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ISLAMIC WORK ETHICS: HOW IT AFFECTS ORGANIZATIONAL
LEARNING, INNOVATION AND PERFORMANCE

This research paper aims to investigate the impact of Islamic work ethics on organizational
learning, innovation and performance. Researchers selected Servis Industries of Pakistan for the
purpose of this study. This paper provides insight on the extent of application of Islamic work ethics
in business organizations of Pakistan, particularly in manufacturing. The results of this study sup-
port the argument that following the Islamic work ethics in a business organization boosts learning,
innovation and eventually organizational performance. The findings of this study provide way for-
ward to other Pakistani organizations to incorporate Islamic work ethics into their culture for bet-
ter organizational outcomes.
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Aoayc Carrap Aooaci, I'yiam Mycrada Mip, Mysammia Xyceiin

ICJIAMCBHKA POBOYA ETHUKA TA Ii BIUIMB HA OPTAHI3AIIIMHE
HABYAHHS, BBEAEHHSA IHHOBAIIIV TA TIPOJYKTUBHICTD

Y cmammi eueueno eénaue icaamcvkoi po6ouoi emuxu Ha opzanizauiline HAGUAHH,
66edennsn innoeauiti i npooykmuenicmo. Sk 006'ckm docaidnwcenHsa o00pana NAKUCMAHCOKA
xomnanin “Servis Industries”. Haeedeno nodpobuui npo mipy éxcueanus icaamcokoi po6ouor
emuku 6 O0iznec-opeanizauyiax Ilakucmany, 30Kkpema, y npomMuci08omy GupoOHUUMEI.
Pesyavmamu docaidxncenns niomeepouau, uo 00MpUMaHHs iCAAMCbKOL pobo4oi emuku 6 Giznec-
opeanizauii nioeuuye pieenv HAGYAHHA, 66e0eHHs IHHoGauil i, y pesyivmami, epexmusnicrmo
pobomu opeanizauii. Bucnoeéxu docaidxwcenns 6iOKpuearomv moxycaugicmv  IHWUM
NAKUCMAHCOKUM KOMAGHIAM 6600UMU iCAAMCBKY POOO4Y emUKY 6 OP2AHI3AUIiHY Kyabmypy 045
00CAZHeHHA Kpawux pe3yivmamie OisabHocmi.

Karouosi caosa: icaamcvka poboua emuka; opeaizauiline HA84AHHA, 66€0eHHS IHHOBAUIL i
npodyxmusticmoe; “Servis Industries”; Ilaxucman.

Aoayc Carrap A66acu, I'ynam Mycrada Mup, My3samvua Xycceiin

NCJIAMCKAS PABOYAA DTUKA U EE BIAAHUE HA
OPTAHM3AIIMOHHOE OBYYEHUE, BBEAEHNE NHHOBALIU U
ITPOU3BOJIUTE/IBHOCTD

B cmamuve uzyueno eausnue ucaamckoii paboyeli ImuKu Ha 0p2aHuU3AuUOHHOe 00y4eHue,
66edenue unHogayuil u npoussodumeavHocms. Kax obsexkm uccaedoeanus evlopana
naxucmanckas komnaunus “Servis Industries”. Ilpusedenvt nodpoonocmu o mepe npumeneHus
ucaamckoii paboueii 3muxu 6 Ousznec-opeanusauusax Ilakucmana, 6 uacmuocmu, 6
npomoluLieHHoM npousgoocmee. Pesyabmamut uccaedoganus noomeepouau, uwmo caedosawue
ucaamckoli paboueli 3muKe 6 OuU3HeC-OpeAHU3AUUU NOGbLUAEM 00yHaemMocmb, 6eedeHue
uHHOGAUUU u, 6 umocze, 3hexmusnHocmo pabomot opeanuzauuu. Bvieodvr uccaedosanus
OMKPbIBAIOM 603MONCHOCHb OPY2UM RAKUCIAHCKUM KOMNAHUAM 8600UMb UCAAMCKYIO PAGOHYI0
IMUKY 6 OP2AHU3AUUOHHYIO KYAbINYPY 0451 00CMUNCEHUA AYHULUX Pe3YAbMANI08 0esimeaAbHOCHU.

