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Abstract 

This study examines the relationships between quality, innovation, competitiveness, and financial performance 

of firms. Data were obtained from a questionnaire survey involving 223 Saudi companies and were analyzed 

using Structural Equation Modeling (SEM). The results indicate that innovation positively influences quality and 

the latter has a significant positive influence on the competitiveness of the firms. As expected, both quality and 

innovation indicators have an indirect influence on the financial performance of the firms through 

competitiveness. Therefore, this study discovers the important mediating role played by competitiveness in the 

positive effects of quality and innovation on financial performance of the firms. Finally, we found significant 

positive effects of competitiveness on financial performance of the firms. Managerial implications are also 

discussed.  
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1. Introduction 

In the current era of globalization barriers to trade between countries have been reduced, the ability of firms to 

remain be competitive, grow and prosper is of immense importance to a country’s economy. In order to remain 

competitive, firms needs to focus on their ability to satisfy their customers. Hence, it is important for them to 

continue to offer quality products and services besides being innovative in their operations. It is essential that we 

understand how firms assess their performance through such indicators as quality and innovation initiatives or 

programs being implemented in their organization. There are many benefits both in terms of revenues and costs 

that can be derived from higher quality products or services (Gummersson, 1993). 

The importance of innovation in firms’ competition has been well recognized by researchers (Politis, 2005; 

Terziovski, 2002; Zain, 1995). Innovation comprises not just new products or services, but also new ways of 

doing things, new markets, new source of funds, etc. (Hine & Ryan, 1999; Johannessen, Olsen, & Lumpkin, 

2001; Nyström, 1990; Schumpeter, 1934). Zain and Rickards (1996) have found that those firms who are able to 

introduce minor and major changes in their organization are the ones who are adaptable to changes in the 

external environment. Such firms create an internal environment conducive to creativity and innovation. It can 

be assumed that innovative firms are in a better position to face competition from other firms in the industry and 

have better market performance. Thus, this research determines the causal links between quality and innovation 

indicators on competitiveness and performance of organizations since, these linkages have not yet been 

investigated in the past. 

The main objective of this research is to investigate quality and innovation practices in Saudi Arabia, 

an-oil-based economy with strong government control over major economic activities. The country possesses 18% 

of the world’s proven petroleum reserves, ranks as the largest exporter of petroleum, and plays a leading role in 

OPEC, although its influence has waned in recent years. It is therefore interesting to investigate the indicators of 

quality, innovation, and competitiveness of the manufacturing firms in Saudi Arabia in order to examine their 

contribution to the country’s economy. Hence, the specific objectives of the research are: 

 To examine the relationships between quality indicators, innovation adoptions, competitiveness and 

http://en.wikipedia.org/wiki/Oil
http://en.wikipedia.org/wiki/Economy
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performance of manufacturing firms in Saudi Arabia. 

 To investigate whether quality indicators of firms positively influence the competitiveness and performance 

of the firms in Saudi Arabia? 

 To investigate whether innovation indicators of firms positively influence the competitiveness and 

performance of the firms in Saudi Arabia? 

 To investigate whether innovation indicators of firms positively influence the quality indicators of the firms 

in Saudi Arabia? 

So far there has not been any research done in Saudi Arabia on the subject matter of this research. The result of 

this research will produce new knowledge about the roles of quality, innovation, and other “winning order 

factors” in contributing positively to the firms’ performance and competitiveness in Saudi Arabia, where this 

concept is naive. 

2. Conceptual Framework and Hypotheses 

This study suggests a conceptual model deduced from the literature. The innovation, quality, competitiveness 

and performance (hereinafter, it is referred to as “IQCP”) model consists of the following dimensions; 

Innovation, Quality, Competitiveness, and Financial Performance (Figure: 1). The background literature and 

detail descriptions of the dimensions with their possible linkages with each other are described later.  

2.1 Quality Indicators 

Over the years, organizations throughout the world have introduced and implemented many quality initiatives, 

programs, and innovations in their efforts to improve their performance and to make them more competitive. 

Nowadays, very few firms can afford to ignore such programs (e.g., TQM) in their organization (Dean & Bowen, 

1994). For example, many researchers (e.g., Ahire, Golhar, & Waller, 1996; Flynn, 1994; Mehra & Joyal, 2011; 

Samson & Terziovski, 1999) have found strong and positive relationships between implementation of quality 

programs and organizational performance.  

