., 2015). The 

insignificant effect of innovation on performance could be supported by the arguments of 

certain scholars that there have been no consistent findings about whether innovation 

actually impacted firm performance and therefore it must be researched further 

(Ndesaulwa, 2016; Petrova, 2014). The insignificant indirect and significant direct 

positive impact of organization learning on competitive performance gets support from 

the arguments of García-Morales et al. (2012) and Kanten et al. (2015) that learning 

might not be always associated with performance and it might impact performance in 

either ways. Moreover, Koçoğlu, İmamoğlu, and İnce (2011) also suggest that mediating 

effect of innovation between organization learning and performance needs further 

investigation.     

 

 Lastly, the study found that organization learning and innovation acted as 

mediators between organic structure and competitive performance, supporting H3. This 

finding relates to those of Hao et al. (2012). The negative direct and indirect impact of 

organic structure on performance could be supported by arguments of Kanten et al. 

(2015) that organization structure could impact performance in either ways, and the 

findings of Nandakumar et al. (2010) and Tavitiyaman et al. (2012) disfavoring organic 

structure. Hence, the study’s conclusions suggest that in Pakistani pharmaceutical 

companies, a less organic and more mechanistic structure could be more appropriate.    

 

VI. Limitations and Future Research 
 This research was mainly interested in finding relationships between organic 

structure, organization learning, innovation, and competitive performance. In doing that, 

any other variables relevant to these variables were not accounted for in this study. 

However, interesting findings regarding negative impact of organic structure on 

http://www.emeraldinsight.com/author/Zeng%2C+Shouzhen
http://www.emeraldinsight.com/author/Zeng%2C+Shouzhen
http://www.emeraldinsight.com/author/Tavitiyaman%2C+Pimtong
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organization learning, innovation, and competitive performance indicate towards 

contingency theory of management suggesting that in Pakistan context, organic structure 

might not be too suitable for all companies. Hence, it opens avenues for further research 

on these and other relevant variables in other industries and sectors of Pakistan as well.   
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