Karouesvie caoea: uciamckas pabouas smuxa; 0peaHu3ayioHHoe 00yuerue; 66e0eHlUe UHHOBAYUTL
u npoussooumenviocms, “Servis Industries”; Ilakucman.
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Introduction. Islamic work ethics (IWE) within the concept of "Civilization of
Islam" stresses cooperation in work, and consultation is perceived as a technique of
conquering hindrances and evading blunders to meet one's needs and establish equi-
librium in one's individual and social life. IWE stresses creative and innovative work
as a source of pleasure and achievement (A. J. Ali, 1992; A. J. Ali & Al-Owaihan,
2008; Kumar & Rose, 2010). IWE signifies that carrying out business in a determined
atmosphere will result in higher performance and extensive success (A. J. Ali & Al-
Owaihan, 2008).

According to IWE, there should be fairness and honesty in trade and at work-
place (Yousef, 2000). The study elaborates the role of Islamic work ethics and its
impact on organizational learning, innovation and performance in Servis Industries
Limited Pakistan.

IWE promotes innovative and productive work in each and every position held
by employees for better performance of an overall organization and individual satis-
faction and pleasure (A. Ali, 1988). Organizational learning and performance have
strong positive linkage between themselves (Brockman & Morgan, 2003; Dodgson,
1993; Fiol & Lyles, 1985; Garvin, 1985; Gnyawali, Stewart & Grant, 1997; Nevis,
DiBella & Gould, 1995; Stata & Almond, 1989).

Learning-orientated organizations always show higher organizational perform-
ance and flexibility towards market changes and innovations (Baker & Sinkula, 1999).
Organizations with high learning capacity are typically more elastic to reply to new
confronts than rivals (Day, 1994; Slater & Narver, 1995). For the enhancement of
organizational performance, organizational learning is a mean to attain a strong com-
petitive advantage and a key variable (Brockman & Morgan, 2003).

Innovation means implementation of a fresh thought or behavior (Damanpour
& Gopalakrishnan, 1998; Damanpour, Szabat & Evan, 1989; Knight, 1967; North,
Smallbone & Vickers, 2001; Rogers, 1995; Thompson, 1965; Wolfe, 1994).
Organizational performance contains the difference between the actual and the
desired outputs of any organization (Ho, 2011).

The need of the study is to know the impact of Islamic work ethics on learning,
innovation and performance in the environment of Servis Industries Pakistan.

The research objectives are to investigate the impact of Islamic work ethics and
its impact on the 3 variables, i.e., organizational learning, innovation and perform-
ance.

Islamic work ethics and organizational learning, innovation and performance:

Islam has given a complete code of conduct for life, as far as work ethics is con-
cerned a clear guideline is provided in Holy Koran and in the life of Prophet
Muhammad (PBUH). Honesty and fairness at workplace and in trade are the basic
principles of IWE (Yousef, 2000). Engaging oneself in unproductive work or wasting
of time is strictly prohibited in IWE (Abeng, 1997). On the basis of hard work, one
can only get success in life and the failures are due to the laziness and unwillingness
to work. When all the workers of any organization engage themselves in productive
activities, it promotes justice, it leads to creativity and self-satisfaction (A. J. Ali & Al-
Owaihan, 2008). The environment created by employees at a work place directly
affects the learning of coworkers and their ability to do creative work. It is closely
related to the behavior of their peers. If all the employees are working positively
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towards organizational goals it will lead to innovation and enhanced performance
(Davidson PL, 2005). According to Ahmad (1976), Islamic ethics is not only for the
best solutions for life but also fulfills business needs at their peak level.