In Australia, Prajogo and Sohal (2003) have found that a quality program (TQM) significantly and positively 

relates to both product quality and product innovation performance. They also found significant causal 

relationship between quality performance and innovation performance, which indicates that achievement of one 

aspect of performance could impact the other. In addition to quality regarded as a “qualifying criterion” for 

competitiveness (Hill, 1985), there are many other factors (such as speed, dependability, flexibility, cost, etc.) 

collectively known as “winning order criteria” should be considered by firms in order to remain competitive 

(Bolwijn & Kumpe, 1990; Hamel & Prahalad, 1994; Slack, Chambers, & Johnston, 2010; Tidd, Bessant, & Pavitt, 

1997). Slack et al. (2010) defined quality characteristics or indicators of a product or service in terms of: (1) 

functionality, i.e. how well the product/service does its job; (2) appearance, i.e. its aesthetic appeal, look, feel, etc.; 

(3) reliability, i.e. the consistency of its performance over time; (4) durability, i.e. its total; useful life; (5) recovery, 

i.e., how easy it is for any problems with the product/service can be resolved, and; (6) contact, i.e., the nature of 

person-to-person contact that might occur. It is also very important that these characteristics are measurable in 

terms of a variable or an attribute. Thus, our first two hypotheses are: 

H1: Quality (product functionality, appearance, reliability, durability, recovery, and contact) of firms positively 

influences the competitiveness of the firms. 

H2: Quality (product functionality, appearance, reliability, durability, recovery, and contact) of firms positively 

influences the performance of the firms. 

2.2 Innovation and Competitiveness Indicators 

According to Nyström (1990) innovation is about “the creation of the future”. It is the new way of doing things 

so that a firm can continue to survive, prosper and be adaptable to the ever changing environment. Schumpeter 

(1934), who is widely recognized among the earliest contributors on the theory associated with innovation 

(Rickards, 1985) was considered as the 1st person to understand the importance of innovation throughout firms’ 

levels of competition. 

 

 

 

 

http://www.emeraldinsight.com/journals.htm?issn=0265-671X&volume=20&issue=8&articleid=840631&show=html#idb6
http://www.emeraldinsight.com/journals.htm?issn=0265-671X&volume=20&issue=8&articleid=840631&show=html#idb25
http://www.emeraldinsight.com/journals.htm?issn=0265-671X&volume=20&issue=8&articleid=840631&show=html#idb55
http://www.emeraldinsight.com/journals.htm?issn=0265-671X&volume=20&issue=8&articleid=840631&show=html#idb55


www.ccsenet.org/ibr International Business Research Vol. 9, No. 2; 2016 

101 

 

Quality Indicators 

 Functionality 

 Appearance 

 Reliability 

 Recovery 

Competitiveness 

Indicators 

 Increased Market 

Share 

 Above Average 

Return 

 Long Term Survival 

 Agility 

 Having 

Core/distinctive 

Competency 

Performance Indicators 

 Quality 

 Speed 

 Dependability 

 Flexibility 

 Cost 

 Sales growth 

 Profit growth 

 Demand growth 

 Export growth 

 No of Employee growth 

 Training 

Innovation Indicators 

 Technological 

innovations 

 Continuous improvement 

H2 

H1 

H3 

H

H6 

H4 

 

Figure 2. The IQCP model 

 

He asserted that an innovation is not only just new services or products, but also a new market, a new source 

associated with funds, a new supplier, and so forth (Nyström, 1990). Innovation is certainly found to play an 

important role throughout contributing and also securing ecological competitive edge in today’s agencies 

(Tushman & Nadler, 1986). The capacity to innovate is the ability of the organization to adopt or implement new 

ideas, processes, or products successfully (Burns & Stalkers, 1961; Hurley & Hult, 1998). Gaynor (2002) 

remarked that innovation won’t require a genius, but it really does require a system-wide determination to follow 

unique options. Similarly, Drucker (1998) clearly stated that innovation is work rather than genius understanding 

that successful innovation requires challenging, focused, in addition to purposeful operates. The innovativeness 

of the firm’s traditions acts in collaboration with various structural properties of the company to help affect it is 

innovative capacity. Innovativeness of the firm’s traditions, when along with its resources along with 

organizational characteristics, creates a larger capacity to help innovate. Firms having greater impressive 

capacity could be more successful in answering and adjusting their circumstances and with developing new 

capacities that permit them to obtain a aggressive advantage in addition to higher functionality (Montes, Moreno, 

& Fernández, 2004). One example is, innovativeness is regarded as one of the most critical indicators for a 

company in a food business to compete in equally domestic in addition to international promotes (Capitanio, 

Coppola, & Pascucci, 2014; Grunert et al., 1997; Rama, 1996, 2008). 

A couple main varieties of innovation are generally vital to be able to competitiveness involving firms: Major 

and constant improvement or maybe incremental inventions (Lin & Chen, 2007; Zain, 1995; Zain & Rickards, 

1996). Radical inventions allow organization to obtain big or maybe drastic improvement with the help of certain 

technological know-how while incremental creativity enables them to keep about improving their operations 

which will help prevent them through lagging driving their rivals. Examples involving radical innovation such as 

a product or a process which resulted from your new technological know-how that changes the way we 

accomplish things. Incremental inventions include improvements to an existing merchandise, service, or maybe 
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process (Terziovski, 2002). While argued by Butler and Collins (1996), firms can perform competitive gain by 

fitting their business strategies to properly take care of new technological know-how implementation. For 

example, appropriate use of technology, including information technological know-how, can aid the creativity 

process and overall competitiveness of organizations (Hine & Ryan, 1999) as well as making them to be more 

agile (Zain, Flower, Abdullah, & Masrom, 2005). Facing intense intercontinental competition, fast technology 

progression, and customers’ getting older expectations, innovation is often a primary procedure by which firms 

basically adapt (Eisenhardt & Tabrizi, 1995). 

Over time the self-discipline of creativity management has rapidly developed into a separated research field that 

has been developing fast in terms of attention committed by economics, proper management, and organizational 

sciences (Trienekens, Lorrie Uffelen, Debaire, & Omta, 2008). Being a matter involving fact, during the past few 

decades there were many research that investigated the true secret success components and way to attain 

reasonably competitive advantage as a result of innovation (Huizenga, 2000). Thus, our 3rd hypothesis will be: 

H3: Innovations (radical and continuous improvement) adopted by firms positively influence the Quality of the 

firms. 

The Global Competitiveness Report defines competitiveness as the ability of any country or a firm to create 

proportionally more wealth as compared to its rivals in Global markets (IMD, 1995). Competitiveness is surely 

an essential requirement of a firm because of it every single child survive competition. Capitanio et al. (2009) get 

that creativity plays an important role throughout enhancing firms’ competitiveness already in the market. Even 

though there is no universal explanation of competitiveness, this cardstock defines it as ability of any firm to be 

able to persuade customers to select it products over these of others (Feurer & Chaharbaghi, 1994). To become 

competitive, it is necessary that a firm possesses specific competences (Prahalad & Hamel, 1990; Singh, Garg, & 

Deshmukh, 2008) and become innovative (Simon, 2009; Zain & Kassim, 2010). In this way, a firm will survive 

but it is able to continue growing and become sustainable (Searcy, 2011) over a long interval time. It is usually 

able to increase its market share (Zahra & Covin, 1993), capable to obtain earlier mentioned average returning 

(Hitt & Hoskisson, 2013), and capable to be agile or maybe adaptable to be able to changes even in the turbulent 

surroundings (Kodish, Gibson, & Amos 1995; Zain et al., 2004).Thus, our fourth hypothesis is: 

H4: Innovations (radical and continuous improvement) adopted by firms positively influence the competitiveness 

of the firms. 

2.3 Performance Indicators 

Hine and Ryan (1999) have found that, among small service firms, the more innovative ones are of greater 

potential value to their industry. Also, Lin and Chen (2007) found that innovation, especially administrative 

innovation, was the most important factor in explaining sales among Small and Medium Enterprises (SMEs). 

According to Linder (2008), research in different industries has shown that effective innovation is correlated 

with better total returns to shareholders and thus to high performance. Innovation has been found to be a major 

contributor to firm success in both manufacturing and service industries and for small and large firms (see 

Calantone, Cavusgil, & Zhao, 2002; Dilk, Gleich, Wald, & Motwani, 2008; Grawe, Chen, & Daugherty, 2009; 

Kandampully, 2002; Laforet & Tann, 2006; Oke, 2007; Ota, Hazama, & Samson, 2013). Nonetheless, many past 

studies of the relationship between innovation and performance have produced mixed results (see Capon, Farley, 

& Hoenig, 1990; Chandler Hanks, 1994; Debackere, Van Looy, & Vliegen 1997; Hine & Ryan, 1999; Kmieciak, 