In the literature the research on work ethics and the related factors in any organ-
ization received substantial concentration (A. J. Ali & Al-Owaihan, 2008; Congleton,
1991; Furnham & Rajamanickam, 1992; Yousef, 2000, 2001; Zuboff, 1983).
Following the true teachings of Islam, all challenging tasks are accepted sincerely and
with great courage. This is according to one of the Prophet Mohammed's (PBUH)
sayings which are compulsory to follow for every Muslim. During the starting cen-
turies of Islam, knowledge has flourished and all forms of work and inspiration were
privileged, and labor organizations that shored up both the needs and the profession-
al quality of workers were urbanized (A. J. Ali & Al-Owaihan, 2008). Ali (1992) veri-
fied a high association between IWE and individual innovation. Employees that
embraced IWE had less role ambiguity (more role clarity) which would reduce job
stress and would benefit both individuals and organizational innovation (Yousef,
2000). Yousef (2001) verified that IWE propped up job contentment and organiza-
tional loyalty, which leads to the prosperity of organizations. Loyal workers have
utmost importance for employers as they improve the environment of learning and
creativity. Similarly, Rahman et al. (2006) concluded that an individual with a high
level of sensitivity to IWE would have a propensity to be creative and innovative.

Gender, age, tenure, educational level and position of workers also have the core
importance in bringing innovations. It has been reported that the internal capacity of
an organization is one of the foundation factors which compel the innovation capa-
bility (Chang & Lee, 2008; Hoffman, 1999; Sundbo, 2001).

IWE are also oriented more toward life fulfillment than life denial and holds
business motives in the highest regard (A. J. Ali, 1992; Kumar & Rose, 2010). The
research on work ethics and its associations with individual and organizational factors
has received substantial concentration in the literature (Ali and Al-Owaihan, 2008;
Yousef, 2000, 2001; Naresh, 2010).

Implications of work ethics which reflect an individual's attitudes to organiza-
tional success have been extensively investigated and perhaps it has permeated lead-
ership and management thinking. Nonetheless, much of the research on work values
has been carried out in the West and has focused on the Protestant work ethics (PWE)
as defined by German economic sociologist, Max Weber, in 1905. Probably in the
earlier days, due to restricted access to the wealth of literature on Islamic studies
which mostly were published in languages other than English, many management
scholars had limited research on Islamic management. However, some of the prolific
researches have shed light on the concept of IWE and its significant impact on the
workplace. Those research findings are gaining attention and induce research interest
among international scholars today (Kumar & Rose, 2010).

Islamic work ethics compliments if business is carried out in a determined envi-
ronment thus resulting in higher performance and extensive success (A. J. Ali & Al-
Owaihan, 2008).

Islamic work ethics and organizational performance are closely related to each
other; their interdependency was verified by previous researches, e.g. (A. J. Ali & Al-
Owaihan, 2008; Kumar & Rose, 2010).

ACTUAL PROBLEMS OF ECONOMICS, #12(138), 2012



474 HOBUHU CBITOBOI HAYKU

Organizational learning, innovation and performance. Organizational learning is
the course of actions by which the firm builds up new facts and insights from com-
mon experiences of people in organizations, and has the potential to influence behav-
iors and improve firm's competences (Fiol & Lyles, 1985; Huber, 1991; Senge, 1990).
Organizational learning is a key to have a strong competitive advantage and a key vari-
able in the improvement of organizational performance (Brockman & Morgan, 2003;
Gnyawali et al., 1997).

For a learning organization the process can be visualized; first of all, knowledge
acquisition from the experience stakeholders then this valuable and up to date knowl-
edge is communicated to each and every worker of an organization thus leading to
better results and improved performance. Learning organizations are usually more
flexible to respond to new confronts than opponents (Day, 1994; Slater & Narver,
1995), which allows organizations retain enduring competitive advantages (Dickson,
1996).

In the past many researchers proved the positive linkage between organizational
learning and performance. For instance, Baker & Sinkula (1999) uncover that learn-
ing orientation has a direct effect on organizational performance. There are some
other studies that confirmed the same (Keskin, 2006; Ussahawanitchakit, 2008).
Bontis, Crossan & Hulland (2002) also provide proof of a positive association
between organizational learning and performance.

Innovation is the implementation of new ideas or behaviors by organizations to
meet daily needs of the changing environment (Damanpour & Gopalakrishnan,
1998; Damanpour et al., 1989; North et al., 2001; Wolfe, 1994).