Michna, & Meczynska, 2012; Li & Atuagene-Gima, 2001; Low, Chapman, & Sloan, 2007). Hence, this research 

represents another try at re-examining this relationship. In Taiwan, Kuei, Madu, and Lin (2001) have observed 

that high quality-tendency systems tend to perform better than low quality-tendency systems on cost savings in 

managing supply chain. Also, Madu, Kuei, and Jacob (1996) have found that organizational performance is 

linked to critical quality factors such as employee satisfaction, customer satisfaction, and employee service 

quality. Furthermore, Prajogo and Sohal (2002) have found that TQM significantly and positively relates to both 

product quality and product innovation performance although it appears that the magnitude of the relationship is 

greater against product quality. They also found significant causal relationships between quality performance and 

innovation performance suggesting that achievement of one aspect of performance could impact the other. 

According to Bell and Omachonu (2011) giving emphasis on implementing a documentation system was found 

to be linked to business performance as measured by return on assets. However, a study on the relationship 

between TQM practice and organizational performance by Samson and Terziovski (1999) has found that TQM 

practice intensity helped explaining a significant proportion of variance in performance. They have found that 

not all of the categories of TQM practice were particularly strong predictors of performance. Also, the results of 

a study on SMEs in Poland could not confirm that information technology capability has a significant 
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moderating effect on the relationship between innovativeness and firm performance (Kmieciak et al., 2012). 

According to Richard, Devinny, Yip, and Johnson (undated), organizational performance covers three specific 

areas of firm outcomes: (1) financial performance (such as profits, return on investment, etc.); (2) market 

performance (such as market share, sales, etc.); and (3) shareholder return (such as economic added value, total 

shareholder return, etc.). Thus, performance indicates what the organization has achieved as a result of doing its 

activities over the years. Thus, our fifth and sixth hypotheses are: 

H5: Innovations (radical and continuous improvement) adopted by firms positively influence the performance of 

the firms. 

H6: Competitiveness of the firms positively influences their performance. 

3. Research Methodology 

This research was carried out in three stages. In the first stage, a questionnaire was designed to measure quality 

indicators, innovation indicators, and competitiveness indicators to evaluate the performance indicators. The 

Stage two involved the sampling, determining the response rate, and the appraisal of the measurement method. 

Finally, in stage three, Exploratory Factor Analysis (EFA) and Confirmatory Factor Analysis (CFA) were 

performed before Structural Equation Modeling (SEM) was used to test the causal relationships among the 

constructs. 

3.1 Measures 

In order to conduct this empirical research, the variables in theoretical model were operationalized using 

previously validated research instruments (Ekvall et al., 1983; Zain, 1996; Zain & Kassim, 2010). The survey 

questionnaire is divided into six parts. Part one contains 17 items pertaining to quality indicators (Slack, 

Chambers, & Johnston, 2010); part two consists of 11 items pertaining to innovation indicators (Zain, 1996); part 

3 is about 12 items pertaining to performance indicators (Slack et al., 2010); part four consists of 13 items 

pertaining to competitiveness indicators (Zain & Kassim, 2010); part five contains 8 questions on financial 

performance of the firms over the last five-year period prior to the start of the research; and finally, part six lists 

five items about the respondent’s demographic characteristics. All the items listed in the first four parts of the 

questionnaire were measured with a forced six-point Likert-type scale, anchored from strongly disagree (1) to 

strongly agree (6). The even numbered rating scales were used to minimize social desirability bias arising from 

respondents’ desires to please the interviewer or to appear helpful to him/her by choosing the midpoint score 

(Garland, 1991). For part 5, it was measured with a three-point Likert scale; 1 = below industry average, 2 = 

industry average, and 3 = above average. The questionnaire was originally written in English then translated into 

Arabic language. To ensure the accuracy of the translation job, the questionnaire was then back-translated into 

English (Douglas & Craig, 1983). 

3.2 Sample 

In stage two, the companies operating in Saudi Arabia were selected for this study. Saudi Arabia is a member of 

the G-20. It is an oil rich country with GDP of $748.4 billion with a GDP growth of 4% (Current US$) (2013 

data) (databank.worldbank.org, u. d.). 60.4% of the country’s economy comprises of industrial sector, while 36.4% 

comprises of services sector. As an emerging market with a strong economy and growing industrial and services 

sectors, Saudi Arabia has become an attractive area for an empirical study. 

The sample was comprised of Saudi listed companies and large private companies including both manufacturing 

and services sectors firms. The respondent companies were selected in a stepwise process. In the first step, 165 

Saudi companies listed in the Tadawul All-Share Index (TASI) database were selected. Since, a reasonable 

number of large companies in Saudi Arabia are not listed in the index, therefore stratified sampling method was 

adopted, we selected 213 large and medium sized companies from the directory of private companies published 

by the Ministry of Commerce and Industry of Saudi Arabia (Statistical Report, 2012). Thus, the eventual sample 

for this study comprises of 378 Saudi companies. 

3.3 Survey and Response Rate 

An electronic questionnaire was sent to the CEO/Operations Manager of each firm in the selected sample. 

Follow up emails were also sent to the companies to ensure a better response rate. Among the questionnaires that 

were returned to us, those with high missing values were dropped from the sample. Thus, the final sample used 

in this study comprises a total of 223 companies, giving us a response rate of 58.99%, which is an acceptable 

response rate for this study (Anderson & Gerbing, 1988; Hair & Black, 2010). 
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4. Data Analysis 

The data was analyzed in several steps to test the hypothesized relationships. First of all, the data was checked 

for normality and multicollinearity as well as for Common Method Bias (CMB). The EFA was then performed to 

explore the underlying factor structure of the data and also to test whether the model fits the data before 

conducting Structural Equation Model (SEM). On the basis of pattern matrix obtained from EFA, CFA was 

performed to examine the measurement reliability and validity as recommended by Anderson and Gerbing 

(1988). CFA helped to test the model fit of the data to the SEM. After ascertaining the convergent validity and 

discriminant validity, the hypothesized structural model was tested using SEM (Hair, Black, Babin, & Anderson, 

2010).  

5. Results 

5.1 Characteristics of the Sample 

Table 1 shows descriptive statistics of the sample. It is evident that the sample is well diversified since there have 

been responses from managers from both the databases that contributed to our sample. 

 

Table 1. Sample characteristics (N=223) 

  Freq (N) Percentage 

Type of establishment Wholly own by Saudi 166 74.4 

 Joint-venture 48 21.5 

 Wholly own by foreigner 9 4.0 

No. of years in operations 3-10 years 41 18.4 

 11-20 years 33 14.8 

 21 years and above 149 66.8 

No. of products 1-2 items 19 8.5 

 3-6 items 34 15.2 

 7-12 items 20 9.0 

 13 items and above  150 67.3 

Industry Manufacturing 137 61.4 

 Services 86 38.6 

 

5.2 EFA Result 

All the 61 items in the data were subjected to principle component analysis. The principle component analysis 

revealed the presence of four components with Eigen values exceeding 1 (Table 2). An inspection of the scree 

plot showed a clear break after the fourth component. Using Catell’s (1966) scree test, it was decided to retain 

the four components for further investigation. The same procedure was repeated using principal component 

extraction using promax rotation method. The Promax rotation method was used because the data demonstrated 

high correlations among the extracted factors. This procedure resulted in a final scale of 46 items belonging to 

the same four factors, thus confirming that the four-factor solution is the most fitting solution, accounting for 

64.4% of the total variance explained. 

In order to check for discriminant validity, pattern matrix was examined. It was found that the retained items 

loaded sufficiently on their respective factor and they have very low cross loadings on other factors. This shows 

that they have adequate discriminant validity and convergent validity (Hair et al., 2010). We then named factor 

one as “competitiveness”, factor two as “quality”, factor three as “innovation”, and finally factor four as 

“financial” indicators. 

5.3 CFA Result 

In the next step, the research team performed CFA on the data set using maximum likelihood method. Model fits 

were evaluated using the chi-square (χ2), degree of freedom (df), Goodness-of-fit index (GFI), Comparative fit 

index (CFI), Normed fit index (NFI), and the Root Mean Square Error of Approximation (RMSEA) because of 

their robustness, stability, and lack of sensitivity to sample size (Hair et al., 2010; Kassim & Abdullah, 2010). 
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Table 2. Factor loadings of the condensed 46 items 

 Factor 

 1 2 3 4 

Factor 1     

The demand for our products/services has been growing steadily 0.96    

The market share of our products/services has increased substantially over the last 5 years 0.85    