Innovation is different from imagination, and innovation comprises 4 elements,
namely, creativity, strategy, application and profitability (Wright, Palmer & Perkins,
2005). Organizational performance is a gauge which measures how effectively a ven-
ture accomplishes its goal (Hamon, 2003; Robbins & Coulter, 2002). In other words,
organizational performance comprises the actual output or the results of an organi-
zation as measured against the intended outputs (Ho, 2011).

Innovations help corporations to overcome the instability of external situations
and, hence, is one of the key drivers of long-term victory in business, particularly at
dynamic markets (Baker & Sinkula, 1999; Balkin, Markman & Gomez-Mejia, 2000;
Darroch & McNaughton, 2002; Lyon & Ferrier, 2002; Vrakking, 1990).

Companies with the high capacity to innovate will be able to react to challenges
faster and to take advantage of new products and market prospects better than non-
innovative companies (Brown & Eisenhardt, 1995; Miles, Snow, Meyer & Coleman
Jr, 1978).

Purpose of this study. Servis Industries Pakistan is one of the oldest and success-
ful shoe manufacturing companies of Pakistan. This company has more than 50 years
of history. Servis is the leading footwear brand of Pakistan. It has a vast distribution
network in Pakistan with over 400 outlets and more than 2000 dealers. Servis also
exports its goods to Middle East, Europe and many other countries and it is the
largest footwear exporter of the country for the last 10 years. Servis has a strong finan-
cial performance with overall sales of PKR 12 bln. ($ 130 mln.) which makes Servis
the largest footwear company of Pakistan by revenue. The company has more than
6000 employees which indicates its contribution to the market at the macrolevel. Its
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head office is located in Lahore and manufacturing facilities are in Gujrat. The pur-
pose of this study is to find out the relationship between Islamic work ethics and orga-
nizational learning, innovation and performance in the case of Servis Industries.
Further the research is extended to verify the relation of organizational performance
with organizational learning and innovation.

Hypotheses. Basing on the theoretical linkage given above we develop the fol-
lowing hypotheses for this study.

H1: Islamic work ethics positively influences organizational learning.

H2: Islamic work ethics has positive impact on organizational innovation.

H3: Islamic work ethics positively affects organizational performance.

H4: Organizational learning and organizational performance are positively related
to each other.

H5: Organizational innovation contributes positively to enhancing organizational
performance.

Ho6: Islamic work ethics, organizational learning and innovation are the key ele-
ments for better organizational performance.

-
Organizational
Learning
. ) H4
H1

. H3 vational |
/ A Or, tional

Islamic Work Ethics > Pifgl(;zr?lar?ge

H2 H5

Organizational
Innovation

Figure 1. Research Model

Methodology.

Sample. In this research the data were collected from 240 employees of Service
Industries. Districts selected for data collection are Gujrat, Gujranwala, Sialkot,
Lahore and Wazirabad. Main factory is located in Gujrat, head office is in Lahore.
Data was collected with the help of structured questionnaires.

Data Analysis. For the data analysis SPSS were used. Before applying major tests
on the data, normality of the data was checked by one sample K-S (Kolmogorov-
Smirnov) test. Outliers from the data were removed for accurate results. Pearson's
correlation was applied to find out the associations of the variables, then linear and
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multiple regressions were utilized to test the hypotheses. Data analysis tested the
hypotheses of the study.

Results and Discussion.

Reliability Analysis:

The scale incorporated in the study was tested for reliability. Cronbach alphas for
each variable were calculated. Results of the test is shown in Table 1.

Table 1. Scale Reliability

Variable name Cronbach Alpha
Islamic Work Ethics 0.85
Organizational Learning 0.87
Organizational Innovation 0.85
Organizational Performance 0.87

Correlation, means and standard deviation.
In Table 2 means, standard deviations and correlations of variables are shown.
Results of correlation indicate strong associations among the variables.

Table 2. Correlation, means and standard deviation

I\SIE. Variable Name | M SD 1 2 3 4
1 Work Ethics 59 .60 -
Organizational
2 Learning >8 90 637 ]
3 Organizational | - 95 58%* T -
Innovation
4 Organizational | 5 ¢ 92 e G4r* 68%* -
Performance

**_Correlation is significant at the 0.01 level (2-tailed)

Hypothesis testing:
The hypotheses of the study were tested by linear and multiple regressions using
SPSS 17. The results of the regression are shown in Table 3.