The market for our products/services is growing very fast 0.82    

We have been experiencing rapid growth in sales for our business. 0.81    

We have been experiencing growth in profits from our business 0.81    

The prospect for long term survival in our business is very good 0.80    

The exports for our products/services has been growing steadily 0.74    

Our business is growing very fast 0.72    

The size of our workforce has been growing steadily 0.68    

We are strongly believe that our business is sustainable in the long term 0.65    

We are becoming more and more confidence in our business 0.64    

We have been able to obtain above average returns from our business over the last 5 years 0.61    

We do have our own sustainable core competence in our business 0.55    

Our training expenditure has been growing steadily  0.82    

Factor 2     

The customers can depend on our products/services to satisfy their need  0.96   

Any problem that arises in our products/services can be resolved quickly  0.92   

We offer the best features in our products/services based on what the customers want  0.78   

It is very easy for our customers to contact us when such a need arises   0.74   

Our customers do not have to wait a long time to get our services  0.73   

Our customer service personnel are always friendly and courteous towards our customers  0.70   

We provide full service to our customers in any matters related to the products/services  0.67   

We always deliver our products/services fast (speed)  0.57   

Quality is important to everyone in our organization  0.56   

Our customer service personnel are always able to answer questions  0.53   

We always do thing on time (dependability)  0.52   

We try our best to meet the needs and expectations of our customers   0.51   

Our customers service personnel are always willing to answer questions  0.67   

Factor 3     

We always try to be the first in using the latest technology   1.04  

We always look for new ways in managing our employees   0.82  

We always look for the latest technology in our business   0.80  

We always look for new ways in financing our products/services   0.78  

We always look for new ways in obtaining our supplies   0.72  

In making our products or offering our services, we use the latest technology   0.72  

We always look for new ways to improve our products/services   0.69  

We always look for new ways to improve our operations   0.61  

We continue to conduct research and development (R&D) in order to come up with new products/ 

services 
  0.58  

Relative to our competitors, our average growth in training expenditure during the last 5 years has 

been 
  0.54  

We continue to conduct research and development (R&D) in order to improve our current 

products/services 
  0.52  

The appearance of our products/services are very attractive to our customers    0.45  

Factor 4     

Relative to our competitors, our average profit growth during the last 5 years has been    0.82 

Relative to our competitors, our average return on assets during the last 5 years has been    0.81 

Relative to our competitors, our average return on investment during the last 5 years has been    0.76 

Relative to our competitors, our average sales growth during the last 5 years has been    0.70 

Relative to our competitors, the average growth in demand for our products/services during the 

last 5 years has been 
   0.60 

Relative to our competitors, the average growth in exports for our products during the last 5 years    0.55 
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has been 

Relative to our competitors, our average growth in the number of employees during the last 5 

years has been 
   0.52 

Corrected Cronbach’s (α) 0.95 0.95 0.94 0.87 

Eigenvalue 22.73 3.42 1.85 1.63 

Cumulative variance explained (%) 49.4 7.43 4.03 3.54 

 

CFA was performed following the procedure suggested by Anderson et al. (1988). 22 items were retained after 

CFA and adequate model fit was achieved with acceptable fit indices as shown in Table 3. The final acceptable 

model had acceptable fit indices (χ2/df = 1.416, GFI = 0.83, CFI = 0.95, NFI = 0.86, and RMSEA = 0.06) as 

suggested by Hair et al. (2010). 

 

Table 3. Confirmatory factor analysis summary 

Variable Code Item Description 
Factor 

loadings 

Competitiveness Perf6 We have been experiencing rapid growth in sales for our business. 0.63 

 Perf12 We are becoming more and more confidence in our business.  0.85 

 Comp6 We do have our own sustainable core competence in our business. 0.76 

 Comp10 We are able to compete well with our competitors in the market. 0.68 

Quality Q4 We provide full service to our customers in any matters related to the products/services.  0.70 

 Q6 It is very easy for our customers to contact us when such a need arises. 0.73 

 Q7 We offer the best features in our products/services based on what the customers want. 0.81 

 Q8 Quality is important to everyone in our organization. 0.82 

 Q10 We try our best to meet the needs and expectations of our customers 0.86 

 Perf2 We always deliver our products/services fast. 0.79 

 Perf3 We always do thing on time. 0.80 

Innovation Inn1 In making our products/services, we use the latest technology 0.70 

 Inn2 We always look for the latest technology in our business 0.68 

 Inn6 We always look for new ways to improve our products/services 0.82 

 Inn7 We always look for new ways to improve our operations 0.90 

Fin. 

Performance 
Fin1 Relative to our competitors, our Average Sales Growth during the last 5 years has been 0.73 

 Fin2 Relative to our competitors, our Average Profit Growth during the last 5 years has been 0.83 

 Fin3 
Relative to our competitors, our Average Return On Investment during the last 5 years has 

been 
0.85 

 Fin4 Relative to our competitors, our Average Return On Assets during the last 5 years has been 0.89 

 Fin5 
Relative to our competitors, the Average Growth in Demand for our products/services 

during the last 5 years has been 
0.81 

 Fin6 
Relative to our competitors, the Average Growth in Exports for our products during the last 

5 years has been 
0.62 

 Fin7 
Relative to our competitors, our Average Growth in the Number of Employees during the 

last 5 years has been 
0.61 

 

5.4 Validity and Reliability Measurement 

A pilot study was conducted to check the compatibility, and face and content validities of the instrument used in 

the particular population and culture. The construct validity checks how well the results gained from the use of 

instrument fit the theory (Cavana, Delahaye, & Sekaran, 2001) and the content validity is checked by using the 

constructs that can be validated by peer experts. Both construct and content validities were examined in this 

study (Hair et al., 2010). The reliability of construct is deemed appropriate and adequate if value remains at least 

0.7 for exploratory research and 0.8 for basic research (Nunnally, 1978). The Cronbach alpha and Composite 

Reliability (CR) were calculated for measuring reliability while Average Variance Extracted (AVE) and Average 

Shared Variance (ASV) were measured to examine convergent validity and discriminant of the factor structure 

(Table 4). 
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Table 4. Assessment of validity and reliability 

Construct CR AVE ASV 1 2 3 4 

1. Competitiveness 0.82 0.54 0.66    0.73    

2. Quality 0.92 0.62 0.55 0.93* 0.79   

3. Innovation 0.86 0.61 0.57 0.94* 0.83* 0.78  

4. Fin Performance  0.91 0.59 0.15 0.47* 0.31* 0.37* 0.77 

Note. CR = Composite reliability; AVE = Average variance extracted; ASV = Average shared square variance; diagonal elements are square 

root of AVE and values below the diagonal are correlations estimates among construct. 

 

For convergent validity, the suggested desirability range for AVE should be higher than 0.5 and greater than ASV 

and for discriminant validity, AVE should also be greater than ASV (except for Competitiveness) (Hair et al., 

2010).  

5.5 SEM Result 

In stage three, in order to test the proposed IQCP model, we estimate the goodness-of-fit as suggested by Hair 

et.al. (2010). The hypotheses were tested using SEM because this technique provides statistical efficiency and its 

ability to assess the relationships comprehensively (Hair et al., 2010). Moreover, SEM techniques are 

particularly appropriate for the study of multiple dependence relationships such as those investigated in this 

research. 

The model of goodness-fit-indices and p-statistic are reported in Figure 2. We can thus safely conclude that the 

model is valid and therefore, we can continue to analyze the outcome of the hypothesized effects. As can be seen 

in Figure 2, the strength of the relationships among the constructs was represented by the respective standardized 

path coefficient beta (β) with absolute values of 0.44 and above, that is, between medium to large effect as 

suggested by Cohen (1988). The model explains 28 percent of the variance in financial performance. The results 

of the analyses are discussed below. 

6. Testing the Hypotheses 

For the first two hypotheses (H1 and H2), we found that quality has a positive significant effect (H1: β = 0.52; C.R. 

= 3.77) on competitiveness. Therefore, H1 is confirmed, but it has insignificant influence on financial 

performance (H2: β = -0.25; C.R. = -1.03). Therefore, H2 is not confirmed. However, this result also suggests that 

quality has a strong effect on financial performance, but only through the mediating variable of competitiveness. 

We take this as a partial support for H2.The model explains 86 percent of the variance in competitiveness (Figure 

2). Thus H3 is accepted (H3: β = 0.89; C.R. = 10.18). 

The result reveals that innovation has a large effect on building quality indicators of an organization. The 

relationship between innovation and competitiveness was also significant, thus H4 is also accepted (H4: β = 0.44; 

C.R. = 3.12). However, the path between innovation and financial performance was found to be insignificant (H5: 

β = -0.35; C.R. = -1.03). However, the result reveals that, as expected, innovation has a strong effect on financial 

performance but only through the mediating variable, competitiveness. Thus, H5 is partially confirmed. The 

model explains 79 percent of the variance in quality (Figure 2). Inspection of the coefficient (H6: β = 0.1.02; C.R. 