Table 3. Results of linear regressions

Hypothesis Inilzlr)gﬁint Dependent variable | p-value R? B
H1 Islamic work ethics Or%il;lrznajt;;nal .000 .39 0.95
i Organizational
H2 Islamic work ethics Innovation .000 33 091
H 3 Istamic work ethics Organizational 400 | 24 | 0078
Performance
Organizational Organizational
H 4 Learning Performance 000 Al 0.29
H5 Organiza‘u:onal Organizational 000 46 043
Innovation Performance
H 6 IWE, OL, Ol Organizational 000 | 49 | 089
Performance

The regression model shows a good fit. All the linear relations for the set vari-
ables are strong. Organizational performance shows strong associations with Islamic
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work ethics, organizational learning and innovation. Islamic work ethics proved to be
a strong predictor of organizational innovation and organizational learning.
/-_\\
/
vz )

/
N 049

e l ~ 77 T\ 041
/
Ut

Organizational
Learning |L /
L 0.3 N
T0.95
.
Islamic Work Ethics > Organizational
) 0.08 Performance

10.92

Organizational 0.43
Innovation

Figure 2. Path diagram of the model

Table 4. Model Summary and Coefficients of Sequential Equation Model

Dgpg{ldent Indelnglndent Estimate SE Crit@cal p-values Result
variable Variable ratio

OL 4 WE 095 0.07 12,53 Accept
O1 4 e 0.91 0.08 10.89 Accept
op ‘" e IWE 0.07 0.1 0.76 0.444 Reject
op 4 """ OL 0.30 0.06 5.0 ok Accept
oP 4 0Ol 0.43 0.05 802 |** Accept

As per the results, it is evident that Islamic work ethics is a strong predictor of
organizational learning, as its B = .95, p-value < .01. It means that one unit increase
in practicing Islamic work ethics will positively increase organizational learning by
95%. So the first hypothesis is accepted.
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The results of the linear regression further indicate that Islamic work ethics has
significant relation with organizational innovation (f = .91, p-value < .01). It means
that one unit increase or decrease in practicing IWE will have 91% variance in OI.
Considering the above stated results H2 is accepted. Islamic work ethics did not prove
to be a significant predictor of organizational performance as indicated by the path
model. B = 0.078, p-value > .01 which indicates there is no relationship between
Islamic work ethics and organizational performance. H3 is rejected.

OL and OI proved to be strong predictors of organizational performance when
tested individually. Organizational learning also is a strong predictor of organization-
al performance as its regression coefficient is 0.65 and p-value < .01. Organizational
innovation is positively associated with organization learning. Its regression coeffi-
cient is 0.65 and R-square value is .46, which indicates a good model fit. Considering
the above regression results we can conclude that H4 and H5 are accepted.

Islamic work ethics, organizational learning and innovation were transformed to
obtain a single variable. Regression was run to check the association between organi-
zational performance and all the 3 variables collectively. Results of the regression
indicated very strong relation between organization performance and Islamic work
ethics, organizational learning and innovation. R-square of the result is .49 which
reflects a very good model fit. Regression coefficient is .89 which again indicates that
independent variables have strong association with organizational performance, p-
value<0.01 which leads us to the acceptance of H6.

Conclusion. The results of the study testified the fact that organizational learning
and innovation are strong predictors of organizational performance. In Servis
Industry learning and innovation are the key drivers of good performance. The results
of the current study are in line with the previous researches. Also Islamic work ethics
have proved its potential and contributes in organizational learning and innovation.
Emphasis on Islamic ethics can promote learning and innovation in organizations.
The relationship is previously studied and the results of the current study testify pre-
vious findings. Results encourage other organizations in Pakistan to follow Islamic
work ethics that can enhance their learning and innovation which will eventually
improve their organizational performance. Islamic work ethics can have positive
influence on individual and collective learning in any organization, which can signif-
icantly affect overall performance of organizations.

The limitation of the study is that the research model has only been applied on
one organization, for more generalized results the same model can be studied on mul-
tiple organizations.
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