= 3.36) indicates that, as expected, competitiveness has significant positive impact on financial performance, 

thus, H6 is accepted. 
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For the next three hypotheses (H3, H4 and H5), we found that innovation was positively related to quality. The 

research hypotheses were confirmed and partially confirmed through SEM in order of their presentation as 

summarized in Table 5. 

 

Table 5. Summary of results of hypotheses 

 Hypothesis Supported 

H1. There is a significant relationship between quality and competitiveness.                                                     Accepted 

H2. There is a significant relationship between quality and financial performance Partially (only through competitiveness) 

H3. There is a significant relationship between innovation and quality  Accepted 

H4. There is a significant relationship between innovation and competitiveness Accepted 

H5. There is a significant relationship between innovation and financial performance Partially (only through competitiveness) 

H6. There is a significant relationship between competitiveness and financial performance Accepted 

 

7. Discussion 

From the results we are able to observe the relationships between quality, innovation, competitiveness, and 

financial performance of the Saudi firms. First, we found that quality positively and significantly influences the 

competitiveness of the firms. Second, we found that quality also positively and significantly influences financial 

performance of the firms but only through the mediating variable of competitiveness. Thus, the importance of a 

firm to be competitive vis-a-vis it competitors is well demonstrated from this research. Third, we found that 

innovation has a significant positive influence on quality as well as on financial performance of the firms. Fourth, 

we found significant positive effects of innovation on financial performance of the firm, but only through the 

mediating variable of competitiveness. Thus, competitiveness of the firms was again found to be a mediating 

factor in the financial performance of the firms. Finally, we found significant positive effects of competitiveness 

on financial performance of the firms. Our findings on the manufacturing firms in Saudi Arabia have confirmed 

the importance of the various indicators to competitiveness and financial performance of firms, namely, quality 

(e.g., Lecerf, 2012; Louart & Martin, 2012; Rong et al., 2015, Hult et al., 2004; Laforet & Tann, 2006), and 

innovation (e.g., Denton, 1999; Mole & Worral, 2001; Pratali, 2003; Szeto, 2000; Zain & Kassim, 2010; 

Tsoukatos & Voulgaris, 2014, Karacaoglu et al., 2012; Tseng et al., 2013) as reported by other researchers in 

other parts of the world. Furthermore, our study has discovered the important mediating role played by 

competitiveness in the positive effects of quality and innovation on financial performance of the firms. This is in 

line with previous research exhibiting the effectiveness of TQM consequential in competitive advantage and 

improved performance (Al-Otaibi et al., 2015; Salem et al., 2014). 

8. Managerial Implications 

There are number of implications that can be drawn from the findings of this research. First, Saudi managers 

H2. Β=0.25 NS 
H1. Β=0.52(0.00) 

H4. Β=0.44(0.00) 

H5. Β=-0.35 NS 

H6. Β=-1.02 (0.00) 

R2=0.79 

R2=0.86 

Quality 

Innovation 

Competitiveness Financial 

Performance 

R2=0.28 

Figure 3. Structural equation model results 

H3. Β=0.89 (0.00) 
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need to ensure that their firms are focused on producing quality products and services to their customers. This 

enables the firms to be competitive enough to face their rivals in the industry as well as to achieve better 

financial performance. Second, Saudi managers need to promote innovations in their firms since innovations can 

positively influence quality of their products/services in addition to the competiveness of their firms. Third, they 

should understand that the competitiveness of their firm will positively affects the financial performance of their 

firms. Finally, Saudi managers need to make sure that their firms are competitive as compared to their rivals in 

their industry since competitiveness mediates the influence of innovation and quality on their financial 

performance. Hence, they need to develop certain competencies and competitive advantage in their efforts to win 

competition. Particularly in the Saudi Arabian environment, there is a strong need to ensure the quality of firms 

to attain competitive advantage resultant into their financial success. 

The disclosures from this study have given proof that the conceptualization of quality indicators, innovation 

indicators, competitiveness and financial performance made in this examination and its subsequent 

operationalization through the instrument thought seriously about complexities in the degree to which each 

individual measure or thing added to the general composite scale. This gives a more sensible representation of 

the data. The fit estimation of the model structure in reminiscent of manner exhibited beneficial as it displays 

that the indicator variables adding to the general estimation of the outcome variables are significant measures of 

the fundamental measurement of quality, competitive advantage, and financial performance. Notwithstanding, 

any instrument can be subjected to further refinement and we encourage typical analysts to corrode improving it 

further. 
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